SUPPORTING STATEMENT
for the Paperwork Reduction Act Information Collection Submission for
Rule 17Ad-22

A. JUSTIFICATION

1. Necessity of Information Collection

Legal and Administrative Requirements

i. Title VII of Dodd-Frank Act

Title VII of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
(“Dodd-Frank Act”) added new provisions to the Securities Exchange Act of 1934 (“Exchange
Act”) that require clearing agencies that clear security-based swaps (“security-based swap
clearing agencies”) to register with the Securities Exchange Commission (“Commission”) and
require the Commission to adopt rules with respect to security-based swap clearing agencies.

Specifically, new Section 17A(j) of the Exchange Act requires the Commission to adopt
rules governing security-based swap clearing agencies. New Section 17A(i) of the Exchange Act
also gives the Commission authority to promulgate rules that establish standards for security-
based swap clearing agencies. Compliance with any such rules is a prerequisite to the
registration of a clearing agency with the Commission and is also a condition to the maintenance
of that security-based swap clearing agency’s continued registration.

ii. Payment, Clearing, and Settlement Supervision Act of 2010

Title VIII of the Dodd-Frank Act, entitled the Payment, Clearing, and Settlement
Supervision Act of 2010 (“Clearing Supervision Act”), establishes an enhanced supervisory and
risk control system for systemically important clearing agencies and other financial market
utilities (“FMUs”). It provides that the Commission may prescribe regulations containing risk
management standards, taking into consideration relevant international standards and existing
prudential requirements, for any designated clearing entities it regulates. On July 11, 2011, the
Financial Stability Oversight Council (“FSOC”) published a final rule concerning its authority to
designate FMUs as systemically important and on July 18, 2012 the FSOC designated as
systemically important the following registered clearing agencies: Chicago Mercantile Exchange
(“CME”), The Depository Trust Company (“DTC”), Fixed Income Clearing Corporation
(“FICC”), ICE, National Securities Clearing Corporation (“NSCC”), and The Options Clearing
Corporation (“OCC”). Congress recognized in the Clearing Supervision Act that the operation
of multilateral payment, clearing or settlement activities may reduce risks for clearing
participants and the broader financial system, while at the same time creating new risks that
require multilateral payment, clearing or settlement activities to be well-designed and operated in
a safe and sound manner. The Clearing Supervision Act is designed, in part, to provide a
regulatory framework to help deal with such risk management issues, which is generally
consistent with the Exchange Act requirement that clearing agencies be organized in a manner so



as to facilitate prompt and accurate clearance and settlement, safeguard securities and funds and
protect investors.

iii. Section 17A of Exchange Act

As noted above, in addition to the new authority provided to the Commission under Titles
VII and VIII of the Dodd-Frank Act, the Commission has existing authority over clearing
agencies under the Exchange Act. For example, entities are required to register with the
Commission pursuant to Section 17A of the Exchange Act and Rule 17Ab2-1 prior to
performing the functions of a clearing agency. Under this registration system, the Commission is
not permitted to grant registration unless it determines that the rules and operations of the
clearing agency meet the standards set forth in Section 17A. Specifically, Sections 17A(b)(3)
(A)-(I) identify determinations that the Commission must make about the rules and structure of a
clearing agency prior to granting registration. If a clearing agency is granted registration, the
Commission oversees the clearing agency to facilitate compliance with the Exchange Act
through the rule filing process for self-regulatory organizations (“SROs”) and through on-site
examinations by Commission staff. Section 17A also gives the Commission authority to adopt
rules for clearing agencies as necessary or appropriate in the public interest, for the protection of
investors, or otherwise in furtherance of the purposes of the Exchange Act and prohibits a
registered clearing agency from engaging in any activity in contravention of these rules and
regulations.

Rules Governing Registered Clearing Agencies and Covered Clearing Agencies

The Commission is proposing several new rules that would set standards for the
operation and governance of “covered clearing agencies” (which consist of designated clearing
agencies, clearing agencies involved in activities with a more complex risk profile for which the
Commodity Futures Trading Commission is not the Supervisory Agency, and any clearing
agency determined to be a covered clearing agency by the Commission pursuant to proposed
Rule 17Ab2-2) in addition to the rules previously adopted that set standards for the operation and
governance of registered clearing agencies." As noted above, the Dodd-Frank Act specifically
gives the Commission authority to regulate security-based swaps and to adopt regulations
addressing risk management standards for designated clearing entities that the Commission
regulates. In addition to considering this specific directive in formulating the rules, the
Commission preliminarily believes that applying certain rules to covered clearing agencies
would promote financial stability, one of the goals of the Dodd-Frank Act, by facilitating prompt
and accurate clearance and settlement of all securities transactions consistent with Section 17A
of the Exchange Act while promoting the Dodd-Frank Act’s stated aims of accountability and
transparency.

For a clearing agency to be registered under Section 17A of the Exchange Act it must have
the ability to facilitate the prompt and accurate clearance and settlement of transactions, safeguard
investor funds and securities, remove impediments to and perfect the mechanism of a national
clearance and settlement system, and to generally protect investors. Also, the clearing agency’s
rules must provide adequate access to qualified participants, fair representation of shareholders and
participants, equitable pricing, fair discipline of participants, and must not impose any undue burden

! See Exchange Act Release 34-71699 (March 12 2014), 79 FR 16866 (March 26, 2014)
(“2014 Proposing Release™), available at http://www.sec.gov/rules/proposed/2014/34-
71699.pdf (herein after “2014 Proposing Release”).
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on competition.

The Commission is proposing amendments to Rule 17Ad-22 in the form of paragraphs (e)
(1) through (e)(23) to require covered clearing agencies to establish, implement, maintain and
enforce written policies and procedures designed to promote effective risk management procedures
and controls as well as meet the statutory requirements under the Exchange Act on an ongoing
basis. The Commission believes that the requirements set forth in proposed Rule 17Ad-22(e) aid in
the regulation of covered clearing agencies by establishing requirements more closely tailored to the
risks such entities pose to the U.S. securities markets. Designated clearing agencies are
systemically important because of their significance to the U.S. financial system and the risk that the
failure of, or a disruption to, their functioning would increase the risk of significant liquidity or
credit problems spreading among financial institutions, thereby threatening the stability of the U.S.
financial system. The Commission believes that clearing agencies with a more complex risk profile,
such as those providing central counterparty services for security-based swaps, subject the U.S.
securities markets to a material level of systemic risk due to the nature of the products they clear.
The requirements proposed in Rule 17Ad-22(e) are intended to ensure that covered clearing
agencies have robust policies and procedures that help promote sound governance, operations, and
risk management. The Commission is also proposing amendments to Rule 17Ad-22(a) to add 15
new definitions in order to define terms relevant to the provisions contained in the rules proposed in
paragraphs (e)(1) through (e)(23).

In addition to being subject to the proposed rules 17Ad-22(e)(1) through (23), covered
clearing agencies will also be subject to the requirements of existing rules 17Ad-22(b) and (c).
Furthermore, the Commission intends that existing Rules 17Ad-22(b), (c) and (d) will apply to
registered clearing agencies that are not covered clearing agencies. The Commission believes that
establishing separate rules for covered clearing agencies and registered clearing agencies that are
not covered clearing agencies is appropriate given the Commission’s goals to facilitate the
development of a national system for the prompt and accurate clearance and settlement of securities
consistent with Section 17A of the Exchange Act and to mitigate systemic risk consistent with
Titles VII and VIII of the Dodd-Frank Act. Thus Rule 17Ad-22 (d) will continue to provide
minimum requirements for the operation and governance of clearing agencies as well as facilitate
the entrance of new participants, as appropriate, into the market for clearance and settlement
services. The establishment of consistent standards for registered clearing agencies that offer
central counterparty (“CCP”) and central securities depository (“CSD”) services is an important
goal that underpinned the enactment of Section 17A of the Exchange Act. Together, these rules
establish minimum standards for the operations and risk management practices for clearing
agencies that are consistent with the standards for CCPs and CSDs operating domestically and in
other jurisdictions.

At this time, the Commission does not intend for any part of Rule 17Ad-22 to apply to
clearing agencies that perform post-trade processing services (i.e., comparison of trade data,
collateral management and tear-up/compression). Rules 17Ad-22(b), (c) and (d) will be
applicable to registered clearing agencies, and Rules 17Ad-22(b), (c) and (e) will be applicable to
covered clearing agencies, and will not apply to any clearing agencies operating pursuant to an
exemption from registration as a clearing agency granted by the Commission, unless the terms of
future exemptions specifically contemplate its application, in whole or in part. The Commission
clarified this as part of the final Rule 17Ad-22 as adopted in 2012 by adding the word
“registered” before the term “clearing agency” appearing in the first instance in paragraphs (b),




(©)(1), (c)(2), and (d).> For this reason, references to the term “clearing agency” in the 2012
Adopting Release are generally intended to capture only registered clearing agencies, unless the
context suggests otherwise. The Commission may consider at a later time whether rules tailored
to clearing agencies that provide post-trade processing services would be appropriate.

There are a number of collections of information contained in Rule 17Ad-22. The

information collected in these provisions is necessary to carry out the mandates of the Exchange
Act, as amended by the Dodd-Frank Act.

The statutory basis for the Rule is as follows: Exchange Act Section 3C, 15 U.S.C. 78c-3;
Exchange Act Section 17A, 15 U.S.C. 78q-1; and 12 U.S.C. 5464(a)(2).

2. Purpose and Use of the Information Collection

i. Standards for Registered Clearing Agencies

a. Measurement and Management of Credit Exposures

Rule 17Ad-22(b)(1) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to measure
its credit exposures to its participants at least once each day, and limit its exposures to potential
losses from defaults by its participants in normal market conditions so that the operations of the
clearing agency would not be disrupted and non-defaulting participants would not be exposed to
losses that they cannot anticipate or control. The purpose of the collection of information is to
enable the clearing agency to monitor and limit its exposures to its participants.

b. Margin Requirements

Rule 17Ad-22(b)(2) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to: (i) use
margin requirements to limit its credit exposures to participants in normal market conditions; (ii)
use risk-based models and parameters to set margin requirements; and (iii) review the models
and parameters at least monthly. The purpose of the collection of information is to enable the
clearing agency to maintain sufficient collateral or margin.

C. Financial Resources

Rule 17Ad-22(b)(3) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to
maintain sufficient financial resources to withstand, at a minimum, a default by the participant
family to which it has the largest exposure in extreme but plausible market conditions, provided
that a registered clearing agency acting as a central counterparty for security-based swaps shall
maintain additional financial resources sufficient to withstand, at a minimum, a default by the
two participant families to which it has the largest exposures in extreme but plausible market
conditions, in its capacity as a central counterparty for security-based swaps. The purpose of the
collection of information is to enable the clearing agency to satisfy all of its settlement
obligations in the event of a participant default.

2 See Exchange Act Release No. 34-68080 (Oct. 22, 2012 ), 77 FR 66220 (Nov. 2, 2012)
(hereinafter “2012 Adopting Release™)



d. Model Validation

Rule 17Ad-22(b)(4) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to provide
for an annual model validation consisting of evaluating the performance of the clearing agency’s
margin models and the related parameters and assumptions associated with such models by a
qualified person who is free from influence from the persons responsible for the development or
operation of the models being validated. The purpose of the collection of information is to
enable the clearing agency to obtain an assessment of its margin model by a qualified,
independent person.

e. Non-Dealer Access

Rule 17Ad-22(b)(5) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to provide
the opportunity for a person that does not perform any dealer or security-based swap dealer
services to obtain membership at the clearing agency to clear securities for itself or on behalf of
other persons. The purpose of the collection of information is to enable more market participants
to obtain indirect access to clearing agencies.

f. Portfolio Size and Transaction Volume Restrictions

Rule 17Ad-22(b)(6) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to have
membership standards that do not require that participants maintain a portfolio of any minimum
size or that participants maintain a minimum transaction volume. The purpose of the collection
of information is to remove unnecessary barriers to participation in clearing agencies that
provide CCP services.

g. Net Capital Restrictions

Rule 17Ad-22(b)(7) requires a clearing agency that provides CCP services to establish,
implement, maintain and enforce written policies and procedures reasonably designed to provide
a person that maintains net capital equal to or greater than $50 million with the ability to obtain
membership at the clearing agency, provided that such persons are able to comply with other
reasonable membership standards, with any net capital requirements being scalable so that they
are proportional to the risks posed by the participant’s activities to the clearing agency. The rule
also permits a clearing agency to provide for a higher net capital requirement (i.e., higher than
$50 million) as a condition for membership at the clearing agency if the clearing agency
demonstrates to the Commission that such a requirement is necessary to mitigate risks that could
not otherwise be effectively managed by other measures, such as scalable limitations on the
transactions that the participants may clear through the clearing agency, and the Commission
approves the higher net capital requirement as part of a rule filing or clearing agency registration
application. The purpose of the collection of information is to remove unnecessary barriers to
clearing access by market participants with a net capital level above $50 million, while at the
same time facilitating sound risk management practices by clearing agencies by encouraging
them to examine and articulate the benefits that higher net capital requirements would create



through having clearing agencies develop scalable membership standards that links the activities
any participants could potentially engage in with the potential risks posed by the participant.

h. Record of Financial Resources

Rule 17Ad-22(c)(1) requires that each fiscal quarter (based on calculations made as of the
last business day of the clearing agency’s fiscal quarter), or at any time upon Commission
request, a clearing agency that performs CCP services shall calculate and maintain a record of
the financial resources necessary to meet the requirement in Rule 17Ad-22(b)(3) and sufficient
documentation to explain the methodology it uses to compute such financial resource
requirement. The purpose of the collection of information is to enable the Commission to
monitor the financial resources of clearing agencies that provide CCP services.

i. Annual Audited Financial Statements

Rule 17Ad-22(c)(2) requires a clearing agency to post on its website an annual audited
financial statement that must (i) be a complete set of financial statements of the clearing agency
for the most recent two fiscal years of the clearing agency and be prepared in accordance with
U.S. generally accepted accounting principles (“U.S. GAAP”), except that for a clearing agency
that is a corporation or other organization incorporated or organized under the laws of any
foreign country, the financial statements may be prepared according to U.S. GAAP or
International Financial Reporting Standards as issued by the International Accounting Standards
Board (“IFRS”); (ii) be audited in accordance with standards of the Public Company Accounting
Oversight Board by a registered public accounting firm that is qualified and independent in
accordance with Rule 2-01 of Regulation S-X (17 CFR 210.2-01); and (iii) include a report of
the registered public accounting firm that complies with paragraphs (a) through (d) of Rule 2-02
of Regulation S-X (17 CFR 210.2-02). The purpose of the collection of information is to enable
the Commission to monitor the financial resources of clearing agencies that provide CCP
services.

j- Transparent and Enforceable Rules and Procedures

Rule 17Ad-22(d)(1) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to provide for a well-founded,
transparent, and enforceable legal framework for each aspect of their activities in all relevant
jurisdictions. The purpose of the collection of information is to help ensure that clearing
agencies’ policies and procedures do not cause confusion or legal uncertainty among their
participants because they are unclear, incomplete or conflict with other applicable laws or
judicial precedent.

k. Participation Requirements

Rule 17Ad-22(d)(2) has three principle requirements related to establishing,
implementing, maintaining and enforcing written policies and procedures for participation
requirements. First, it requires clearing agencies to require participants to have sufficient
financial resources and robust operational capacity to meet their obligations. The purpose of the
collection of information is to enable clearing agencies to ensure that only persons with sufficient
financial and operational capacity are direct participants. Second, clearing agencies are required
to have procedures in place to monitor that participation requirements are met on an ongoing



basis. The purpose of the collection of information is to help clearing agencies identify a
participant experiencing financial difficulties before the participant fails to meet its settlement
obligations. Third, a clearing agency’s participation requirements have to be objective, publicly
disclosed, and permit fair and open access. The purpose of the collection of information is to
ensure that all qualified persons can access a clearing agency’s services on an equivalent basis.

L. Custody of Assets and Investment Risk

Rule 17Ad-22(d)(3) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to hold assets in a manner that
minimizes risk of loss or delay in access to them, and to invest assets in instruments with
minimal credit, market, and liquidity risks. The purpose of the collection of information is to
enable clearing agencies to access their financial resources quickly so that they settle securities
transactions on time and at the agreed upon terms.

m. Identification and Mitigation of Operational Risk

Rule 17Ad-22(d)(4): requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to: (i) identify sources of
operational risk and minimize them through the development of appropriate systems, controls,
and procedures; (ii) implement systems that are reliable, resilient and secure, and have adequate,
scalable capacity; and (iii) have business continuity plans that allow for timely recovery of
operations and fulfillment of a clearing agency’s obligations. The purpose of the collection of
information is to ensure that clearing agencies can maintain operations in the event of an
operational problem, natural disaster or other similar event.

n. Money Settlement Risks

Rule 17Ad-22(d)(5) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to employ money settlement
arrangements that eliminate or strictly limit the clearing agency’s settlement bank risks, that is,
its credit and liquidity risks from the use of banks to effect money settlements with its
participants, and require funds transfers to the clearing agency to be final when effected. The
purpose of the collection of information is to promote reliability in a clearing agency's settlement
operations.

0. Cost-Effectiveness

Rule 17Ad-22(d)(6) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to be cost-effective in meeting the
requirements of participants while maintaining safe and secure operations. The purpose of the
collection of information is to help ensure that the services of clearing agencies do not become
too expensive.

p. Links
Rule 17Ad-22(d)(7) requires clearing agencies to establish, implement, maintain and

enforce written policies and procedures reasonably designed to evaluate the potential sources of
risks that can arise when the clearing agency establishes links either cross-border or domestically



to clear trades, and ensure that the risks are managed prudently on an ongoing basis. The
purpose of the collection of information is to help ensure that clearing agencies adequately assess
the risks associated with establishing a link with another clearing organization.

qg. Governance

Rule 17Ad-22(d)(8) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to have governance arrangements
that are clear and transparent to fulfill the public interest requirements in Section 17A of the
Exchange Act applicable to clearing agencies; to support the objectives of owners and
participants; and to promote the effectiveness of the clearing agency’s risk management
procedures. The purpose of the collection of information is to promote boards of directors that
exercise sufficient oversight of the clearing agency’s management and appropriately represent
the interests of relevant stakeholders.

I. Information on Services

Rule 17Ad-22(d)(9) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to provide market participants with
sufficient information for them to identify and evaluate the risks and costs associated with using
their services. The purpose of the collection of information is to help market participants
identify the risks and costs associated with using the clearing agency and would allow market
participants to make informed decisions about the use of the clearing agency and take
appropriate actions to mitigate their risks and costs associated with the use of the clearing
agency.

S. Immobilization and Dematerialization of Stock Certificates

Rule 17Ad-22(d)(10) requires clearing agencies that perform central securities depository
services to establish, implement, maintain and enforce written policies and procedures
reasonably designed to immobilize or dematerialize securities certificates and transfer them by
book entry to the greatest extent possible. The purpose of the collection of information is to
enable clearing agencies to promote greater efficiency in the settlement of securities transactions
and reduce risk by transferring securities by book entry movements.

t. Default Procedures

Rule 17Ad-22(d)(11) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to make key aspects of their default
procedures publicly available and to establish default procedures that ensure that the clearing
agency can take timely action to contain losses and liquidity pressures and to continue meeting
its obligations in the event of a participant default. The purpose of the collection of information
is to foster a greater understanding by market participants of possible steps a clearing agency
may take when a participant defaults and possibly reduce the likelihood of market participants
taking actions based on incorrect information.

u. Timing of Settlement Finality

Rule 17Ad-22(d)(12) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to ensure that final settlement



occurs no later than the end of the settlement day and require that intraday or real-time finality be
provided where necessary to reduce risks. The purpose of the collection of information is to
promote consistent standards of timing and reliability in the settlement process.

V. Delivery Versus Payment

Rule 17Ad-22(d)(13) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to eliminate principal risk by
linking securities transfers to funds transfers in a way that achieves delivery versus payment.
The purpose of the collection of information is to eliminate principal risk in the transfer of
securities and funds.

w. Risk Controls to Address Participant’s Failure to Settle

Rule 17Ad-22(d)(14) requires clearing agencies that perform central securities depository
services and extend intraday credit to participants to establish, implement, maintain and enforce
written policies and procedures reasonably designed to institute risk controls, including collateral
requirements and limits to cover the clearing agency’s credit exposure to each participant fully,
and ensure timely settlement in the event that the participant with the largest payment obligation
is unable to settle. The purpose of the collection of information is to enable clearing agencies to
satisfy their settlement obligations on time and for the agreed upon terms.

X. Identification and Management of Physical Delivery Risks

Rule 17Ad-22(d)(15) requires clearing agencies to establish, implement, maintain and
enforce written policies and procedures reasonably designed to state to their participants the
clearing agency’s obligations with respect to physical deliveries and to identify and manage the
risks that arise in connection with these obligations. The purpose of the collection of information
is to provide the clearing agency’s participants with sufficient information to evaluate the risks
and costs associated with participation in the clearing agency.

ii. Standards for Covered Clearing Agencies

a. Legal Risk

Rule 17Ad-22(e)(1) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures designed to provide for a well-founded,
clear, transparent, and enforceable legal basis for each aspect of its activities in all relevant
jurisdictions. The purpose of the collection of information is to help ensure that covered clearing
agencies’ policies and procedures do not cause confusion or legal uncertainty among their
participants because they are unclear, incomplete or conflict with other applicable laws or
judicial precedent.

b. Governance

Rule 17Ad-22(e)(2) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures designed to provide for governance
arrangements that are clear and transparent, clearly prioritize the safety and efficiency of the
covered clearing agency, and support the public interest requirements in Section 17A of the
Exchange Act and the objectives of owners and participants. The purpose of the collection of



information is to ensure that a covered clearing agency place a high priority on the safety and
efficiency of its operations and explicitly support the objectives of owners and participants, as
well as promote the effectiveness of a covered clearing agency’s risk management procedures.
Rule 17Ad-22(e)(2) would further require covered clearing agencies to provide for governance
arrangements establishing that the board of directors and senior management have appropriate
experience and skills to discharge their duties and responsibilities. The purpose of the collection
of information is to promote boards of directors that exercise sufficient oversight of the covered
clearing agency’s management and to ensure that a covered clearing agency’s management has
sufficient ability to provide for effective and efficient operation of the covered clearing agency.

C. Comprehensive Risk Management Framework

Rule 17Ad-22(e)(3) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to maintain a sound
risk management framework for comprehensively managing legal, credit, liquidity, operational,
general business, investment, custody, and other risks that arise in or are borne by the covered
clearing agency, including policies and procedures designed to identify, measure, monitor, and
manage these risks that are reviewed and approved by the board of directors annually, and to
have a plans for the recovery and orderly wind-down of the covered clearing agency in the event
of credit losses, liquidity shortfalls, losses from general business risk, or any other losses. The
purpose of the collection of information is to facilitate the development of mechanisms to better
prioritize, manage, and monitor risks, and to measure the covered clearing agency’s risk
tolerance and capacity, Rule 17Ad-22(e)(3) would also require covered clearing agencies to
establish, implement, maintain and enforce written policies and procedures reasonably designed
to provide risk management and internal audit personnel with sufficient authority, resources,
independence from management and access to the board of directors, and provide risk
management and internal audit personnel with direct reporting lines to, and oversight by a risk
management committee and an independent audit committee of the board of directors. The
purpose of the collection of information is to promote a rigorous and independent assessment of
the effectiveness of a covered clearing agency’s risk management and control processes.

d. Credit Risk

Rule 17Ad-22(e)(4) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to effectively identify,
measure, monitor, and manage the covered clearing agency’s credit exposures to participants and
exposures arising from payment, clearing, and settlement processes. Specifically, Rule 17Ad-
22(e)(4) would require covered clearing agencies to establish, implement, maintain and enforce
written policies and procedures reasonably designed to (i) maintain sufficient financial resources
to cover credit exposure to each participant fully with a high degree of confidence; (ii) maintain
additional financial resources at the minimum to enable the covered clearing agency to cover a
wide range of foreseeable stress scenarios, including the default of the participant family that
would potentially cause the largest aggregate credit exposure for the covered clearing agency in
extreme but plausible market conditions; and (iii) for covered clearing agencies that provide
central counterparty services and that are either systemically important in multiple jurisdictions
or are involved in activities with a more complex risk profile, to maintain additional financial
resources at a minimum level necessary to enable the covered clearing agency to cover a wide
range of foreseeable stress scenarios, including but not limited to the default of the two
participant families that would potentially cause the largest aggregate credit exposure for the
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covered clearing agency in extreme but plausible market conditions. The purpose of the
collection of information is to enable the clearing agency to monitor and limit its exposures to its
participants and to enable a covered clearing agency to satisfy all of its settlement obligations in
the event of a participant default.

Additionally, Rule 17Ad-22(e)(4) would require covered clearing agencies that provide
central counterparty services that are either systemically important in multiple jurisdictions or
involved in activities with a more complex risk profile to establish, implement, maintain and
enforce written policies and procedures reasonably designed to include prefunded financial
resources when calculating the required financial resources, and to maintain such financial
resources in combined or separately maintained clearing or guaranty funds. The purpose of the
collection of information is to ensure that such covered clearing agencies have immediately
available the financial resources necessary to ensure that the covered clearing agency can meet
its financial obligations in stressed market conditions.

Rule 17Ad-22(e)(4) would also require covered clearing agencies to establish,
implement, maintain and enforce written policies and procedures reasonably designed to test the
sufficiency of its total financial resources available to meet the minimum financial resource
requirements discussed above by conducting a stress test of its total financial resources at least
once each day, by conducting a comprehensive analysis on at least a monthly basis of the
existing stress testing scenarios, models, and underlying parameters and assumptions, and
considering appropriate, and by conducting a conforming model validation for credit risk models
performed not less than annually by a qualified person who is free from influence from the
persons responsible for the development or operation of the models. The purpose of this
collection of information is to ensure that a covered clearing agency is provided with unbiased
feedback on the performance of such models and policies, resulting in improved reliability of
these models.

e. Collateral

Rule 17Ad-22(e)(5) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to limit the assets the
covered clearing agency accepts as collateral to those with low credit, liquidity, and market risks.
Rule 17Ad-22(e)(5) would also require policies that set and enforce appropriately conservative
haircuts and concentration limits if the covered clearing agency requires collateral to manage its
own or its participants’ credit exposures. Rule 17Ad-22(e)(5) would also require covered
clearing agencies to establish, implement, maintain and enforce written policies and procedures
reasonably designed to provide for an not-less-than-annual review of the sufficiency of a covered
clearing agency’s collateral haircuts and concentration limits. The purpose of this collection of
information is to reduce the likelihood that assets securing participant obligations to the covered
clearing agency would be unavailable or insufficient when the covered clearing agency needs to
draw on them and thereby ensure that covered clearing agencies are able to meet their settlement
obligations.

f. Margin
Rule 17Ad-22(e)(6) would require covered clearing agencies that provide central

counterparty services to establish, implement, maintain, and enforce written policies and
procedures reasonably designed to cover credit exposures to the covered clearing agency’s
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participants by establishing a risk-based margin system that is monitored by management on an
ongoing basis and regularly reviewed, tested and verified. Such margin system must be designed
to (i) produce margin levels that are commensurate with the risks associated with products,
portfolios and markets; (ii) mark participant positions to market and collect variation margin at
least daily; (iii) calculate margin sufficient to cover potential future exposures to participants;
(iv) use reliable sources of timely price data; (v) be tested and verified through backtests of
margin resources conducted at least once each day; (vi) provide for a conforming sensitivity
analysis on at least a monthly basis with reports of such analysis provided to appropriate decision
makers; and (vii) provide for a conforming model validation to be performed not less than
annually. The purpose of the collection of information is to enable the clearing agency to
maintain sufficient collateral or margin and to ensure that covered clearing agencies.

g.  Liquidity Risk

Rule 17Ad-22(e)(7) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to effectively measure,
monitor, and manage the liquidity risk that arises in or is borne by the covered clearing agency.
In order to comply with this rule, covered clearing agencies must, at a minimum, comply with
several requirements, which include: (i) maintaining sufficient liquid financial resources in all
relevant currencies to effect settlement of payment obligations; (ii) holding qualifying liquid
resources sufficient to meet the minimum liquidity in each relevant currency for which the
covered clearing agency has payment obligations owed to clearing members; (iii) using access to
accounts and services at a Federal Reserve Bank or other relevant central bank, when available
and where determined to be practical; (iv) undertaking due diligence to confirm that the covered
clearing agency has a reasonable basis to believe each liquidity provider understands and its own
liquidity risks, and has capacity to perform as required under its commitments to provide
liquidity; (v) maintaining and, on at least an annual basis, testing with each liquidity provider, to
the extent practicable, its procedures and operational capacity for accessing each type of relevant
liquidity resource; (vi) conducting daily stress tests of liquidity resources, comprehensive
monthly analyses of existing stress test scenarios and reporting the results of such tests to
appropriate decision makers, and a conforming model validation not less than annually; (vii)
addressing foreseeable liquidity shortfalls and describing the process to replenish liquidity
resources that are used during a stress event; and (viii) conducting an annual analysis regarding
the feasibility of maintaining additional financial resources sufficient to withstand, at a
minimum, a default by the two participant families to which it has the largest exposures in
extreme but plausible market conditions if the covered clearing agency provides central
counterparty services and is either systemically important in multiple jurisdictions or is involved
in activities with a more complex risk profile. The purpose of this collection of information is to
ensure that covered clearing agencies maintain sufficient liquid resources in order to be able to
meet the covered clearing agency’s payment obligations.

h. Settlement Finality

Rule 17Ad-22(e)(8) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to define the point at
which settlement is final no later than the end of the day on which the payment or obligation is
due and, where necessary or appropriate, intraday or in real time. The purpose of the collection
of information is to promote consistent standards of timing and reliability in the settlement
process.
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i. Money Settlements

Rule 17Ad-22(e)(9) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to ensure the covered
clearing agency conducts its money settlements in central bank money, where available and
determined to be practical by the board of directors of the covered clearing agency, and
minimizes and manages credit and liquidity risk arising from conducting its money settlements
in commercial bank money if central bank money is not used by the covered clearing agency.
The purpose of the collection of information is to promote reliability in a clearing agency's
settlement operations.

j- Physical Delivery Risks

Rule 17Ad-22(e)(10) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to establish and
maintain transparent written standards that state the covered clearing agency’s obligations with
respect to the delivery of physical instruments and operational practices that identify, monitor,
and manage the risk associated with such physical deliveries. The purpose of the collection of
information is to provide the clearing agency’s participants with sufficient information to
evaluate the risks and costs associated with participation in the clearing agency.

k. Central Securities Depositories

Rule 17Ad-22(e)(11) would require covered clearing agencies that are central securities
depositories (“covered CSDs”) to establish, implement, maintain and enforce written policies
and procedures reasonably designed to maintain securities in an immobilized or dematerialized
form for their transfer by book entry, ensure the integrity of securities issues, and minimize and
manage the risk associated with the safekeeping and transfer of securities. Proposed Rule 17Ad-
22(e)(11) would also require covered CSDs to implement internal auditing and other controls to
safeguard the rights of securities issuers and holders and prevent the unauthorized creation or
deletion of securities, as well as to conduct periodic, and at least daily, reconciliations of
securities issues that the covered CSD maintains. Finally, Rule 17Ad-22(e)(11) would require
covered CSDs to protect assets against custody risk. The purpose of the collection of
information is to enable clearing agencies to promote greater efficiency in the settlement of
securities transactions, including a reduction in securities transfer processing costs, and reduce
risks associated with securities settlement and custody, such as destruction or theft, by
transferring securities by book entry movements.

L. Exchange-of-Value Settlement Systems

Rule 17Ad-22(e)(12) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to eliminate principal
risk by conditioning the final settlement of one obligation upon the final settlement of the other,
regardless of whether the covered clearing agency settles on a gross or net basis and when
finality occurs. The purpose the collection of information is to promote consistent standards of
timing and reliability in the settlement process.
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m. Participant Default

Rule 17Ad-22(e)(13) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to ensure that the
covered clearing agency has the authority and operational capacity to take timely action to
contain losses and liquidity demands and continue to meet its obligations in the event of a
participant default, to address the allocation of credit losses if the covered clearing agency’s
collateral and other resources are insufficient to fully cover credit exposures, and to describe the
covered clearing agency’s process to replenish any financial resources it may use following a
member default or other event in which use of such resources occurs. The purpose of the
collection of information is to provide greater certainty and predictability to market participants
of the steps a covered clearing agency will take when a participant defaults and possibly reduce
the likelihood of market participants taking actions based on incorrect information, as well as
reduce the likelihood that a default by a member, or multiple members, will disrupt the covered
clearing agency’s operations.

n. Segregation and Portability

Rule 17Ad-22(e)(14) would require covered clearing agencies that provide central
counterparty services for security-based swaps or that engage in activities that the Commission
has determined to have a more complex risk profile to establish, implement, maintain and
enforce written policies and procedures reasonably designed to enable the segregation and
portability of positions of a member’s customers and the collateral provided to the covered
clearing agency with respect to those positions, and effectively protect such positions and related
collateral from the default or insolvency of that member. The purpose of the collection of
information is to facilitate the protection of customer collateral and positions.

0. General Business Risk

Rule 17Ad-22(e)(15) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to identify, monitor,
and manage general business risk, determine the appropriate amount of liquid net assets funded
by equity based upon its general business risk profile and the length of time required to achieve a
recovery or orderly wind-down of critical services and to hold liquid net assets funded by equity
equal to the greater of either (a) six months of the covered clearing agency’s current operating
expenses, or (b) the amount determined by the board of directors to be sufficient to ensure a
recovery or orderly wind-down of critical operations and services of the covered clearing agency.
Additionally, Rule 17Ad-22(e)(15) would also require covered clearing agencies to establish,
implement, maintain and enforce written policies and procedures reasonably designed to ensure
that the covered clearing agency maintains a viable plan, approved by the board of directors and
updated annually, for raising additional equity should its equity fall close to or below the
required amount. The purpose of the collection of information is to ensure the proper
functioning of U.S. securities markets and FMUs, particularly in times of market stress.

p. Custody and Investment Risks

Rule 17Ad-22(e)(16) would require a covered clearing agency to establish, implement,
maintain and enforce written policies and procedures reasonably designed to safeguard its own
and its participants’ assets and minimize the risk of loss and delay in access to these assets and to
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invest such assets in instruments with minimal credit, market, and liquidity risks. The purpose of
this collection of information is to enable covered clearing agencies to access their financial
resources quickly so that they settle securities transactions on time and at the agreed upon terms.

q. Operational Risk Management

Rule 17Ad-22(e)(17) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to manage the covered
clearing agency’s operational risk by identifying the plausible sources of operational risk, both
internal and external, and to mitigate the impact of such risks through the use of appropriate
systems, policies, procedures, and controls. Covered clearing agencies would also be required to
ensure that the covered clearing agency’s systems have a high degree of security, resiliency,
operational reliability and scalable capacity, and to establish and maintain a business continuity
plan that addresses events that pose a significant risk of disruption to operations. The purpose of
the collection of information is to ensure that covered clearing agencies can maintain operations
in the event of an operational problem, natural disaster or other similar event.

I. Access and Participation Requirements

Rule 17Ad-22(e)(18) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to establish objective,
risk-based, and publicly disclosed criteria for participation, which permit fair and open access by
direct and, where relevant, indirect participants and other FMUs, and which require participants
to have sufficient financial resources and robust operational capacity to meet obligations arising
from participation in the clearing agency. The purpose of the collection of information is to
ensure that covered clearing agencies provide fair and open access to all parties meeting the
objective criteria for participation and thereby promote membership standards that are likely to
limit the potential for member defaults while also enabling more market participants to obtain
indirect access to covered clearing agencies. Rule 17Ad-22(e)(18) would also require covered
clearing agencies to monitor compliance with such participation requirements on an ongoing
basis. The purpose of the collection of information is to help covered clearing agencies identify
a participant experiencing financial difficulties before the participant fails to meet its settlement
obligations.

S. Tiered Participation Agreements

Rule 17Ad-22(e)(19) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to identify, monitor
and manage the material risks to the covered clearing agency arising from arrangements in which
firms that are indirect participants in the covered clearing agency rely on the services provided
by direct participants in the covered clearing agency to access the covered clearing agency’s
payment, clearing, or settlement facilities. The purpose of the collection of information is to
ensure that covered clearing agencies appropriately manage the dependencies and risk exposures,
including credit, liquidity, and operational risks, inherent in tiered participation arrangements.

t. Links
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Rule 17Ad-22(e)(20) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to identify, monitor,
and manage risks related to any link with one or more other clearing agencies, FMUs, or trading
markets. The purpose of the collection of information is to ensure that covered clearing agencies
identify and assess the potential sources of risk arising from a link arrangement and incorporate
that analysis into its risk management policies and procedures.

u. Efficiency and Effectiveness

Rule 17Ad-22(e)(21) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to ensure that the
covered clearing agency is efficient and effective in meeting the requirements of its participants
and the markets it serves. The purpose of the collection of information is to ensure the efficient
use of resources by a clearing agency to perform its functions so that the services of the covered
clearing agencies do not become too expensive. Rule 17Ad-22(e)(21) would further require a
covered clearing agency’s management to regularly review the efficiency and effectiveness of its
(i) clearing and settlement arrangements; (ii) operating structure, including risk management
policies, procedures, and systems; (iii) scope of products cleared, settled, or recorded; and (iv)
use of technology and communication procedures. The purpose of the collection of information
is to ensure that covered clearing agencies appropriately respond to the effects that changes in
technology, market forces and the number and character of participants have on the efficiency
and effectiveness of a covered clearing agency’s operations.

V. Communication Procedures and Standards

Rule 17Ad-22(e)(22) would require a covered clearing agency to establish, implement,
maintain and enforce written policies and procedures reasonably designed to ensure that it uses,
or at a minimum accommodates, relevant internationally accepted communication procedures
and standards in order to facilitate efficient payment, clearing, and settlement. The purpose of
the collection of information is to reduce the likelihood of errors in the clearance and settlement
process and to ensure covered clearing agencies are able to effectively communication with
direct and indirect participants.

w. Disclosure of Rules, Key Procedures, and Market Data

Rule 17Ad-22(e)(23) would require covered clearing agencies to establish, implement,
maintain and enforce written policies and procedures reasonably designed to maintain clear and
comprehensive rules and procedures that provide for the following disclosures: (i) Publicly
disclosing all relevant rules and material procedures, including key aspects of its default rules
and procedures; (ii) Providing sufficient information to enable participants to identify and
evaluate the risks, fees, and other material costs they incur by participating in the covered
clearing agency; (iii) Publicly disclosing relevant basic data on transaction volume and values;
and (iv) Providing a comprehensive public disclosure of its material rules, policies, and
procedures regarding governance arrangements and legal, financial, and operational risk
management, accurate in all material respects at the time of publication. The purpose of the
collection of information is to facilitate the supervision of covered clearing agencies and provide
relevant stakeholders with information regarding the risks associated with participation in a
covered clearing agency. Rule 17Ad-22(e)(23) would also require covered clearing agencies to
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establish, implement, maintain and enforce written policies and procedures reasonably designed
ensure the comprehensive public disclosure required under proposed Rule 17Ad-22(e)(23) is
updated not less than every two years, or more frequently following changes to its system or the
environment in which it operates to the extent necessary, to ensure statements previously
provided remain accurate in all material respects. The purpose of the collection of information is
to ensure that market participants are consistently provided with an accurate and current
representation of the risks and costs of participating in the covered clearing agency.

3. Consideration of Information Technology

The Rule is drafted to utilize as much information technology as possible in collecting the
information. Over time, the Commission expects that the burden will be reduced due to future
technology enhancements. The Commission is not aware of any technical or legal obstacles to
reducing the burden through the use of improved information technology.

4. Duplication

Section 712(a)(2) of the Dodd-Frank Act provides that, before commencing any
rulemaking regarding, among other things, clearing agencies with regard to security-
based swaps, the Commission must consult and coordinate with the Commodity Futures
Trading Commission (“CFTC”) and other prudential regulators for the purposes of assuring
regulatory consistency and comparability, to the extent possible. The Commission staff and the
CFTC staff have consulted and coordinated with one another regarding their respective
Commissions’ rules regarding clearing agencies as mandated by the Dodd-Frank Act. The
Commission staff has also consulted and coordinated with other prudential regulators. The Rule
does not duplicate information required to be collected elsewhere.

5. Effect on Small Entities

The Rule would not affect any small entities.

6. Consequences of Not Conducting Collection

The Dodd-Frank Act enacted sweeping reforms in the financial system, including FMUs
such as clearing agencies. It also charged the Commission with significant duties in carrying out
these reforms. The consequences of not conducting collections of information or any less
frequent collections of information pursuant to the Rule would significantly impair the
Commission’s ability to carry out its statutory obligations under the Exchange Act, as amended
by Titles VII and VIII of the Dodd-Frank Act.

7. Inconsistencies with Guidelines in 5 CFR 1320.5(d)(2)

There are no special circumstances. The information collection is consistent with the
general information collection guidelines imposed for public protection as set forth in 5 CFR
1320.5(d)(2).
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8. Consultations Outside the Agency

The Commission has issued releases soliciting comment on the “collection of
information” requirements and associated paperwork burdens.> Comments for the 2011
Proposing Release were due by April 29, 2011. Comments for the 2014 Proposing Release were
due by May 27, 2014. The Commission received 25 comment letters regarding the 2011
Proposing Release. Comments were generally received from registrants, investors, and other
market participants. In addition, the Commission and staff participate in ongoing dialogue with
representatives of various market participants through public conferences, meetings and informal
exchanges. The Commission considered all comments received regarding the 2011 Proposing
Release prior to publishing the final rule, and explained in the 2012 Adopting Release how the
final rule responds to such comments, in accordance with 5 C.F.R. 1320.11(f).

With respect to the 2011 Proposing Release, some commenters expressed general
concerns about the burden of regulation, but such comments focused on rules in the 2011
Proposing Release not being adopted today and on areas that go beyond the scope of the
Adopting Release. Commenters expressed concerns about the burdens associated with parts of
Rule 17Ad-22(b), and those comments are addressed below. Commenters did not specifically
comment on the burdens associated with Rule 17Ad-22(c)—(d). To the extent that commenters
submitted comments about the costs of implementing the proposed rules or requested changes in
proposed rules, those comments are also set out below.

2011 Proposing Release Comments Regarding Proposed Rules Generally

® One commenter noted that complex clearing organizations have many subsidiaries that
engage in many different activities and are subject to regulation by many different
regulators. Such organizations need the flexibility, to the extent possible, to structure
their enterprise-wide programs in a way that works with each business and complies
with all applicable laws and regulations.

» The commenter argued that is particularly the case with respect to compliance
programs because if the proposed rules are overly prescriptive, organizations such as
DTCC may be subject to conflicting requirements and may be forced to fragment certain
enterprise-wide programs to comply with such conflicting requirements, which could
substantially increase costs and compliance risks within such organizations.

3 See Exchange Act Release No. 34-64017 (Mar. 3, 2011), 76 FR 14472 (Mar. 16, 2011)
(“2011 Proposing Release”), available at http://www.sec.gov/rules/proposed/2011/34-
64017fr.pdf. See also Exchange Act Release No. 34-71699 (March 12, 2014), 78 FR
16866, (Mar. 26, 2014), available at http://www.sec.gov/rules/proposed/2014/34-

71699.pdf.

4 See, e.g., ICE Letter at 1-2 (stating that “[p]Jost-trade processing service providers would
be unable to distribute end-of-day settlement prices, as required by the Proposal, and the
record keeping requirements of the Proposal would prove so burdensome to such
providers that the efficiency and alacrity that they provide to the CDS industry would be
adversely affected.”).
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» Further, if the proposed rules are overly prescriptive, they may prevent clearing
agencies from being able to adapt quickly to changes in markets and global standards
and that retaining that flexibility is extremely important.”

» The commenter noted that many of the proposed rules require a clearing agency
to establish, implement, maintain and enforce written policies and procedures and stated
its belief that the precise form of these written policies and procedures should be a
matter for the clearing agency to determine (so long as they are compliant) and may
include service guides, operational arrangements, compliance procedures, link and
cross-guaranty agreements and materials relating to internal operations and controls.®

Another commenter requested that if the rules are adopted as proposed then the rules
should not become effective until at least two years after their approval and that at a
minimum compliance with any "two largest participants" standard that the SEC might
adopt in proposed Rule 17Ad-22(b)(3) should be subject to a two year delayed
implementation schedule.”

The commenter stated that if the rules are adopted as proposed it will require extensive
new policies and procedures, drafting, proposing and obtaining approval of necessary
rules and rule changes, executing plans to raise additional financial resources conducting
extensive internal training, hiring of additional compliance personnel and many other
tasks while also taking many other steps to comply with other aspects of the Dodd-Frank
Act.®

The commenter also noted that phase in periods would be appropriate because the rules
would require that clearing agencies :
» review their existing policies and procedures for compliance with the proposed
rules;
» develop and draft new policies and procedures to implement new requirements of
the proposed rules;
» prepare and obtain Commission approval for rule changes under Section 19(b) of
the Exchange Act; and
» in all likelihood, hire and train additional personnel.

A number of the proposed rules impose new operational requirements on clearing
agencies that may require very significant changes in their operational arrangements.’

See letter from Larry E. Thompson, General Counsel, The Depository Trust & Clearing
Corporation, dated April 29, 2011 (“The DTCC (April) Letter”)at 6-7.
See The DTCC (April) Letter at 7.

See letter from William H. Navin, Executive Vice President, General Counsel, and
Secretary, The Options Clearing Corporation, dated April 29, 2011 (“The OCC Letter”)at
17.

ee The OCC Letter at 17.

See The DTCC (April) Letter at 6.
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¢ One commenter strongly encouraged the SEC to avoid final action on its proposed rules
before it has greater clarity on what clearinghouse regulations are ultimately adopted by
European and U.K. regulators and what approaches to regulation are embraced by CPSS-
IOSCO. This would allow the SEC to adopt rules that would not unknowingly force
market activity into other jurisdictions by virtue of associated regulatory costs."

Rule 17Ad-22

¢ One commenter supported the rule with certain clarifications and stated that proposed
Rule 17Ad-22(b)(4) is overly prescriptive in two respects.'!

» First, the commenter expressed that the rule should not require the validation to be
performed on an annual basis. Instead, the frequency should be left to the
discretion of the clearing agency because it is in the best position to determine the
appropriate timing."?

The commenter supported its contention that the proposed rule is overly
prescriptive by stating that the requirement for an annual validation is
unnecessary and may be overly burdensome in the absence of a material
change in the model or a material change in the market environment that may
affect the model."

» Second, the commenter argued that the clearing agency performing central
counterparty services is in the best position to determine how to achieve the goal
of performing a candid assessment that is free from outside influences and
therefore the rule should not prescribe a particular method of achieving that
outcome.

The commenter pointed out that with respect to achieving independence in a
model validation review the Board of Governors of the Federal Reserve
System and the Office of the Comptroller of the Currency stated in the recent
Supervisory Guidance on Model Risk Management that independence "may be
supported by separation of reporting lines" but that it "should be judged by
actions and outcomes, since there may be additional ways to ensure objectivity
and prevent bias.""

The commenter recommends that the SEC replace the aspect of the currently
proposed rule text that addresses independence with the language already in the
corresponding discussion section of the release, which states that "the person
validating the clearing agency's model should be sufficiently free from outside

11

12

13

14

15

ee The OCC Letter at 3.

See The DTCC (April) Letter at 13.

See The DTCC (April) at Letter 13.

See The DTCC (April) Letter at 13.

See The DTCC (April) Letter at 13.

|92]

ee The DTCC (April) Letter at 14.
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>

influences so that he or she can be completely candid in their assessment of the
model.”"®

In sum, the commenter recommended that the 17Ad-22(b)(4) rule text be recast as

follows: "(b) A clearing agency that performs central counterparty services shall

establish, implement, maintain and enforce written policies and procedures
reasonably designed to: (4) Provide for periodic model validation consisting of
evaluating the performance of the clearing agency's margin models and the related
parameters and assumptions associated with such models by a qualified person
who is sufficiently free from outside influences to perform a candid evaluation of
such models."

* The commenter did not believe that any additional changes are necessary to
rule 17Ad-22(b)(4) and stated its belief that this approach is more consistent
with Recommendation 4 from the CPSS-IOSCO Recommendations for Central
Counterparties and with Principles for Financial Market Infrastructures
Principle 6 because it does not prescribe a model validation frequency or a
specific way to ensure the integrity of the validation process.”

® One commenter expressed that proposed Rules 17Ad-22(b)(5)—(7) providing for
mandatory access to CCPs in certain circumstances goes “beyond anything in current or
proposed global standards. . . . [and is, therefore,] unnecessary and counterproductive to

the goal of fair and open access within a framework of safe and sound operation.

»18

¢ One commenter responded to the challenges of bringing independence to the model
review process by explaining that if it undertook to detach model review entirely from
model development it would be necessary to have two quantitative teams which presents
the following issues:

>

>
>
>

Cost of staff;

Staffing problems since talented young people with the requisite quantitative
skills tend to see review as non-creative;

Adversarial relations (a team dedicated solely to review may be seen to contribute
only if it finds fault; and

Tensions that require senior management to resolve highly technical disputes
between the development and review teams."

See The DTCC (April) Letter at 14.

See The DTCC (April) Letter at 15.

See The DTCC (April) Letter at 5; see also The DTCC (April) Letter at 4 (stating that “[t]he

application of global standards to clearing agencies will also prevent clearing agencies
and their participants from incurring unnecessary expense associated with complying
with different, and potentially conflicting regulatory standards.”).

See The OCC Letter at 11.
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* Regarding proposed Rule 17Ad-22(d)(8), one commenter urged the SEC not to adopt
hard and fast standards that will be costly to implement and maintain and that yield little
or no apparent corresponding regulatory benefits.?

* One commenter expressed concern that proposed Rule 17Ad-22(d)(12) could be
interpreted to provide intraday or real-time finality beyond what clearing agencies
currently provide and beyond what they can provide without devoting resources to make
significant changes in systems and processes.”'

» Therefore, the commenter suggested that the Commission should make clear in
the final rule that the rule is not intended to impose an obligation on clearing
agencies to provide intraday or real-time finality beyond what they currently
provide or any obligation to build such additional capability unless and until there
is industry and regulatory consensus on whether and what additional capability to
build and how to allocate the cost.”

The comments received on the 2011 Proposing Release are posted on the Commission’s
public website, and are available at http://www.sec.gov/comments/s7-08-11/s70811.shtml.

9. Payment or Gift

Not applicable.

10. Confidentiality
i. Standards for Registered Clearing Agencies
a. Measurement and Management of Credit Exposures

The collection of information relating to the measurement and management of credit
exposures under Rule 17Ad-22(b)(1) would not require disclosure of information to the
Commission staff.

b. Margin Requirements

The collection of information relating to margin requirements under Rule 17Ad-22(b)(2)
would not require disclosure of information to the Commission staff.

C. Financial Resources

The collection of information relating to financial resources under Rule 17Ad-22(b)(3)
would not require disclosure of information to the Commission staff.

2 See letter from Craig S. Donohue, CME Group, dated April 29, 2011 (“CME Letter”) at

s
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d. Model Validation

The collection of information relating to conducting an annual model validation under
Rule 17Ad-22(b)(4) would not require disclosure of information to the Commission staff.

e. Non-Dealer Access

The collection of information relating to non-dealer access under Rule 17Ad-22(b)(5)
would not require disclosure of information to the Commission staff.

f. Net Capital Requirements

The collection of information relating to the procedures for net capital requirements
under Rule 17Ad-22(b)(7) would not require disclosure of information to the Commission staff.

g. Record of Financial Resources

The collection of information relating to the calculation and maintenance by a clearing
agency that provides CCP services of a quarterly report describing the financial resources
necessary to meet the requirements of Rule 17Ad-22(b)(3) would not require disclosure of
information to the Commission staff.

h. Annual Audited Financial Statements
The collection of information relating to the annual audited financial statements
published to the clearing agency's website under Rule 17Ad-22(c)(2) would be subject to public

availability.

i. Transparent and Enforceable Rules and Procedures

The collection of information relating to a clearing agency’s well-founded, transparent
and enforceable legal framework under Rule 17Ad-22(d)(1) would not require disclosure of
information to the Commission staff.

j- Participation Requirements

The collection of information relating to the procedures for monitoring and publicly
disseminating the participation requirements under Rule 17Ad-22(d)(2) would be subject to
public availability.

k. Custody of Assets and Investment Risk

The collection of information relating minimizing custody and investment risk under
Rule 17Ad-22(d)(3) would not require disclosure of information to the Commission staff.

L. Identification and Mitigation of Operational Risk
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The collection of information relating to identifying and minimizing operational risk
under Rule 17Ad-22(d)(4) would not require disclosure of information to the Commission staff.

m. Money Settlement Risks

The collection of information relating to the procedures for money settlement
arrangements under Rule 17Ad-22(d)(5) would not require disclosure of information to the
Commission staff.

n. Cost-Effectiveness

The collection of information relating to being cost-effectiveness under Rule 17Ad-22(d)
(6) would not require disclosure of information to the Commission staff.

0. Links

The collection of information relating to evaluating potential sources of risk in links
arrangements under Rule 17Ad-22(d)(7) would not require disclosure of information to the
Commission staff.

p. Governance

The collection of information relating to a clearing agency’s governance arrangements
under Rule 17Ad-22(d)(8) would not require disclosure of information to the Commission staff.

q. Information on Services
The collection of information relating to the provision of sufficient information to market

participants under Rule 17Ad-22(d)(9) would not require disclosure of information to the
Commission staff.
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I. Immobilization and Dematerialization of Stock Certificates

The collection of information relating to the procedures for immobilizing and
dematerializing stock certificates under Rule 17Ad-22(d)(10) would not require disclosure of
information to the Commission staff.

S. Default Procedures

The collection of information relating to the establishment and maintenance of default
procedures under Rule 17Ad-22(d)(11) would be subject to public availability.

t. Risk Controls to Address Participants’ Failure to Settle

The collection of information relating to risk controls to address participants’ failure to
settle under Rule 17Ad-22(d)(14) would not require disclosure of information to the Commission
staff.

u. Identification and Management of Physical Delivery Risks

The collection of information relating to the statement and management of physical
delivery risk under Rule 17Ad-22(d)(15) would not require disclosure of information to the
Commission staff.

ii. Standards for Covered Clearing Agencies

a. Legal Risk

The collection of information relating to the well-founded, transparent and enforceable
legal framework under Rule 17Ad-22(e)(1) would not require disclosure of information to the
Commission staff.

b. Governance

The collection of information relating to a clearing agency’s governance arrangements
under Rule 17Ad-22(e)(2) would not require disclosure of information to the Commission staff.

C. Comprehensive Risk Management Framework

The collection of information relating to the risk management framework under Rule
17Ad-22(e)(3) would not require disclosure of information to the Commission staff.

d. Credit Risk

The collection of information relating to credit risk management under Rule 17Ad-22(e)
(4) would not require disclosure of information to the Commission staff.

e. Collateral
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The collection of information relating to collateral requirements under Rule 17Ad-22(e)
(5) would not require disclosure of information to the Commission staff.

f. Margin

The collection of information relating to margin requirements under Rule 17Ad-22(e)(6)
would not require disclosure of information to the Commission staff.

g.  Liquidity Risk

The collection of information relating to liquidity requirements under Rule 17Ad-22(e)(7)
would not require disclosure of information to the Commission staff.

h. Settlement Finality

The collection of information relating to liquidity requirements under Rule 17Ad-22(e)(8)
would not require disclosure of information to the Commission staff.

i Money Settlement

The collection of information relating to money settlement arrangements under Rule
17Ad-22(e)(9) would not require disclosure of information to the Commission staff.

j- Physical Delivery Risks

The collection of information relating to physical delivery risks under Rule 17Ad-22(e)
(10) would not require disclosure of information to the Commission staff.

k. Central Securities Depositories

The collection of information relating to central securities depositories under Rule 17Ad-
22(e)(11) would not require disclosure of information to the Commission staff.

L. Exchange-of-Value Settlement Systems

The collection of information relating to exchange-of-value settlement systems under
Rule 17Ad-22(e)(12) would not require disclosure of information to the Commission staff.

m. Participant Default Rules and Procedures

The collection of information relating to participant default rules and procedures under
Rule 17Ad-22(e)(13) would not require disclosure of information to the Commission staff.
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n. Segregation and Portability

The collection of information relating to segregation and portability of positions of a
participant’s customers under Rule 17Ad-22(e)(14) would not require disclosure of information
to the Commission staff.

0. General Business Risk

The collection of information relating to management of general business risk under Rule
17Ad-22(e)(15) would not require disclosure of information to the Commission staff.

p- Custody and Investment Risks

The collection of information relating to safeguarding covered clearing agency and
participants’ assets and to minimize the risk of loss and delay in access to those assets under
Rule 17Ad-22(e)(16) would not require disclosure of information to Commission staff.

qg. Operational Risk Management

The collection of information relating to operational risk management under Rule 17Ad-
22(e)(17) would not require disclosure of information to Commission staff.

I. Access and Participation Requirements

The collection of information relating to access and participation requirements under
Rule 17Ad-22(e)(18) would be subject to public availability.

S. Tiered Participation Agreements

The collection of information relating to tiered participation agreements under Rule
17Ad-22(e)(19) would not require disclosure of information to Commission staff.

t. Links

The collection of information relating to the management of risks related to links with
one or more clearing agencies, FMUs, or trading markets under Rule 17Ad-22(e)(20) would not
require disclosure of information to Commission staff.

u. Efficiency and Effectiveness
The collection of information relating to efficiency and effectiveness in meeting
participant and market requirements under Rule 17Ad-22(e)(21) would not require disclosure of
information to Commission staff.
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V. Communication Procedures and Standards
The collection of information relating to the use of relevant internationally accepted
communication procedures and standards under Rule 17Ad-22(e)(22) would not require

disclosure of information to Commission staff.

w. Disclosure of Rules, Key Procedures, and Market Data

The collection of information relating to the public disclosure of all relevant rules and
material procedures, basic data on transaction volumes and values, and providing comprehensive
public disclosure of information related to governance arrangements, and legal, financial and
operational risk management under Rule 17Ad-22(e)(23) would be subject to public availability.

11. Sensitive Questions

The collections of information do not expressly include Personally Identifiable
Information (“PII”). At the same time, however, Commission staff understands that there may
be instances when certain information (including, but not limited to, a person’s name, email,
phone number, or address) could be provided by a respondent in response to one of the
collections of information. However, Commission staff does not envision any circumstance in
which a social security number would be provided pursuant to any of the collections of
information.

Furthermore, any such information would not be collected, stored, or used by the
Commission, nor would it be retrievable on a Commission system or database. As such, we
believe that the treatment of any PII with the collection of information associated with the
proposed rules, once it is ultimately adopted, is not likely to implicate the Federal Information
Security Management Act of 2002 or the Privacy Act of 1974.

12. Burden of Information Collection

i. Burden of Information Collection for Registered Clearing Agencies

For the burden of information collection for registered clearing agencies that are not
covered clearing agencies, Rules 17Ad-22(b)(1)—(3) and Rules 17Ad-22(d)(1)—(15) are discussed
together because these rules represent usual and customary practices that were already being
implemented by registered clearing agencies. Because Rules 17Ad-22(b)(4), (b)(5)—(7) and (c),
respectively established new minimum practices for registered clearing agencies with regard to
model validation, membership practices and certain financial information, the 2012 Adopting
Release discussed these rules separately.

a. Number of Respondents

Standards in Rules 17Ad-22(b)(1)-(3) and (d)(1)-(15) that Impose a PRA Burden

The Commission believes that the standards in Rule 17Ad-22(b)(1)-(3) and (d)(1)-(15)
impose a PRA burden. Generally, registered clearing agencies already have written policies and
procedures that meet the standards set forth in Rules 17Ad-22(b)(1)—(3) and (d)(1)—(15) as part
of their usual and customary business practice. Accordingly, the Commission believes that the
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registered clearing agencies would not need to build new infrastructure or modify operations to
continue to meet Rule 17Ad-22(b)(1)—(3) and (d)(1)—-(15). For these provisions, the Commission
estimates that there would be nine respondent clearing agencies for Rules 17Ad-22(b)(1)-(3) and
four respondent clearing agencies for Rules (d)(1)-(15).

Standards in Rule 17Ad-22(b)(4) that Impose a PRA Burden

The requirement to develop written policies and procedures in Rule 17Ad-22(b)(4)
imposes a PRA burden. The requirement in Rule 17Ad-22(b)(4) will apply to all CCPs. As
discussed above, the Commission estimates that nine CCPs will be subject to the burdens under
Rule 17Ad-22(b)(4).

Standards in Rules 17Ad-22(b)(5)-(7) that Impose a PRA Burden

The requirements to develop written policies and procedures in Rules 17Ad-22(b)(5)—(7)
impose a PRA burden. These PRA burdens will apply to all CCPs. The Commission estimates
that nine CCPs will be subject to the burdens under Rules 17Ad-22(b)(5)—(7). The Commission
believes that CCPs are more likely to be able to address the changes required by Rules 17Ad-
22(b)(5)—(7) in an integrated, not piecemeal, review and drafting process to implement policies
and procedures responsive to these rules. Therefore, the revised PRA burden estimates no longer
account for each requirement as a separate burden.

Standards in Rule 17Ad-22(c) that Impose a PRA Burden

The standards in Rule 17Ad-22(c) impose a PRA burden. The requirements of Rule
17Ad-22(c) will apply to all registered clearing agencies (ten respondent clearing agencies).

Standards in Rule 17Ad-22(c)(1) that Impose a PRA Burden

The standards in Rule 17Ad-22(c)(1) impose a PRA burden. The requirements of Rule
17Ad-22(c)(1) will apply to CCPs (nine respondent CCPs).

Standards in Rule 17Ad-22(c)(2) that Impose a PRA Burden

The standards in Rule 17Ad-22(c)(2) impose a PRA burden. The requirements of Rule
17Ad-22(c)(2) will apply to all registered clearing agencies (ten respondent clearing agencies).

b. Source of Estimates, Annual Hour Burden, and Explanation of Estimates

Standards in Rules 17Ad-22(b)(1)—(3) and (d)(1)—(15) that Impose a PRA Burden

The requirements to develop written policies and procedures in Rules 17Ad-22(b)(1)—(3)
and Rules 17Ad-22(d)(1)—(15) impose a recordkeeping PRA burden. The requirements in Rules
17Ad-22(b)(1)—(3) will apply to CCPs that are registered clearing agencies and Rules 17Ad-
22(d)(1)—(15) will apply to CCPs that are registered clearing agencies but that are not covered
clearing agencies. The Commission estimates that a total of nine CCPs* will be subject to the

5 The Commission believes that there is a potential for new security-based swap clearing
agencies to form but does not expect there to be a large number based on the significant
level of capital and other financial resources needed for the formation of a clearing
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burdens under Rules 17Ad-22(b)(1)—(3). Currently, there are seven clearing agencies registered
to provide CCP services and two more entities could register as clearing agencies to provide
CCP services. The requirements in Rules 17Ad-22(d)(1)-(15) (with the exception of Rules
17Ad-22(d)(10) and (13)-(15), which are applicable only to CSDs), on the other hand, apply to
all registered clearing agencies that are not covered clearing agencies, of which there could
potentially be a total of four entities.

At the time Rules 17Ad-22(b)(1)—(3) and (d)(1)—(15) were adopted, registered clearing
agencies already had written policies and procedures meeting the standards set forth in those
rules as part of their usual and customary business practice. Accordingly, the Commission
believes that the registered clearing agencies would not need to build new infrastructure or
modify operations to meet the requirements of Rule 17Ad-22(b)(1)—(3) and (d)(1)—(15). The
Commission believed that these registered clearing agencies would incur incremental burdens
associated with reviewing existing policies and procedures for compliance and updating existing
policies and procedures where appropriate. The Commission estimates that the requirements of
Rules 17Ad-22(b)(1)—(3) would impose an aggregate one-time burden of 261 hours* and (d)(1)-
(15) would impose an aggregate one-time burden of approximately 584 hours for all registered
clearing agencies.” The standards contained in Rules 17Ad-22(b)(1)-(3) and (d)(1)-(15) would
also impose ongoing burdens. For example, Rules 17Ad-22(b)(1)—(3) and (d)(1)—(15) would
certain ongoing monitoring and enforcement activities with respect to the written policies and
procedures the registered clearing agency creates in response to the standard. Accordingly, after
the first year, the Commission believes that those ongoing activities would impose an aggregate
annual burden of approximately 90 hours for Rules 17Ad-22(b)(1)-(3)* for all respondent
clearing agencies and 200 hours for Rules 17Ad-22(d)(1)-(15) for all respondent clearing
agencies that are not covered clearing agencies.”” In order to estimate the one-time burden and
annual burden for ongoing activities, the Commission looked to the burdens imposed by similar
policies and procedures requirements in Regulation NMS as a guide and adapted those figures
for the purposes of this release.*®

agency.

4 This figure was calculated as follows: ((Assistant General Counsel at 10 hours) +
(Compliance Attorney at 14 hours) + (Computer Operations Manager at 2.5 hours) +
(Senior Business Analyst at 2.5 hours)) = 29 hours x 9 respondent clearing agencies =
261 hours.

% This figure was calculated as follows: ((Assistant General Counsel at 50 hours) +
(Compliance Attorney at 71 hours) + (Computer Operations Manager at 12.5 hours) +
(Senior Business Analyst at 12.5 hours)) = 146 hours x 4 respondent clearing agencies =
584 hours.

* This figure was calculated as follows: Compliance Attorney at 10 hours x 9 respondent
clearing agencies = 90 hours.

7 This figure was calculated as follows: Compliance Attorney at 50 hours x 4 respondent
clearing agencies = 200 hours.

28 See Exchange Act Release Nos. 51808 (June 9, 2005), 70 FR 37496 (June 29, 2005)
(discussing, in Section VIII.A.4, the time needed from legal, compliance, information
technology and business operations personnel to create policies and procedures for
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In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rules 17Ad-22(b)(1)—(3) would be 441 hours, or 147
hours per year when annualized over three years.” The Commission estimates that, over a
three-year period, the total recordkeeping burden to comply with Rules 17Ad-22(d)(1)-(15)
would be 984 hours, or 328 hours per year when annualized over three years.*® The reporting
burden per respondent for Rules 17Ad-22(b)(1)-(3) would be approximately 49 hours, or
approximately 16.33 hours per year when annualized over three years.*’ The reporting
burden per respondent for Rules 17Ad-22(d)(1)-(15) would be approximately 246 hours, or
approximately 82 hours per year when annualized over three years.*

Standards in Rule 17Ad-22(b)(4) that Impose a PRA Burden

The requirement to develop written policies and procedures in Rule 17Ad-22(b)(4)
imposes a recordkeeping PRA burden. The requirement in Rule 17Ad-22(b)(4) will apply to all
registered clearing agencies that provide CCP services. The Commission estimates that nine
CCPs will be subject to the burdens under Rule 17Ad-22(b)(4).

The Commission estimates that Rule 17Ad-22(b)(4) would impose a one-time burden on
each respondent CCP of 210 hours in connection with the requirement to develop new policies
and procedures, corresponding to an aggregate one-time burden on all respondent CCPs of 1,890
hours.*

Rule 17Ad-22(b)(4) would require one-time systems adjustments related to the capability
to perform an annual model validation. These adjustments would amount to a one-time systems
adjustment burden per respondent of 100 hours, or an aggregate one-time burden of
approximately 900 hours.*

preventing and monitoring trade-throughs).

» 9 respondents * (29 hours (Year 1 burden) + 10 hours (Year 2 burden) + 10 hours (Year
3 burden)) = 441 hours (estimate total burden over 3 years) + 3 years = 147 hours.

30 4 respondents * (146 hours (Year 1 burden) + 50 hours (Year 2 burden) + 50 hours (Year
3 burden)) = 984 hours (estimated total burden over 3 years) + 3 years = 328 hours.

3 441 hours (total burden over three years) + 9 respondents = 49 hours (estimated total
burden over 3 years) + 3 years = 16.33 hours.

32 984hours (total burden over three years) + 4 respondents = 246 hours (estimated total
burden over 3 years) + 3 years = 82 hours.

3 This figure was calculated as follows: ((Assistant General Counsel at 87 hours) +
(Compliance Attorney at 77 hours) + (Computer Operations Manager at 23 hours) +
(Senior Business Analyst at 23 hours)) = 210 hours x 9 respondent CCPs = 1890 hours.

34 This figure was calculated as follows: ((Chief Compliance Officer for 40 hours) +
(Computer Department Operations Manager for 40 hours) + (Senior Programmer for 20
hours)) = 100 hours x 9 respondent CCPs = 900 hours.
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Taking into account the afore-mentioned policies and procedures one-time burden, the
total one-time burden per CCP respondent for this rule is 310 hours.®

Registered clearing agencies providing CCP services would also be required to collect
information relating to their model validation standards required by Rule 17Ad-22(b)(4) on an
ongoing basis. The Commission expects that the exact burden of administering the procedures
for model validation standards would vary depending on how frequently each of the registered
clearing agencies that offer CCP services may need to update its procedures. Based on the
analogous policies and procedures requirements and the corresponding burden estimates in
Regulation NMS, the Commission estimates that the ongoing requirements of this rule after the
first year would impose an annual burden of 60 hours on each respondent CCP, corresponding to
an aggregate annual burden for all respondent CCPs of 540 hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(b)(4) would be 3,870 hours, or 1,290
hours per year when annualized over three years.*” The reporting burden per respondent
would be approximately 430 hours, or approximately 143.33 hours per year when annualized
over three years.*

Standards in Rules 17Ad-22(b)(5)—(7) that Impose a PRA Burden

The requirements to develop written policies and procedures in Rules 17Ad-22(b)(5)—(7)
impose a recordkeeping PRA burden. These PRA burdens will apply to all registered clearing
agencies that provide CCP services. The Commission estimates that nine CCPs will be subject
to the burdens under Rules 17Ad-22(b)(5)—(7). The Commission believes that CCPs are more
likely to be able to address the changes required by Rules 17Ad-22(b)(5)—(7) in an integrated,
not piecemeal, review and drafting process to implement policies and procedures responsive to
these rules. Therefore, the revised PRA burden estimates no longer account for each requirement
as a separate burden.

Based on the analogous policies and procedures requirements and the corresponding
burden estimates in Regulation NMS, the Commission has preserved the burden estimates from

. 1,890 hours (one time burden to adopt new policies and procedures) + 900 hours (one
time burden for systems adjustments related to the capability to perform an annual model
variation) = 2,790 hours + 9 respondent CCPs = 310 hours per respondent CCP.

3 This figure was calculated as follows: Compliance Attorney at 60 hours x 9 respondent
CCPs = 540 hours for all respondent CCPs.

7 9 respondents * (210 hours + 100 hours (Year 1 burden) + 60 hours (Year 2 burden) + 60
hours (Year 3 burden)) = 3,870 hours (estimated total burden over 3 years) + 3 years =
1,290 hours.

3 3,870 hours (total burden over three years) + 9 respondents = 430 hours (estimated total

burden over 3 years) + 3 years = 143.33 hours.
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the Proposing Release. The Commission estimates that Rules 17Ad-22(b)(5)—(7) would impose
a one-time burden on each respondent CCP of 210 hours, corresponding to an aggregate one-
time burden on all respondent CCPs of 1,890.%

Registered clearing agencies that provide CCP services that are not covered clearing
agencies would be required to collect information relating to standards of Rules 17Ad-22(b)(5)—
(7) on an ongoing basis. Based on the analogous policies and procedures requirements and the
corresponding burden estimates in Regulation NMS, the Commission estimates that the ongoing
requirements of this rule after the first year would impose an annual burden of 60 hours on each
respondent CCP, corresponding to an aggregate annual burden for all respondent CCPs of 540
hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rules 17Ad-22(b)(5)—(7) would be 2,970 hours, or 990
hours per year when annualized over three years.*’ The reporting burden per respondent
would be approximately 330 hours, or approximately 110 hours per year when annualized
over three years.”

Standards in Rule 17Ad-22(c) that Impose a PRA Burden

The standards in Rule 17Ad-22(c) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(c) will apply to all registered clearing agencies. The information
collection requirement for Rule 17Ad-22(c) was not discussed separately from Rules 17Ad-22(c)
(1)—(2) in the 2011 Proposing Release and does not represent a new information collection
requirement in the Adopting Release. The burden for Rule 17Ad-22(c) was separately accounted
for in the 2012 Adopting Release to reflect the different information collection requirements for
varying numbers of respondents. The Commission estimates that ten CCPs will be subject to
the burdens under Rule 17Ad-22(c).

Based on the analogous policies and procedures requirements and the corresponding
burden estimates in Regulation NMS, the Commission has preserved the burden estimates from
the 2011 Proposing Release. In contrast to the Proposing Release’s burden estimates for
proposed Rule 17Ad-22(c)(2), which accounted for 17 clearing agencies, the burden estimate in
the 2012 Adopting Release for Rule 17Ad-22(c) reflected a smaller number of clearing agencies.

3 This figure was calculated as follows: ((Assistant General Counsel at 87 hours) +
(Compliance Attorney at 77 hours) + (Computer Operations Manager at 23 hours) +
(Senior Business Analyst at 23 hours)) = 210 hours x 9 respondent CCPs = 1,890 hours.

“© This figure was calculated as follows: Compliance Attorney at 60 hours x 9 respondent
CCPs = 540 hours for all respondent CCPs.

4 9 respondents * (210 hours (Year 1 burden) + 60 hours (Year 2 burden) + 60 hours (Year
3 burden)) = 2,970 hours (estimated total burden over 3 years) + 3 years = 990 hours.

4 2,970 hours (total burden over three years) + 9 respondents = 330 hours (estimated total
burden over 3 years) + 3 years = 110 hours.

33



The Commission estimates that Rule 17Ad-22(c) would impose a one-time burden on each
respondent registered clearing agency of 191 hours, corresponding to an aggregate one-time
burden on all respondent registered clearing agencies of 1,910 hours.*

The Commission believes the one-time burden imposed would involve adjustments
needed to synthesize and format existing information in a manner sufficient to explain the
methodology the clearing agency uses to meet the requirement of Rule 17Ad-22(c). The
Commission believes these adjustments would impose a one-time burden of 100 hours on each
clearing agency, corresponding to an aggregate one-time burden imposed on all clearing
agencies of 1,000 hours.*

Clearing agencies would be required to collect information relating to standards of Rule
17Ad-22(c) on an ongoing basis. Based on the analogous policies and procedures requirements
and the corresponding burden estimates in Regulation NMS, the Commission estimates that the
ongoing requirements of this rule would impose an aggregate annual burden of 60 hours on each
respondent clearing agency, corresponding to an aggregate annual burden for all respondent
clearing agencies of 600 hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(c) would be 4,110 hours, or 1,370 hours
per year when annualized over three years.*® The reporting burden per respondent would be
approximately 411 hours, or approximately 137 hours per year when annualized over three
years."

Standards in Rule 17Ad-22(c)(1) that Impose a PRA Burden

The standards in Rule 17Ad-22(c)(1) impose a recordkeeping PRA burden. As noted
above, Rule 17Ad-22(c)(1) will apply to nine CCPs.

s This figure was calculated as follows: ((Assistant General Counsel at 60 hours) +
(Compliance Attorney at 85 hours) + (Computer Operations Manager at 23 hours) +
(Senior Business Analyst at 23 hours)) = 191 hours x 10 respondent clearing agencies =
1,190 hours.

“ This figure was calculated as follows: ((Chief Compliance Officer at 40 hours) +
(Computer Operations Department Manager at 40 hours) + (Senior Programmer at 20
hours)) = 100 hours x 10 respondent clearing agencies = 1,000 hours.

® This figure was calculated as follows: Compliance Attorney at 60 hours x 10 respondent
clearing agencies = 600 hours for all respondent clearing agencies.

46 10 respondents * (191 hours + 100 hours (Year 1 burden) + 60 hours (Year 2 burden) +
60 hours (Year 3 burden)) = 4,110 hours (estimated total burden over 3 years) + 3 years =
1,370 hours.

v 4,110 hours (total burden over three years) +~ 10 respondents = 411 hours (estimated total

burden over 3 years) + 3 years = 137 hours.
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On an ongoing basis, the Commission estimates that for a CCP to generate the required
reports concerning its financial resources would impose a burden of three hours per respondent
CCP per quarter. This amounts to an annual burden of 12 hours for each CCP and corresponds
to an aggregate annual burden of 108 hours for all respondent CCPs.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(c)(1) would be 216 hours, or 72 hours
per year when annualized over three years.” The reporting burden per respondent would be
approximately 24 hours, or approximately 8 hours per year when annualized over three
years.>

Standards in Rule 17Ad-22(c)(2) that Impose a PRA Burden

The standards in Rule 17Ad-22(c)(2) impose a third-party disclosure PRA burden. The
requirements of Rule 17Ad-22(c)(2) will apply to all registered clearing agencies, a total of ten
respondents.

The Commission expects that the exact burden of collecting information relating to the
procedures for facilitating an annual audited financial statement of the clearing agency and
posting that annual audited financial statement to the clearing agency’s website would vary
depending on how frequently each clearing agency may need to update its procedures. Also, the
Commission estimates based on its experience with entities of similar size to the respondents to
this collection, that the initial burden of generating annual audited financial statements would
generally require on average 500 hours per respondent registered clearing agency.> However,
as most registered clearing agencies are already implementing this requirement as part of their
usual and customary practices, the rule, as an initial burden, would largely affect a total of four
entities — three potential new entrants and one clearing agency that currently do not have two
years of annual audited financial statements prepared in accordance with U.S. GAAP or IFRS
posted on its website and therefore, would be required to incur the costs of paying for an
independent audit for two years of financial statements.>> The Commission estimates that Rule

8 This figure was calculated as follows: ((Compliance Attorney at 1 hour) + (Computer
Operations Department Manager at 2 hours)) = 3 hours per quarter x 4 quarters per year =
12 hours per year x 9 respondent clearing CCPs = 108 hours.

9 9 respondents * (0 hours (Year 1 burden) + 12 hours (Year 2 burden) + 12 hours (Year 3
burden) = 216 hours (estimated total burden over 3 years) + 3 years = 72 hours.

50 216 hours (total burden over three years) + 9 respondents = 24 hours (estimated total
burden over 3 years) + 3 years = 8 hours.

51 An example of the Commission’s experience with entities of a similar size to the
respondents is that the Commission required entities to post their annual financial
statements on their respective websites as conditions to the Commission’s authorizing
them to provide CCP services for credit default swaps.

52 The Boston Stock Exchange Clearing Corporation (“BSECC”) and Stock Clearing
Corporation of Philadelphia (“SCCP”) currently do not post audited financial statements
on their websites and are considered new entrants.
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17Ad-22(c)(2) would impose a one-time burden on each of these four clearing agencies of 500
hours to prepare and review internal financial statements, corresponding to an aggregate one-
time burden on the four respondent clearing agencies of 2,000 hours.”® This requirement would
necessitate work hours of compliance personnel and finance personnel at the clearing agency to
compile relevant data, organize and analyze that data, and then post it to the clearing agency’s
website consistent with the rule.

Clearing agencies also would be required to collect information relating to any
procedures used to support compliance with Rule 17Ad-22(c)(2) on an ongoing basis. Based on
the analogous policies and procedures requirements and the corresponding burden estimates in
Regulation NMS, the Commission estimates that the ongoing requirements of this rule would
impose an annual burden in subsequent years of 250 hours on each respondent registered
clearing agency for collecting information relating to administering policies and procedures for
facilitating an annual audited financial statement of the clearing agency and posting that annual
audited financial statement to the clearing agency’s website for an aggregate burden of 2,500
hours.*

In summary, the Commission estimates that, over a three-year period, the total third-
party reporting burden to comply with Rule 17Ad-22(c)(2) would be 10,000 hours, or 3,333.33
hours per year when annualized over three years.” The reporting burden per respondent
would be approximately 1,000 hours, or approximately 333.33 hours per year when
annualized over three years.*

The table below summarizes the Commission’s estimates of the total hourly reporting
burden for all respondents under Rules 17Ad-22(b), (c) and (d).

Nature of (.)f Number of Annualized Hourly Annualized
Information Type of . Hourly Burden
. . Respondents Burden Estimate .

Collection Collection Industry-Wide Estimate Per

1ndustry-yvide
Burden Respondent
5 This figure was calculated as follows: Senior Accountant at 500 hours x 4 respondent

clearing agencies = 2,000 hours.

>4 This figure was calculated as follows: Senior Accountant at 250 hours x 10 respondent

clearing agencies = 2,500 hours.

> 10 respondents * (500 hours (Year 1 burden) + 250 hours (Year 2 burden) + 250 hours
(Year 3 burden)) = 10,000 hours (estimated total burden over 3 years) + 3 years =

3,333.33 hours.

5 10,000 hours (total burden over three years) +~ 10 respondents = 1,000 hours (estimated
total burden over 3 years) + 3 years = 333.33 hours.

This figure represents a weighted average for 10 respondent clearing agencies. The
burden will be higher for clearing agencies that have not yet implemented rule 17Ad-
22(c)(2). The burden will be less for clearing agencies that have already implemented the
requirement as part of their usual and customer practices.
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22(b)(1)(3) and Recordkeeping 9 147 16.33
Rules 17Ad- .
22(d)(1)(15) Recordkeeping 4 328 82
a‘;le 17Ad-22(b) | pacordkeeping 9 1,290 143.33
Rules 17Ad-
Recordkeepin, 9 990 110
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Rule 17Ad-22(c) | Recordkeeping 10 1,370 137
El;le 17Ad-22(c) Recordkeeping 9 72 8
Rule 17Ad-22(c) Third-Party 10 3333.33 333.33
2 Reporting T )

TOTAL 7,530.33 829.99
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i. Burden of Information Collection for Registered Covered Clearing Agencies

a. Number of Respondents

The Commission believes that the standards in Rule 17Ad-22(e) impose a PRA burden.
The Commission estimates that the requirements under proposed Rule 17Ad-22(e) would apply
to five covered clearing agencies. As noted above, a covered clearing agency is defined under
proposed Rule 17Ad-22(a)(7) as any designated clearing agency, clearing agency involved in
activities with a more complex risk profile for which the CFTC is not the supervisory agency as
defined in Section 803(8) of the Clearing Supervision Act, or a clearing agency determined by
the Commission to be a covered clearing agency pursuant to proposed Rule 17Ab2-2. A
designated clearing agency is defined under proposed Rule 17Ad-22(a)(8) as a registered
clearing agency that has been designated systemically important by the FSOC. At present, the
FSOC has designated six registered clearing agencies as systemically important.”” The
Commission is the supervisory agency with respect to four of these designated clearing agencies.
The CFTC is the supervisory agency for the remaining two. Accordingly, Rule 17Ad-22(e)
would apply to these four designated clearing agencies for which the Commission is the
supervisory agency.

In addition to the four designated clearing agencies for which the Commission is the
supervisory agency, a fifth clearing agency would also be subject to Rule 17Ad-22(e) as a
covered clearing agency as a result of engaging in activities with a more complex risk profile by
virtue of providing CCP services for security-based swaps.

While the proposed rules would be applicable to the five registered clearing agencies
currently falling under the definition of covered clearing agency, the Commission also estimates
that two additional entities may seek to register with the Commission as clearing agencies, with
one of these entities seeking to provide CCP services for security-based swaps. Upon
registration, these two entities may be deemed covered clearing agencies and would therefore be
subject to the requirements of Rule 17Ad-22(e).

b. Source of Estimates, Annual Hour Burden, and Explanation of Estimates

The Commission believes that the PRA burden imposed by the requirements under Rule
17Ad-22(e) will vary depending on the requirement in question because covered clearing
agencies were subject to existing requirements under Rules 17Ad-22(b), (c) and (d) that, in some
cases, are similar to those set forth in Rule 17Ad-22(e). First, because proposed Rules 17Ad-
22(e)(1), (8) through (10), (12), (14), (16), and (22) contain requirements that are either
substantially similar to those existing under Rules 17Ad-22(b), (c) and (d), the Commission
preliminarily believes that covered clearing agencies may need to make only limited changes to
update their policies and procedures to satisfy these requirements. In the case of these rules, the
Commission believes that the required action on the part of the covered clearing agency may be
limited to reviewing the new rules against existing policies and procedures to confirm that the
covered clearing agency satisfies the requirements of Rule 17Ad-22(e).

57 See U.S. Treasury Dep’t, Financial Stability Oversight Council Makes First Designations
in Effort to Protect Against Future Financial Crises (July 18, 2012),
http://www.treasury.gov/press-center/press-releases/Pages/tg1645.aspx.
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Second, because Rules 17Ad-22(e)(2), (3), (5), (11), (13), (17), (18), (20) and (21)
contain provisions that are similar to those under existing Rules 17Ad-22(b), (c) and (d), but also
impose additional requirements that do not appear in those rules, covered clearing agencies may
need to make changes to update their policies and procedures to satisfy the requirements of Rules
17Ad-22(e) listed above. In these cases, the Commission believes that covered clearing agencies
may need to review and amend their existing rule book, policies and procedures, but may not
need to develop, design, or implement new operations and practices to satisfy the proposed
requirements.

Third, with respect to Rules 17Ad-22(e)(4), (6), (7), (15), (19), an (23), for which there
are no similar requirements under Rules 17Ad-22(b), (c) or (d), the Commission believes that
covered clearing agencies may need to make more extensive changes to their policies and
procedures (or implement entirely new policies and procedures), and may need to take other
steps to satisfy the requirements of these rules. In these cases, the PRA burden would be greater
since a covered clearing agency may need to, for example, develop, design and implement new
operations and practices. With respect to these provisions, the PRA burden may be greater
because the requirements of these rules may not reflect established practices of covered clearing
agencies or reflect the normal course of their activities, and therefore the PRA burden for these
rules would likely entail one-time burdens to create new written policies and procedures, as well
as ongoing burdens such as those associated with periodic data collection and disclosure
requirements.

Standards in Rule 17Ad-22(e)(1) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(1) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(1) will apply to seven respondents.

The requirements of Rule 17Ad-22(e)(1) to develop policies and procedures to provide
for a well-founded, clear, transparent, and enforceable legal basis are substantially the same as
the requirement in Rule 17Ad-22(d)(1).>® As a result, a respondent clearing agency would
already have written rules, policies and procedures substantially similar to the requirements that
would be imposed under the rule. Therefore PRA burden imposed by the Rule 17Ad-22(e)(1)
would be minimal and would likely be limited to the review and updating of current policies and
procedures where appropriate in order to ensure compliance with the rule. Based on similar
policies and procedures requirements and the corresponding burden estimates for Rule 17Ad-
22(d)(1), the Commission preliminarily believes that respondent clearing agencies would incur
an aggregate one-time recordkeeping burden of approximately 56 hours to review and update
existing policies and procedures. **

Rule 17Ad-22(e)(1) would also impose ongoing burdens on a respondent clearing
agency. The proposed rule would require ongoing monitoring and compliance activities with
respect to the written policies and procedures created in response to the proposed rule’s

5 See 17 CFR 240.17Ad-22(d)(1).

% This figure was calculated as follows: ((Assistant General Counsel for 2 hours) +
(Compliance Attorney for 6 hours)) = 8 hours x 7 respondent clearing agencies = 56
hours.
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requirements. Based on the Commissions previous estimates for ongoing monitoring and
compliance burdens with respect to existing requirements under Rule 17Ad-22, the Commission
preliminarily estimates that the ongoing activities required by proposed Rule 17Ad-(e)(1) would
impose an aggregate recordkeeping burden on respondent clearing agencies of 21 hours.®

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(1) would be 98 hours, or 32.67 hours
per year when annualized over three years.®" The reporting burden per respondent would be
approximately 14 hours, or approximately 4.67 hours per year when annualized over three
years.*

Standards in Rule 17Ad-22(e)(2) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(2) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(2) will apply to seven respondents.

Rule 17Ad-22(e)(2) contains some provisions that are similar to Rule 17Ad-22(d)(8), but
also adds additional requirements that do not appear in Rules 17Ad-22(b), (c) or (d). As a result,
a respondent clearing agency is required to have some written rules, policies, and procedures
substantially similar to the requirements that would be imposed under proposed Rule 17Ad-22(e)
(2) and would need to establish and implement a limited number of new policies and procedures.
The PRA burden imposed by the proposed rule would therefore be associated with reviewing
current policies and procedures and updating those policies and procedures or establishing new
policies and procedures, where appropriate, in order to ensure compliance with the proposed
rule. Accordingly, based on the similar policies and procedures requirements and the
corresponding burden estimates previously made by the Commission for Rule 17Ad-22(d)(8),
the Commission preliminarily believes that respondent clearing agencies would incur an
aggregate one-time burden of approximately 154 hours to review and update existing policies
and procedures and to create new policies and procedures, as necessary.*

Rule 17Ad-22(e)(2) would also impose ongoing burdens on a respondent clearing
agency. The proposed requirement would require ongoing monitoring and compliance activities
with respect to the written policies and procedures created in response to the proposed rule.
Based on the Commission’s previous estimates for ongoing monitoring and compliance burdens
with respect to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing

60 This figure was calculated as follows: This figure was calculated as follows:
Compliance Attorney for 3 hours x 7 respondent clearing agencies = 21 hours.

o 7 respondents * (8 hours (Year 1 burden) + 3 hours (Year 2 burden) + 3 hours (Year 3
burden) = 98 hours (estimated total burden over 3 years) + 3 years = 32.67 hours.

62 98 hours (total burden over three years) + 7 respondents = 14 hours (estimated total
burden over 3 years) + 3 years = 4.67 hours.

6 This figure was calculated as follows: ((Assistant General Counsel for 12 hours) +
(Compliance Attorney for 10 hours)) = 22 hours x 7 respondent clearing agencies = 154
hours.
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activities required by proposed Rule 17Ad-22(e)(2) would impose an aggregate annual burden on
respondent clearing agencies of 28 hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(2) would be 210 hours, or 70 hours
per year when annualized over three years.® The reporting burden per respondent would be
approximately 30 hours, or approximately 10 hours per year when annualized over three
years.®

Standards in Rule 17Ad-22(e)(3) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(3) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(3) will apply to seven respondents.

Rule 17Ad-22(e)(3) would require a covered clearing agency to establish, implement,
maintain and enforce written policies and procedures reasonably designed to provide for a sound
risk management framework. Under Rule 17Ad-22(d), registered clearing agencies are required
to have policies and procedures to manage certain risks faced by these entities,” but the
proposed rule would require a comprehensive framework for risk management that would
require risk management policies and procedures be designed holistically, be consistent with
each other, and work effectively together. Accordingly, the proposed rule may impose a PRA
burden that would require respondent clearing agencies to update current policies and procedures
in order to develop a more comprehensive framework that would include a periodic review
thereof and a plan for orderly recovery and wind-down of the covered clearing agency. As a
result, the Commission preliminarily estimates that respondent clearing agencies would incur an
aggregate one-time burden of 399 hours to review and update existing policies and procedures
and to create new policies and procedures, as necessary.®

Rule 17Ad-22(e)(3) would also impose ongoing burdens on a respondent clearing
agency. The proposed requirement would require ongoing monitoring and compliance activities
with respect to the written policies and procedures created in response to the proposed rule and
activities related to preparing documents facilitating a periodic review of the risk management
framework. Based on the Commission’s previous estimates for ongoing monitoring and
compliance burdens with respect to existing Rule 17Ad-22, the Commission preliminarily

o4 This figure was calculated as follows: (Compliance Attorney for 4 hours) x 7 respondent
clearing agencies = 28 hours.

6 7 respondents * (22 hours (Year 1 burden) + 4 hours (Year 2 burden) + 4 hours (Year 3
burden)) = 210 hours (estimated total burden over 3 years) + 3 years = 70 hours.

66 210 hours (total burden over three years) + 7 respondents = 30 hours (estimated total
burden over 3 years) + 3 years = 10 hours.

o See 17 CFR 240.17Ad-22(d).

68 This figure was calculated as follows: ((Assistant General Counsel for 25 hours) +
(Compliance Attorney for 18 hours) + (Senior Risk Management Specialist for 7 hours) +
(Computer Operations Manager for 7 hours)) = 57 hours x 7 respondent clearing agencies
= 399 hours.
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estimates that the ongoing activities required by proposed Rule 17Ad-22(e)(3) would impose an
aggregate annual burden on respondent clearing agencies of 343 hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(3) would be 1,085 hours, or 361.67
hours per year when annualized over three years.”” The reporting burden per respondent
would be approximately 155 hours, or approximately 51.67 hours per year when annualized
over three years.”

Standards in Rule 17Ad-22(e)(4) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(4) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(4) will apply to seven respondents.

The Commission preliminarily believes that the estimated PRA burdens for Rule 17Ad-
22(e)(4) would be more significant, as changes to existing policies and procedures would involve
more than adjustments and may require a respondent clearing agency to make substantial
changes to its policies and procedures. In addition, Rule 17Ad-22(e)(4) would require one-time
systems adjustments related to the capability to test the sufficiency of financial resources and to
perform an annual conforming model validation. As a result, the Commission preliminarily
estimates that respondent clearing agencies would incur an aggregate one-time burden of 1,400
hours.”

Proposed Rule 17Ad-22(e)(4) would also impose ongoing burdens on a respondent
clearing agency. The proposed rule would require ongoing monitoring and compliance activities
with respect to the written policies and procedures created in response to the proposed rule and
ongoing activities with respect to testing the sufficiency of financial resources and model
validation. Based on the Commission’s previous estimates for ongoing monitoring and
compliance burdens with respect to existing Rule 17Ad-22, the Commission preliminarily
estimates that the ongoing activities required by proposed Rule 17Ad-22(e)(4) would impose an
aggregate annual burden on respondent clearing agencies of 420 hours.”

% This figure was calculated as follows: ((Compliance Attorney for 8 hours) +
(Administrative Assistant for 3 hours) + (Senior Business Analyst for 5 hours) + (Risk
Management Specialist for 33 hours)) = 49 hours x 7 respondent clearing agencies = 343
hours.

70 7 respondents * (57 hours (Year 1 burden) + 49 hours (Year 2 burden) + 49 hours (Year
3 burden)) = 1,085 hours (estimated total burden over 3 years) + 3 years = 361.67 hours.

n 1,085 hours (total burden over three years) + 7 respondents = 155 hours (estimated total
burden over 3 years) + 3 years = 51.67 hours.

7 This figure was calculated as follows: This figure was calculated as follows: ((Assistant
General Counsel for 60 hours) + (Compliance Attorney for 40 hours) + (Senior Risk
Management Specialist for 30 hours) + (Computer Operations Manager for 45 hours) +
(Chief Compliance Officer for 15 hours) + (Senior Programmer for 10 hours)) = 200
hours x 7 respondent clearing agencies = 1,400 hours.
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In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(4) would be 2,240 hours, or 746.67
hours per year when annualized over three years.” The reporting burden per respondent
would be approximately 320 hours, or approximately 106.67 hours per year when annualized
over three years.”

Standards in Rule 17Ad-22(e)(5) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(5) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(5) will apply to seven respondents.

Respondent clearing agencies that would be subject to proposed Rule 17Ad-22(e)(5) may
already have some written policies and procedures designed to address the collateral risks borne
by these entities. As a result, the Commission preliminarily believes that a respondent clearing
agency may need to review and update existing policies and procedures as necessary and may
need to adopt new policies and procedures with respect to an annual review of the sufficiency of
collateral haircuts and concentration limits. Accordingly, based on the similar policies and
procedures requirements in and the Commission’s previous corresponding burden estimates for
existing Rule 17Ad-22(d)(3), the Commission preliminarily believes that respondent clearing
agencies would incur an aggregate one-time burden of approximately 294 hours to review and
update existing policies and procedures and to create new policies and procedures, as
necessary.”

Rule 17Ad-22(e)(5) would also impose ongoing burdens on a respondent clearing agency
by requiring monitoring and compliance activities with respect to the written policies and
procedures and would also result in an annual review of collateral haircuts and concentration
limits. Based on the Commission’s previous estimates for ongoing monitoring and compliance
burdens with respect to existing Rule 17Ad-22, the Commission preliminarily estimates that the
ongoing activities required by Rule 17Ad-22(e)(5) would impose an aggregate annual burden on
respondent clearing agencies of 252 hours.”

7 This figure was calculated as follows: ((Compliance Attorney for 24 hours) +
(Administrative Assistant for 3 hours) + (Senior Business Analyst for 3 hours) + (Risk
Management Specialist for 30 hours)) = 60 hours x 7 respondent clearing agencies = 420
hours.

74 7 respondents * (200 hours (Year 1 burden) + 60 (Year 2 burden) + 60 (Year 3 burden))
= 2,240 hours (estimated total burden over 3 years) + 3 years = 746.67 hours.

7 2,240 hours (total burden over three years) + 7 respondents = 320 hours (estimated total
burden over 3 years) + 3 years = 106.67 hours.

76 This figure was calculated as follows: ((Assistant General Counsel for 16 hours) +
(Compliance Attorney for 12 hours) + (Senior Risk Management Specialist for 7 hours) +
(Computer Operations Manager for 7 hours)) = 42 hours x 7 respondent clearing agencies

= 294 hours.

7 This figure was calculated as follows: ((Compliance Attorney for 6 hours) + (Risk
Management Specialist for 30 hours)) = 36 hours x 7 respondent clearing agencies = 252
hours.
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In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(5) would be 798 hours, or 266 hours
per year when annualized over three years.”® The reporting burden per respondent would be
approximately 114 hours, or approximately 38 hours per year when annualized over three
years.”

Standards in Rule 17Ad-22(e)(6) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(6) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(6) will apply to six respondents.

The Commission preliminarily believes that the estimated PRA burdens for proposed
Rule 17Ad-22(e)(6) would be more significant and may require a respondent clearing agency to
make substantial changes to its policies and procedures. In addition, proposed Rule 17Ad-22(e)
(6) would require one-time systems adjustments related to the capability to perform daily
backtesting and monthly (or more frequent than monthly) conforming sensitivity analyses. As a
result, the Commission preliminarily estimates that respondent clearing agencies would incur an
aggregate one-time burden of 1,080 hours to review and update existing policies and
procedures.®

Rule 17Ad-22(e)(6) would also impose ongoing burdens on a respondent clearing agency
by requiring ongoing monitoring and compliance activities with respect to the written policies
and procedures associated with the daily backtesting and monthly (or more frequent) sensitivity
analysis requirements and annual model validation. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-
22, the Commission preliminarily estimates that the ongoing activities required by proposed
Rule 17Ad-22(e)(6) would impose an aggregate annual burden on respondent clearing agencies
of 360 hours.*!

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(6) would be 1,800 hours, or 600 hours

78 7 respondents * (42 hours (Year 1 burden) + 36 hours (Year 2 burden) + 36 hours (Year
3 burden)) = 798 hours (estimated total burden over 3 years) + 3 years = 266 hours.

7 798 hours (total burden over three years) + 7 respondents = 114 hours (estimated total
burden over 3 years) + 3 years = 38 hours.

8 This figure was calculated as follows: ((Assistant General Counsel for 50 hours) +
(Compliance Attorney for 40 hours) + (Senior Risk Management Specialist for 25 hours)
+ (Computer Operations Manager for 40 hours) + (Chief Compliance Officer for 15
hours) + (Senior Programmer for 10 hours)) = 180 hours x 6 respondent clearing agencies
= 1,080 hours.

ol This figure was calculated as follows: ((Compliance Attorney for 24 hours) +
(Administrative Assistant for 3 hours) + (Senior Business Analyst for 3 hours) + (Risk
Management Specialist for 30 hours)) = 60 hours x 6 respondent clearing agencies = 360
hours.
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per year when annualized over three years.* The reporting burden per respondent would be
approximately 300 hours, or approximately 100 hours per year when annualized over three
years.®

Standards in Rule 17Ad-22(e)(7) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(7) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(7) will apply to seven respondents.

The Commission preliminarily believes that the estimated PRA burdens for Rule 17Ad-
22(e)(7) would be more significant and may require a respondent clearing agency to make
substantial changes to its policies and procedures. In addition, proposed Rule 17Ad-22(e)(7)
would require one-time systems adjustments related to the capability to perform an annual
conforming model validation, the testing of sufficiency of liquid resources and the testing of
access to liquidity providers. As a result, the Commission preliminarily estimates that
respondent clearing agencies would incur an aggregate one-time burden of 2,310 hours to review
and update existing policies and procedures.*

Rule 17Ad-22(e)(7) would also impose ongoing burdens on a respondent clearing agency
by requiring ongoing monitoring and compliance activities with respect to the written policies
and procedures as well as activities related to the testing of sufficiency of liquidity resources and
the testing of access to liquidity providers. Based on the Commission’s previous estimates for
ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-22, the
Commission preliminarily estimates that the ongoing activities required by Rule 17Ad-22(e)(7)
would impose an aggregate annual burden on respondent clearing agencies of 896 hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(7) would be 4,102 hours, or 1,367.33
hours per year when annualized over three years.*® The reporting burden per respondent

8 6 respondents * (180 hours (Year 1 burden) + 60 hours (Year 2 burden) + 60 hours (Year
3 burden)) = 1,800 hours (estimated total burden over 3 years) + 3 years = 600 hours.

8 1,800 hours (total burden over three years) + 6 respondents = 300 hours (estimated total
burden over 3 years) + 3 years = 100 hours.

8 This figure was calculated as follows: ((Assistant General Counsel for 95 hours) +
(Compliance Attorney for 85 hours) + (Senior Risk Management Specialist for 45 hours)
+ (Computer Operations Manager for 60 hours) + (Chief Compliance Officer for 30
hours) + (Senior Programmer for 15 hours)) = 330 hours x 7 respondent clearing agencies
= 2,310 hours.

8 This figure was calculated as follows: ((Compliance Attorney for 48 hours) +
(Administrative Assistant for 5 hours) + (Senior Business Analyst for 5 hours) + (Risk
Management Specialist for 60 hours) + (Senior Risk Management Specialist for 10
hours)) = 128 hours x 7 respondent clearing agencies = 896 hours.

8 7 respondents * (330 hours (Year 1 burden) + 128 hours (Year 2 burden) + 128 hours
(Year 3 burden)) = 4,102 hours (estimated total burden over 3 years) + 3 years = 1,367.33
hours.
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would be approximately 586 hours, or approximately 195.33 hours per year when annualized
over three years.”

Standards in Rule 17Ad-22(e)(8) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(8) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(8) will apply to seven respondents.

Rule 17Ad-22(e)(8) contains substantially similar provisions to Rule 17Ad-22(d)(12).%
As aresult, a respondent clearing agency would already have written rules, policies, and
procedures substantially similar to the requirements that would be imposed under the Rule 17Ad-
22(e)(8). In this regard, the Commission preliminarily believes that respondent clearing agencies
would incur the incremental burdens of reviewing and updating existing policies and procedures
as necessary. Accordingly, based on the similar policies and procedures requirements and the
corresponding burden estimates previously made by the Commission for Rule 17Ad-22(d)(12),
the Commission preliminarily believes that respondent clearing agencies would incur an
aggregate one-time burden of approximately 84 hours to review and update existing policies and
procedures.®

Proposed Rule 17Ad-22(e)(8) would also impose ongoing burdens on a respondent
clearing agency. The proposed requirements would require ongoing monitoring and compliance
activities with respect to the written policies and procedures created in response to the Rule
17Ad-22(e)(8). Based on the Commission’s previous estimates for ongoing monitoring and
compliance burdens with respect to existing Rule 17Ad-22, the Commission preliminarily
estimates that the ongoing activities required by proposed Rule 17Ad-22(e)(8) would impose an
aggregate annual burden on respondent clearing agencies of approximately 35 hours.”

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(8) would be 154 hours, or 51.33 hours
per year when annualized over three years.”’ The reporting burden per respondent would be
approximately 22 hours, or approximately 7.33 hours per year when annualized over three
years.”

8 4,102 hours (total burden over three years) + 7 respondents = 586 hours (estimated total
burden over 3 years) + 3 years = 195.33 hours.

88 See 17 CFR 240.17Ad-22(d)(12).

8 This figure was calculated as follows: ((Assistant General Counsel for 2 hours) +
(Compliance Attorney for 6 hours) + (Senior Business Analyst for 2 hours) + (Computer
Operations Manager for 2 hours)) = 12 hours x 7 respondent clearing agencies = 84
hours.

% This figure was calculated as follows: Compliance Attorney for 5 hours x 7 respondent
clearing agencies = 35 hours.

o 7 respondents * (12 hours (Year 1 burden) + 5 hours (Year 2 burden) + 5 hours (Year 3
burden)) = 154 hours (estimated total burden over 3 years) + 3 years = 51.33 hours.
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Standards in Rule 17Ad-22(e)(9) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(9) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(9) will apply to seven respondents.

Rule 17Ad-22(e)(9) contains substantially similar provisions to Rule 17Ad-22(d)(5). As a
result, a respondent clearing agency would already have written rules, policies, and procedures
substantially similar to the requirements that would be imposed under Rule 17Ad-229(e)(9). In
this regard, the Commission preliminarily believes that respondent clearing agencies would incur
the incremental burdens of reviewing and updating existing policies and procedures as necessary.
Accordingly, based on the similar policies and procedures requirements and the corresponding
burden estimates previously made by the Commission for Rule 17Ad-22(d)(5), the Commission
preliminarily believes that respondent clearing agencies would incur an aggregate one-time
burden of approximately 84 hours to review and update existing policies and procedures.”

Proposed Rule 17Ad-22(e)(9) would also impose ongoing burdens on a respondent
clearing agency by requiring ongoing monitoring and compliance activities with respect to the
written policies and procedures created in response to the proposed rule. Based on the
Commission’s previous estimates for ongoing monitoring and compliance burdens with respect
to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing activities
required by proposed Rule 17Ad-22(e)(9) would impose an aggregate annual burden on
respondent clearing agencies of approximately 35 hours.*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(9) would be 154 hours, or 51.33 hours
per year when annualized over three years.”> The reporting burden per respondent would be
approximately 22 hours, or approximately 7.33 hours per year when annualized over three
years.”

Standards in Rule 17Ad-22(e)(10) that Impose a PRA Burden

% 154 hours (total burden over three years) + 7 respondents = 22 hours (estimated total
burden over 3 years) + 3 years = 7.33 hours.

9% This figure was calculated as follows: ((Assistant General Counsel for 2 hours) +
(Compliance Attorney for 6 hours) + (Senior Business Analyst for 2 hours) + (Computer
Operations Manager for 2 hours)) = 12 hours x 7 respondent clearing agencies = 84
hours.

o This figure was calculated as follows: (Compliance Attorney for 5 hours) x 7 respondent
clearing agencies = 35 hours.

% 7 respondents * (12 hours (Year 1 burden) + 5 hours (Year 2 burden) + 5 hours (Year 3
burden)) = 154 hours (estimated total burden over 3 years) + 3 years = 51.33 hours.

% 154 hours (total burden over three years) + 7 respondents = 22 hours (estimated total
burden over 3 years) + 3 years = 7.33 hours.
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The standards in Rule 17Ad-22(e)(10) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(10) will apply to seven respondents.

Rule 17Ad-22(e)(10) contains substantially similar provisions to Rule 17Ad-22(d)(15).”
As aresult, a respondent clearing agency would already have written rules, policies, and
procedures substantially similar to the requirements that would be imposed under Rule 17Ad-
22(e)(10). In this regard, the Commission preliminarily believes that a respondent clearing
agency would incur the incremental burdens of reviewing and updating existing policies and
procedures as necessary. Accordingly, based on the similar policies and procedures
requirements and the corresponding burden estimates previously made by the Commission for
Rule 17Ad-22(d)(15), the Commission preliminarily believes that respondent clearing agencies
would incur an aggregate one-time burden of approximately 84 hours to review and update
existing policies and procedures.”®

Proposed Rule 17Ad-22(e)(10) would also impose ongoing burdens on a respondent
clearing agency by requiring ongoing monitoring and compliance activities with respect to the
written policies and procedures created in response to Rule 17Ad-22(e)(10). Based on the
Commission’s previous estimates for ongoing monitoring and compliance burdens with respect
to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing activities
required by proposed Rule 17Ad-22(e)(10) would impose an aggregate annual burden on
respondent clearing agencies of approximately 35 hours.”

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(10) would be 154 hours, or 51.33
hours per year when annualized over three years.'” The reporting burden per respondent
would be approximately 22 hours, or approximately 7.33 hours per year when annualized
over three years.'"!

Standards in Rule 17Ad-22(e)(11) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(11) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(11) will apply to one respondent.

7 See 17 CFR 240.17Ad-22(d)(15).

% This figure was calculated as follows: ((Assistant General Counsel for 2 hours) +
(Compliance Attorney for 6 hours) + (Senior Business Analyst for 2 hours) + (Computer
Operations Manager for 2 hours)) = 12 hours x 7 respondent clearing agencies = 84
hours.

% This figure was calculated as follows: (Compliance Attorney for 5 hours) x 7 respondent
clearing agencies = 35 hours.

100 7 respondents * (12 hours (Year 1 burden) + 5 hours (Year 2 burden) + 5 hours (Year 3
burden)) = 154 hours (estimated total burden over 3 years) + 3 years = 51.33 hours.

101 154 hours (total burden over three years) + 7 respondents = 22 hours (estimated total
burden over 3 years) + 3 years = 7.33 hours.
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Proposed Rule 17Ad-22(e)(11) contains similar provisions to Rule 17Ad-22(d)(10).'*
As aresult, a respondent clearing agency providing CSD services would already have written
rules, policies, and procedures similar to the requirements that would be imposed under Rule
17Ad-22(e)(11). Rule 17Ad-22(e)(10) also, however, imposed additional requirements that do
not appear in existing Rule 17Ad-22. Accordingly, a covered clearing agency providing CSD
services may need to update or amend existing policies and procedures, as necessary, to satisfy
the proposed requirements and may need to create new policies and procedures. Based on the
similar policies and procedures requirements and the corresponding burden estimates previously
made by the Commission for Rule 17Ad-22(d)(10), the Commission preliminarily believes that
the respondent clearing agency would incur a one-time burden of approximately 55 hours to
review and update existing policies and procedures and to create new policies and procedures, as
necessary.'”

Rule 17Ad-22(e)(11) would also impose ongoing burdens on the respondent clearing
agency providing CSD services by requiring ongoing monitoring and compliance activities with
respect to the written policies and procedures created in response to the proposed rule. Based on
the Commission’s previous estimates for ongoing monitoring and compliance burdens with
respect to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing
activities required by proposed Rules 17Ad-22(e)(11) would impose a total annual burden on the
respondent clearing agency of approximately 8 hours.'™

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(11) would be 71 hours, or 23.67 hours
per year when annualized over three years.'” The reporting burden per respondent would be
approximately 71 hours, or approximately 23.67 hours per year when annualized over three

years.'%

Standards in Rule 17Ad-22(e)(12) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(12) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(12) will apply to seven respondents.

w2 See 17 CFR 240.17Ad-22(d)(10).

103 This figure was calculated as follows: ((Assistant General Counsel for 20 hours) +
(Compliance Attorney for 10 hours) + (Intermediate Accountant for 15 hours) + (Senior
Business Analyst for 5 hours) + (Computer Operations Manager for 5 hours)) = 55 hours
x 1 respondent clearing agency = 55 hours.

104 This figure was calculated as follows: (Compliance Attorney for 8 hours) x 1 respondent
clearing agency = 8 hours.

105 1 respondent * (55 hours (Year 1 burden) + 8 hours (Year 2 burden) + 8 hours (Year 3
burden)) = 71 hours (estimated total burden over 3 years) + 3 years = 23.67 hours.

106 71 hours (total burden over three years) + 1 respondent = 71 hours (estimated total
burden over 3 years) + 3 years = 23.67 hours.
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Rule 17Ad-22(e)(12) contains substantially similar provisions to Rule 17Ad-22(d)(13)."”’
As aresult, a respondent clearing agency would already have written rules, policies, and
procedures substantially similar to the requirements that would be imposed under Rule 17Ad-
22(e)(12). In this regard, the Commission preliminarily believes that a respondent clearing
agency would incur the incremental burdens of reviewing and updating existing policies and
procedures as necessary. Accordingly, based on the similar policies and procedures
requirements and the corresponding burden estimates previously made by the Commission for
Rule 17Ad-22(d)(13), the Commission preliminarily believes that respondent clearing agencies
would incur an aggregate one-time burden of approximately 84 hours to review and update
existing policies and procedures.'®

Rule 17Ad-22(e)(12) would also impose ongoing burdens on a covered clearing agency
by requiring ongoing monitoring and compliance activities with respect to the written policies
and procedures created in response to the proposed rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-22
the Commission preliminarily estimates that the ongoing activities required by proposed Rule
17Ad-22(e)(12) would impose an aggregate annual burden on respondent clearing agencies of
approximately 35 hours.'"

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(12) would be 154 hours, or 51.33
hours per year when annualized over three years.'"” The reporting burden per respondent
would be approximately 22 hours, or approximately 7.33 hours per year when annualized
over three years.'"

Standards in Rule 17Ad-22(e)(13) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(13) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(13) will apply to seven respondents.

Proposed Rule 17Ad-22(e)(13) contains similar provisions to Rule 17Ad-22(d)(11)"* but
would also impose additional requirements that do not appear in existing Rule 17Ad-22. As a

w  See 17 CFR 240.17Ad-22(d)(13).

108 This figure was calculated as follows: ((Assistant General Counsel for 2 hours) +
(Compliance Attorney for 6 hours) + (Senior Business Analyst for 2 hours) + (Computer
Operations Manager for 2 hours)) = 12 hours x 7 respondent clearing agencies = 84
hours.

109 This figure was calculated as follows: (Compliance Attorney for 5 hours) x 7 respondent
clearing agencies = 35 hours.

110 7 respondents * (12 hours (Year 1 burden) + 5 hours (Year 2 burden) + 5 hours (Year 3
burden)) = 154 hours (estimated total burden over 3 years) + 3 years = 51.33 hours.

1 154 hours (total burden over three years) + 7 respondents = 22 hours (estimated total
burden over 3 years) + 3 years = 7.33 hours.

"2 See 17 CFR 240.17Ad-22(d)(11).
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result, the Commission preliminarily believes that a respondent clearing agency would incur
burdens of reviewing and updating existing policies and procedures in order to comply with the
provisions of proposed Rule 17Ad-22(e)(13) and, in some cases, may need to create new policies
and procedures. Accordingly, based on the similar policies and procedures requirements and the
corresponding burden estimates previously made by the Commission for Rule 17Ad-22(d)(11),
the Commission preliminarily believes that respondent clearing agencies would incur an
aggregate one-time burden of approximately 420 hours to review and update existing policies
and procedures and to create new policies and procedures, as necessary.'"

Rule 17Ad-22(e)(13) would also impose ongoing burdens on a respondent clearing
agency by requiring annual review and testing of a clearing agency’s default policies and
procedures. Based on the Commission’s previous estimates for ongoing monitoring and
compliance burdens with respect to existing Rule 17Ad-22, the Commission preliminarily
believes that the ongoing activities required by proposed Rule 17Ad-22(e)(13) would impose an
aggregate annual burden on respondent clearing agencies of approximately 63 hours."'*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(13) would be 546 hours, or 182 hours
per year when annualized over three years.'”> The reporting burden per respondent would be
approximately 78 hours, or approximately 26 hours per year when annualized over three
years.''s

Standards in Rule 17Ad-22(e)(14) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(14) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(14) will apply to two respondents.

Though not required under existing Rule 17Ad-22, registered clearing agencies that
provide CCP services for security-based swaps generally have written policies and procedures
regarding the segregation and portability of customer positions and collateral as a result of other
existing applicable regulations.'”” Consequently, respondent clearing agencies providing CCP
services for security-based swaps would incur burdens of reviewing and updating existing

13 This figure was calculated as follows: ((Assistant General Counsel for 20 hours) +
(Compliance Attorney for 16 hours) + (Senior Business Analyst for 12 hours) +
(Computer Operations Manager for 12 hours)) = 60 hours x 7 respondent clearing
agencies = 420 hours.

14 This figure was calculated as follows: (Compliance Attorney for 9 hours) x 7 respondent
clearing agencies = 63 hours.

s 7 respondents * (60 hours (Year 1 burden) + 9 hours (Year 2 burden) + 9 hours (Year 3
burden)) = 546 hours (estimated total burden over 3 years) + 3 years = 182 hours.

16 546 hours (total burden over three years) + 7 respondents = 78 hours (estimated total
burden over 3 years) + 3 years = 26 hours.

17 See, e.g., 77 FR 6336 (Feb. 7, 2012) (CFTC adopting rules imposing a legal separation
with operational commingling (“LSOC”) model on DCOs for cleared swaps).

51



policies and procedures as necessary in order to comply with the requirements of rule 17Ad-
22(e)(14). The Commission preliminarily estimates that Rule 17Ad-22(e)(14) would impose on
respondent clearing agencies an aggregate one-time burden of 72 hours to review and update
existing policies and procedures.'®

Proposed Rule 17Ad-22(e)(14) would also impose ongoing burdens on a respondent
clearing agency that provides CCP services for security-based swaps. Based on the
Commission’s previous estimates for ongoing monitoring and compliance burdens with respect
to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing activities
required by proposed Rule 17Ad-22(e)(14) would impose an aggregate annual burden on
respondent clearing agencies of approximately 12 hours.'"

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(14) would be 96 hours, or 32 hours
per year when annualized over three years.'” The reporting burden per respondent would be
approximately 48 hours, or approximately 16 hours per year when annualized over three

years.'?!

Standards in Rule 17Ad-22(e)(15) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(15) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(15) will apply to seven respondents.

Under Rule 17Ad-22(e)(15), respondent clearing agencies would be required to establish,
implement, maintain and enforce written policies and procedures reasonably designed to identify
and manage general business risks borne by the clearing agency. Policies and procedures
governing the identification and mitigation of general business risk are not currently required
under existing Rule 17Ad-22 and, as a result, the Commission preliminarily believes that the
estimated PRA burdens associated with Rule 17Ad-22(e)(15) would be more significant and may
require a respondent clearing agency to make substantial changes to its policies and procedures.
The Commission preliminarily estimates that Rule 17Ad-22(e)(15) would impose an aggregate
one-time burden on respondent covered clearing agencies of 1,470 hours to review and update
existing policies and procedures and to create new policies and procedures, as necessary.'*

118 This figure was calculated as follows: ((Assistant General Counsel for 12 hours) +
(Compliance Attorney for 10 hours) + (Computer Operations Manager for 7 hours) +
(Senior Business Analyst for 7 hours)) = 36 hours x 2 respondent clearing agency that
provide, or would potentially provide, CCP services with respect to security-based swaps
= 72 hours.

1o This figure was calculated as follows: (Compliance Attorney for 6 hours) x 2 respondent
clearing agencies = 12 hours.

120 2 respondents * (36 hours (Year 1 burden) + 6 hours (Year 2 burden) + 6 hours (Year 3
burden)) = 96 hours (estimated total burden over 3 years) + 3 years = 32 hours.

121 96 hours (total burden over three years) + 2 respondents = 48 hours (estimated total
burden over 3 years) + 3 years = 16 hours.
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Proposed Rule 17Ad-22(e)(15) would also imposed ongoing burdens on a respondent
clearing agency by requiring a respondent clearing agency to maintain a viable plan, approved by
its board of directors and updated at least annually, for raising additional equity in the event that
the covered clearing agency’s liquid net assets fall below the level required by the proposed rule.
Based on the Commission’s previous estimates for ongoing monitoring and compliance burdens
with respect to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing
activities required by proposed Rule 17Ad-22(e)(15) would impose an aggregate annual burden
on respondent clearing agencies of 336 hours.'

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(15) would be 2,142 hours, or 714
hours per year when annualized over three years.'” The reporting burden per respondent
would be approximately 306 hours, or approximately 102 hours per year when annualized
over three years.'””

Standards in Rule 17Ad-22(e)(16) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(16) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(16) will apply to seven respondents.

Currently, registered clearing agencies are required to have written policies and
procedures reasonably designed to address the safeguarding of the assets of the clearing agency
and its participants. Proposed Rule 17Ad-22(e)(16) contains substantially similar provisions. As
a result, the Commission preliminarily believes that a respondent clearing agency would be
required to conduct a review of, and update as necessary, current policies and procedures in
order to ensure compliance with the proposed rule. Based on similar policies and procedures
requirements and the corresponding burden estimates previously made by the Commission for
Rule 17Ad-22(d)(3) the Commission preliminarily estimates that all respondent clearing
agencies would incur an aggregate one-time burden of approximately 140 hours to review and
update existing policies and procedures.'*®

122 This figure was calculated as follows: ((Assistant General Counsel for 40 hours) +
(Compliance Attorney for 30 hours) + (Computer Operations Manager for 10 hours) +
(Senior Business Analyst for 10 hours) + (Financial Analyst for 70 hours) + (Chief
Financial Officer for 50 hours)) = 210 hours x 7 respondent clearing agencies = 1,470
hours.

123 This figure was calculated as follows: ((Compliance Attorney for 42 hours) +
(Administrative Assistant for 3 hours) + (Senior Business Analyst for 3 hours)) = 48
hours x 7 respondents clearing agencies = 336 hours.

124 7 respondents * (210 hours (Year 1 burden) + 48 hours (Year 2 burden) + 48 hours (Year
3 burden)) = 2,142 hours (estimated total burden over 3 years) + 3 years = 714 hours.

125 2,142 hours (total burden over three years) + 7 respondents = 306 hours (estimated total
burden over 3 years) + 3 years = 102 hours.

126 This figure was calculated as follows: This figure was calculated as follows: ((Assistant
General Counsel for 4 hours) + (Compliance Attorney for 8 hours) + (Senior Business
Analyst for 4 hours) + (Computer Operations Manager for 4 hours)) = 20 hours x 7
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Proposed Rule 17Ad-22(e)(16) would also impose ongoing burdens on a respondent
clearing agency by requiring ongoing monitoring and compliance activities with respect to the
policies and procedures implemented in response to the requirements of the proposed rule.
Based on the Commission’s previous estimates for ongoing monitoring and compliance burdens
with respect to existing Rule 17Ad-22, the Commission preliminarily estimates that the ongoing
activities required by proposed Rule 17Ad-22(e)(16) would impose an aggregate annual burden
on respondent clearing agencies of 42 hours."”’

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(16) would be 224 hours, or 74.67
hours per year when annualized over three years.'”® The reporting burden per respondent
would be approximately 32 hours, or approximately 10.67 hours per year when annualized
over three years.'””

Standards in Rule 17Ad-22(e)(17) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(17) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(17) will apply to seven respondents.

Proposed Rule 17Ad-22(e)(17) contains similar requirements to those under Rule 17Ad-
22(d)(4) but would also impose additional requirements that do not appear in existing Rule
17Ad-22(b), (c) or (d). As a result, a respondent clearing agency is currently required to have
some written rules, policies and procedures containing provisions similar to the requirements that
would be imposed under the proposed rule, but it would also need to review and update existing
policies and procedures, where necessary, and may need to create policies and procedures to
address the additional requirements. Based on the similar policies and procedures requirements
and the corresponding burden estimates previously made by the Commission for Rule 17Ad-
22(d)(4), the Commission preliminarily estimates that respondent clearing agencies would incur
an aggregate one-time burden of 196 hours to review and update existing policies and procedures
and to create new policies and procedures, as necessary.'*

Rule 17Ad-22(e)(17) would also impose ongoing burdens on a respondent clearing
agency by requiring ongoing monitoring and compliance activities with respect to the written

respondent clearing agencies = 140 hours.

127 This figure was calculated as follows: (Compliance Attorney for 6 hours) x 7 respondent
clearing agencies = 42 hours.

128 7 respondents * (20 hours (Year 1 burden) + 6 hours (Year 2 burden) + 6 hours (Year 3
burden)) = 224 hours (estimated total burden over 3 years) + 3 years = 74.67 hours.

129 224 hours (total burden over three years) + 7 respondents = 32 hours (estimated total
burden over 3 years) + 3 years = 10.67 hours.

130 This figure was calculated as follows: ((Assistant General Counsel for 4 hours) +
(Compliance Attorney for 8 hours) + (Computer Operations Manager for 6 hours) +
(Senior Business Analyst for 4 hours) + (Chief Compliance Officer for 4 hours) + (Senior
Programmer for 2 hours)) = 28 hours x 7 respondent clearing agency = 196 hours.
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policies and procedures created in response to the rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-
22, the Commission preliminarily estimates that the ongoing activities required by proposed Rule
17Ad-22(e)(17) would impose an aggregate annual burden on respondent clearing agencies of 42
hours."™

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(17) would be 280 hours, or 93.33
hours per year when annualized over three years."** The reporting burden per respondent
would be approximately 40 hours, or approximately 13.33 hours per year when annualized
over three years.'*

Standards in Rule 17Ad-22(e)(18) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(18) impose a third-party reporting PRA burden. The
requirements of Rule 17Ad-22(e)(18) will apply to seven respondents.

Rule 17Ad-22(e)(18) contains similar requirements to those in existing Rules 17Ad-22(b)
(5) through (7) and (d)(2)."** As a result, a respondent clearing agency is currently required to
have written rules, policies, and procedures containing provisions similar to the requirements that
would be imposed under the proposed rule. Rule 17Ad-22(e)(18) also imposes additional
requirements that do not appear in existing Rule 17Ad-22, however, necessitating the creation of
new policies and procedures to address these additional requirements. Accordingly, based on the
similar policies and procedures requirements and the corresponding burden estimates previously
made by the Commission for Rules 17Ad-22(b)(5) through (7) and (d)(2), the Commission
preliminarily estimates that respondent clearing agencies would incur an aggregate one-time
burden of 308 hours to review and update existing policies and procedures and to create new
policies and procedures, as necessary.'*

Rule 17Ad-22(e)(18) would also impose ongoing burdens on a respondent clearing
agency by requiring ongoing monitoring and compliance activities with respect to the written
policies and procedures created in response to the rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-22

131 This figure was calculated as follows: (Compliance Attorney for 6 hours) x 7 respondent
clearing agencies = 42 hours.

132 7 respondents * (28 hours (Year 1 burden) + 6 hours (Year 2 burden) + 6 hours (Year 3
burden)) = 280 hours (estimated total burden over 3 years) + 3 years = 93.33 hours.

133 280 hours (total burden over three years) + 7 respondents = 40 hours (estimated total
burden over 3 years) + 3 years = 13.33 hours.

3 See 17 CFR 240.17Ad-22(b)(5) through (7) and (d)(2).

135 This figure was calculated as follows: ((Assistant General Counsel for 10 hours) +
(Compliance Attorney for 7 hours) + Computer Operations Manager for 15 hours) +
(Senior Business Analyst for 5 hours) + (Chief Compliance Officer for 5 hours) + (Senior
Programmer for 2 hours)) = 44 hours x 7 respondent clearing agencies = 308 hours.
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the Commission preliminarily estimates that the ongoing activities required by the proposed rule
would impose an aggregate annual burden on respondent clearing agencies of 49 hours.'*

In summary, the Commission estimates that, over a three-year period, the total third-
party reporting burden to comply with Rule 17Ad-22(e)(18) would be 406 hours, or 135.33
hours per year when annualized over three years."” The reporting burden per respondent
would be approximately 58 hours, or approximately 19.33 hours per year when annualized
over three years."

Standards in Rule 17Ad-22(e)(19) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(19) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(19) will apply to seven respondents.

Rule 17Ad-22(e)(19) contains requirements that are not addressed in exiting Rules 17Ad-
22(b), (c¢) or (d). The Commission preliminarily believes that the respondent clearing agency
would need to create policies and procedures to address the requirements of Rule 17Ad-22(e)
(19). The Commission preliminarily estimates that proposed Rule 17Ad-22(e)(19) would impose
an aggregate one-time burden on respondent clearing agencies of 308 hours to create said
policies and procedures.'®

Rule 17Ad-22(e)(19) would also impose ongoing burdens on a respondent clearing
agency by requiring ongoing monitoring and compliance activities with respect to the written
policies and procedures created in response to the rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-
22, the Commission preliminarily estimates that the ongoing activities required by the proposed
rule would impose an annual aggregate burden on respondent clearing agencies of 49 hours.'*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(19) would be 406 hours, or 135.33
hours per year when annualized over three years.'*' The reporting burden per respondent

136 This figure was calculated as follows: (Compliance Attorney for 7 hours) x 7 respondent
clearing agencies = 49 hours.

137 7 respondents * (44 hours (Year 1 burden) + 7 hours (Year 2 burden) + 7 hours (Year 3
burden)) = 406 hours (estimated total burden over 3 years) + 3 years = 135.33 hours.

138 406 hours (total burden over three years) + 7 respondents = 58 hours (estimated total
burden over 3 years) + 3 years = 19.33 hours.

139 This figure was calculated as follows: ((Assistant General Counsel for 10 hours) +
(Compliance Attorney for 7 hours) + (Computer Operations Manager for 15 hours) +
(Senior Business Analyst for 5 hours) + (Chief Compliance Officer for 5 hours) + (Senior
Programmer for 2 hours)) = 44 hours x 7 respondent clearing agencies = 308 hours.

140 This figure was calculated as follows: (Compliance Attorney for 7 hours) x 7 respondent
clearing agencies = 49 hours.
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would be approximately 58 hours, or approximately 19.33 hours per year when annualized
over three years.'?

Standards in Rule 17Ad-22(e)(20) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(20) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(20) will apply to seven respondents.

Under Rule 17Ad-22(d)(7)'* registered clearing agencies are currently required to have
written policies and procedures similar to the requirements of Proposed Rule 17Ad-22(e)(20).
As aresult, a respondent clearing agency may need to review and update existing policies and
procedures, as necessary, to satisfy the requirements of Rule 17Ad-22(e)(20). Based on the
similar policies and procedures requirements and the corresponding burden estimates previously
made by the Commission for Rule 17Ad-22(d)(7), the Commission preliminarily believes that
respondent clearing agencies would incur an aggregate one-time burden of approximately 308
hours to review and update existing policies and procedures.'*

Rule 17Ad-22(e)(20) would also impose ongoing burdens on a respondent clearing
agency by requiring ongoing monitoring and compliance activities with respect to the written
policies and procedures created in response to the rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-
22, the Commission preliminarily estimates that the ongoing activities required by the proposed
rule would impose an aggregate annual burden on respondent clearing agencies of 49 hours.'*

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(20) would be 406 hours, or 135.33
hours per year when annualized over three years.'** The reporting burden per respondent
would be approximately 58 hours, or approximately 19.33 hours per year when annualized
over three years.'”

11 7 respondents * (44 hours (Year 1 burden) + 7 hours (Year 2 burden) + 7 hours (Year 3
burden)) = 406 hours (estimated total burden over 3 years) + 3 years = 135.33 hours.

142 406 hours (total burden over three years) + 7 respondents = 58 hours (estimated total
burden over 3 years) + 3 years = 19.33 hours.

w  Seel7 CFR 240.17Ad-22(d)(7).

144 This figure was calculated as follows: ((Assistant General Counsel for 10 hours) +
(Compliance Attorney for 7 hours) + (Senior Business Analyst for 5 hours) + (Computer
Operations Manager for 15 hours) + (Chief Compliance Officer for 5 hours) + (Senior
Programmer for 2 hours) = 44 hours x 7 respondent clearing agencies = 308 hours.

145 This figure was calculated as follows: (Compliance Attorney for 7 hours) x 7 respondent
clearing agencies = 49 hours.

146 7 respondents * (44 hours (Year 1 burden) + 7 hours (Year 2 burden) + 7 hours (Year 3
burden)) = 406 hours (estimated total burden over 3 years) + 3 years = 135.33 hours.

147 406 hours (total burden over three years) + 7 respondents = 58 hours (estimated total
burden over 3 years) + 3 years = 19.33 hours.
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Standards in Rule 17Ad-22(e)(21) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(21) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(21) will apply to seven respondents.

Rule 17Ad-22(e)(21) contains requirements similar to those under Rule 17Ad-22(d)(6),
but also imposes new requirements.'*® As a result, a respondent clearing agency would likely
incur the burdens of reviewing and updating existing policies and procedures and may need to
create new policies and procedures to satisfy the proposed rule, as necessary. Accordingly,
based on the similar policies and procedures requirements and the corresponding burden
estimates previously made by the Commission for Rule 17Ad-22(d)(6), the Commission
preliminarily estimates that that respondent clearing agencies would incur an aggregate one-time
burden of approximately 224 hours to review and update existing policies and procedures.'*

Rule 17Ad-22(e)(21) would also impose ongoing burdens by requiring ongoing
monitoring and compliance activities with respect to the written policies and procedures required
under the rule. Based on the Commission’s previous estimates for ongoing monitoring and
compliance burdens with respect to existing Rule 17Ad-22, the Commission preliminarily
estimates that the ongoing activities required by proposed Rule 17Ad-22(e)(21) would impose an
aggregate annual burden on respondent clearing agencies of 77 hours."’

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(21) would be 378 hours, or 126 hours
per year when annualized over three years."”' The reporting burden per respondent would be
approximately 54 hours, or approximately 18 hours per year when annualized over three

years.'*?

Standards in Rule 17Ad-22(e)(22) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(22) impose a recordkeeping PRA burden. The
requirements of Rule 17Ad-22(e)(22) will apply to seven respondents.

w  See 17 CFR 240.17Ad-22(d)(6).

149 This figure was calculated as follows: ((Assistant General Counsel for 10 hours) +
(Compliance Attorney for 7 hours) + (Senior Business Analyst for 5 hours) + (Computer
Operations Manager for 10 hours)) = 32 hours x 7 respondent clearing agencies = 224
hours.

150 This figure was calculated as follows: ((Compliance Attorney for 5 hours) +
(Administrative Assistant for 3 hours) + (Senior Business Analyst for 3 hours) = 11 hours
x 7 respondent clearing agencies = 77 hours.

151 7 respondents * (32 hours (Year 1 burden) + 11 hours (Year 2 burden) + 11 hours (Year
3 burden)) = 378 hours (estimated total burden over 3 years) + 3 years = 126 hours.

152 378 hours (total burden over three years) + 7 respondents = 54 hours (estimated total
burden over 3 years) + 3 years = 18 hours.
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Rule 17Ad-22(e)(22) would require respondent clearing agencies to have written policies
and procedures regarding the use of relevant internationally accepted communication procedures
and standards. While registered clearing agencies are not subject to a similar existing
requirement under Rules 17Ad-22(b), (c) or (d), the Commission understands that covered
clearing agencies currently use the relevant internationally accepted communication procedures
and standards and expects a respondent clearing agency would need to make only limited
changes to satisfy the requirements under the Rule 17Ad-22(e)(22). Accordingly, the
Commission preliminarily estimates that proposed Rule 17Ad-22(e)(22) would impose an
aggregate one-time burden on respondent clearing agencies of 168 hours to review and update
existing policies and procedures.'>?

Rule 17Ad-22(e)(22) would also impose ongoing burdens on a respondent clearing
agency by requiring ongoing monitoring and compliance activities with respect to the written
policies and procedures created in response to the rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-
22, the Commission preliminarily estimates that the ongoing activities required by proposed Rule
17Ad-22(e)(22) would impose an aggregate annual burden on respondent clearing agencies of 35
hours."™

In summary, the Commission estimates that, over a three-year period, the total
recordkeeping burden to comply with Rule 17Ad-22(e)(22) would be 238 hours, or 79.33
hours per year when annualized over three years."”” The reporting burden per respondent
would be approximately 34 hours, or approximately 11.33 hours per year when annualized
over three years.'®

Standards Rule 17Ad-22(e)(23) that Impose a PRA Burden

The standards in Rule 17Ad-22(e)(23) impose a third-party reporting PRA burden. The
requirements of Rule 17Ad-22(e)(23) will apply to seven respondents.

Rule 17Ad-22(e)(23) contains similar requirements to Rule 17Ad-22(d)(9) but also
imposes substantial new requirements.'”” As a result, although a respondent clearing agency is

153 This figure was calculated as follows: ((Assistant General Counsel for 2 hours) +
(Compliance Attorney for 6 hours) + (Computer Operations Manager for 7 hours) +
(Senior Business Analyst for 2 hours) + (Chief Compliance Officer for 5 hours) + (Senior
Programmer for 2 hours)) = 24 hours x 7 respondent clearing agencies = 168 hours.

154 This figure was calculated as follows: (Compliance Attorney for 5 hours) x 7 respondent
clearing agencies = 35 hours.

155 7 respondents * (24 hours (Year 1 burden) + 5 hours (Year 2 burden) + 5 hours (Year 3
burden)) = 238 hours (estimated total burden over 3 years) + 3 years = 79.33 hours.

156 378 hours (total burden over three years) + 7 respondents = 34 hours (estimated total
burden over 3 years) + 3 years = 11.33 hours.

7 See 17 CFR 240.17Ad-22(d)(9).
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already required to have written rules, policies and procedures containing provisions similar to
some of the requirements in Rule 17Ad-22(e)(3). For some provisions of proposed Rule 17Ad-
22(e)(23), a respondent clearing agency would be required to establish policies and procedures to
address the additional requirements. Accordingly, based on the similar policies and procedures
requirements and the corresponding burden estimates previously made by the Commission for
Rule 17Ad-22(d)(9), the Commission preliminarily estimates that respondent clearing agencies
would incur an aggregate one-time burden of 966 hours to review and update existing policies

and procedures and to create policies and procedures, as necessary.

over three years.

158

Rule 17Ad-22(e)(23) would also impose ongoing burdens on a respondent clearing
agency by requiring ongoing monitoring and compliance activities with respect to the written
policies and procedures created in response to the rule. Based on the Commission’s previous
estimates for ongoing monitoring and compliance burdens with respect to existing Rule 17Ad-
22, the Commission preliminarily estimates that the ongoing activities required by proposed Rule
17Ad-22(e)(23) would impose an aggregate annual burden on respondent clearing agencies of
238 hours.™

In summary, the Commission estimates that, over a three-year period, the total third-
party reporting burden to comply with Rule 17Ad-22(e)(23) would be 1,442 hours, or 480.67
hours per year when annualized over three years.'® The reporting burden per respondent

would be approximately 206 hours, or approximately 68.67 hours per year when annualized

161

Total Burden for Covered Clearing Agencies

The table below summarizes the Commission’s estimates of the total hourly reporting
burden for all respondents under Rules 17Ad-22(e)(1)-(22).

Nature of Number of . Annualized
. S — Annualized Hourly - -
Information Type of CCp . Hourly Burden
. . Burden Estimate .

Collection Collection Respondents . Estimate Per
Industry-Wide o

Burden Respondent

a. Rule 17Ad-22(e) Recordkeeping 7 32.67 4.67

(1)

158

159

160

161

This figure was calculated as follows: ((Assistant General Counsel for 38 hours) +
(Compliance Attorney for 24 hours) + (Computer Operations Manager for 32 hours) +
(Senior Business Analyst for 18 hours) + (Chief Compliance Officer for 18 hours) +
(Senior Programmer for 8 hours)) = 138 hours x 7 respondent clearing agencies = 966

hours.

This figure was calculated as follows: (Compliance Attorney for 34 hours) x 7 respondent

clearing agencies = 238 hours.

7 respondents * (138 hours (Year 1 burden) + 34 hours (Year 2 burden) + 34 hours (Year
3 burden)) = 1,442 hours (estimated total burden over 3 years) + 3 years = 480.66 hours.

1,442 hours (total burden over three years) + 7 respondents = 206 hours (estimated total
burden over 3 years) + 3 years = 68.67 hours.
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Nature of Number of . Annualized
‘ Annualized Hourly
Information Type of CCp : Hourly Burden
. . Burden Estimate .
Collection Collection Respondents ; Estimate Per
Industry-Wide
Burden Respondent
g;le 17Ad-22(e) Recordkeeping 7 70 10
gl)ﬂe 17Ad-22(e) Recordkeeping 7 361.67 51.67
](_:23119 17Ad-22(e) Recordkeeping 7 746.67 106.67
FSI;Ie 17Ad-22(¢) Recordkeeping 7 266 38
él;le 17Ad-22(e) Recordkeeping 6 600 100
?;)lle 17Ad-22(e) Recordkeeping 7 1,367.33 195.33
gl)ﬂe 17Ad-22(¢) Recordkeeping 7 51.33 7.33
g)ﬂe 17Ad-22(e) Recordkeeping 7 51.33 7.33
gl;)l)e 17Ad-22(e) Recordkeeping 7 51.33 7.33
E‘il)e 17Ad-22(e) Recordkeeping 1 23.67 23.67
Egl)e 17Ad-22(e) Recordkeeping 7 51.33 7.33
. Fll;l)e 17Ad-22(e) Recordkeeping 7 182 26
Ejl)e 17Ad-22(e) Recordkeeping 2 32 16
Elél)e 17Ad-22(e) Recordkeeping 7 714 102
E‘g)e 17Ad-22(e) Recordkeeping 7 74.67 10.67
21;1; 17Ad-22(e) Recordkeeping 7 93.33 13.33
Rule 17Ad-22(e) Third-Party 7 135.33 19.33
(18) Reporting ' '
Elg; 17Ad-22(e) Recordkeeping 7 135.33 19.33
gl(l)l; 17Ad-22(e) Recordkeeping 7 135.33 19.33
glil)e 17Ad-22(e) Recordkeeping 7 126 18
ggl)e 17Ad-22(e) Recordkeeping 7 79.33 11.33
Rule 17Ad-22(e) Third-Party
(23) Reporting 7 480.67 0867
TOTAL 5,861.32 883.32
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13. Costs to Respondents

Standards in Rule 17Ad-22(b)(4) that Impose Costs on Registered Clearing Agencies

As discussed above, based on its oversight of clearing agencies, the Commission
estimates that Rule 17Ad-22(b)(4) would impose an annual burden on all respondent CCPs for
work on model validation. Based on its oversight of clearing agencies, the Commission
estimates that Rule 17Ad-22(b)(4) would also impose an annual cost on all respondent CCPs for
work on model validation. The Commission believes clearing agencies would hire a consulting
firm that would dedicate two consultants to the project for a total period of 12 weeks. The
Commission estimates that should respondent CCPs decide to hire external consultants to
develop and implement Rule 17Ad-22(b)(4) through written policies and procedures, the
ongoing cost associated with hiring such consultants would be approximately $3.9 million per

year.'®

Standards in Rule 17Ad-22(c)(2) that Impose Costs on Registered Clearing Agencies

As noted above, Rule 17Ad-22(c)(2) would require each clearing agency to post on its
website an annual audited financial statement. The requirement also would require the services
of a registered public accounting firm. The Commission estimates those services would on
average cost approximately $500,000 annually.'®® Therefore, to meet the ongoing requirements
of Rule 17Ad-22(c)(2) the Commission estimates a total annual cost of approximately
$5,000,000 in the aggregate for all respondent clearing agencies.'®

Total Costs for Rule 17Ad-22(b) and (c)

The ongoing external cost for Rule 17Ad-22 is $8.9 million.'®

Table of Costs for Registered Clearing Agencies (calculated per respondent)

Rules | Estimated | Number of | Total Annualized |

162 This figure was calculated as follows: 2 Consultants for 30 hours per week at $600 per

hour = $36,000 per week x 12 weeks = $432,000 per clearing agency x 9 respondent
CCPs = $3,888,000. The $600 per hour figure for a consultant was calculated using
www.payscale.com, modified by Commission staff to account for an 1800 hour work-
year and multiplied by 5.35 to account for bonuses, firm size, employee benefits and
overhead.

163 A precise estimate of audit costs for clearing agencies cannot be made, and therefore,
we examined a number of existing surveys, (see, e.g., surveys by CFO.com studying
large and small public companies). While the costs may vary depending on the
circumstances, we are using an estimate of $500,000, which is on the upper range for an
average cost.

164 This figure was calculated as follows: $500,000 estimated cost of registered public
accounting firm x 10 respondent clearing agencies = $5,000,000.

165 This figure was calculated as follows: $3,888,000 (for Rule 17Ad-22(b)(4)) +
$5,000,000 (for Rule 17Ad-22(c)(2)) = $8,888,000.
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Annualized Cost Respondents Burden
Per Respondent
Rule 17Ad-22(b)(4) $432,000 9 $3,888,000
Rule 17Ad-22(c)(2) $500,000 10 $5,000,000
Total $932,000 $8,888,000
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Standards in Rule 17Ad-22(e) that Impose Costs on Covered Clearing Agencies

Rules 17Ad-22(e)(4) through (7) include requirements for covered clearing agencies to
have policies and procedures reasonably designed to test and validate models related to
measuring financial risks. Based on its supervisory experience and discussions with industry
participants, the Commission preliminarily believes that covered clearing agencies may choose
to hire external consultants for the purposes of performing ongoing model validation required
under proposed rules 17Ad-22(e)(4) and (e)(7). Should each covered clearing agency choose to
hire external consultants, the Commission preliminarily estimates the ongoing cost associated
with hiring such consultants would be approximately$4,388,160 in the aggregate.'®

Consequently, the Commission estimates that the annualized cost associated with Rules
17Ad-22(e)(4) and(7) relating to risk model testing and validation would be $2,925,440 or
$1,462,720 per rule.'® This would amount to $208,960 per respondent per rule.'*®

In addition to the costs imposed relating to risk model testing and validation, Rule 17Ad-
22(e)(7) would also impose a cost on covered clearing agencies relating to maintaining sufficient
liquid resources. Under proposed Rule 17Ad-22(e)(7)(1), a covered clearing agency would be
required to maintain sufficient liquid financial resources at a minimum to be able to effect same-
day, and where appropriate, intraday and multiday settlement of payment obligations under a
wide range of potential stress scenarios that include the default of the participant family that
would generate the largest aggregate payment obligation for it in extreme but plausible market
conditions. Based on its supervisory experience, the Commission preliminarily believes that
some covered clearing agencies currently do not meet the proposed liquidity requirement.

In order to meet the liquid resource requirements of Rule 17Ad-22(e)(7) covered clearing
agencies may, among other things, enter into prearranged funding agreements that are deemed to
be highly reliable in extreme but plausible market conditions. The Commission preliminarily
estimates that, if covered clearing agencies use prearranged funding agreements to comply with
Rule 17Ad-22(e)(7)’s liquid resource requirements, the cost of compliance will be between $133
and $225 million per year.

In addition to the costs imposed by the liquid resource requirements of proposed Rule
17Ad-22(e)(7), covered clearing agencies will face costs related to Rule 17Ad-22(e)(15).
Specifically, as discussed above, Rule 17Ad-22(e)(15) requires covered clearing agencies to

166 This figure was calculated as follows: 2 Consultants for 40 hours per week at $653 per
hour = $52,240 x 12 weeks = $626,880 per clearing agency x 7 covered clearing agencies
= $4,388,160. The $653 per hour figure for a consultant was calculated using
www.payscale.com, modified by Commission staff to account for an 1800-hour work-
year and multiplied by 5.35 to account for bonuses, firm size, employee benefits and
overhead.

167 This figure was calculated as follows: based on the lower end of the estimated ranges $0
(Year 1 cost) + $4,388.160 (Year 2 cost) + $$4,388,160 (Year 3 cost) = $8,776,320
(estimated total cost for 3 years) + 3 years = $2,925,440. For the purposes of estimated a
PRA cost on a per-rule basis, we have divided the total cost for Rules 17Ad-22(e)(4) and
(e)(7) evenly between the two rules.

168 $2,925,440 + 7 respondents = $417,920 =+ 2 (rules 17Ad-22(e)(4) and (e)(7)) = $208,960.

64



maintain liquid net assets funded by equity equal to the greater of either (a) six months of the
covered clearing agency’s current operating expenses, or (b) the amount determined by the board
of directors to be sufficient to ensure a recovery or orderly wind-down of critical operations and
services of the covered clearing agency.

Based on its supervisory experience the Commission preliminarily estimates that at the

lower bound proposed Rule 17Ad-22(e)(15) would impose an annual internal cost of $16
million, while at the upper bound the rule would impose an annual internal cost of $50 million.'®

Table of Costs for Covered Clearing Agencies (calculated per respondent)

Rules Estimated Number of Total Annualized
Annualized Cost Respondents Burden
Per Respondent
Rule 17Ad-22(e)(4) $208,960 7 $1,462,720
Rule 17Ad-22(e)(7) $208,960 7 $1,462,720
Total $417,920 $2,925,440

14. Costs to Federal Government

Not applicable.

15. Changes in Burden

The Commission notes that the PRA burden estimates in the 2012 Adopting Release were

significantly lower than the PRA burden estimates in the 2011 Proposing Release.'” Several
reasons account for the changes that were made. The Proposing Release contained five proposed
rules with PRA collection of information requirements in addition to Rule 17Ad-22 — proposed
Rules 17Aj-1, 17Ad-23, 17Ad-25, 17Ad-26 and 3Cj-1. These other proposed rules were not
adopted at that time.

Additionally, the 2011 Proposing Release estimated that the proposed rules would have

applied to seventeen entities. A number of these entities -- in particular those providing post-
trade processing services for security-based swap transactions -- would have been completely

169

170

To estimate these costs, the Commission applied the capital asset pricing model to
observed returns for two clearing agencies that have publicly-traded equity outstanding.
This methodology yielded a cost of equity for these two clearing agencies of
approximately 10%.

See 2011 Proposing Release at 14,521 (“The Commission preliminarily believes that for
all respondent clearing agencies the aggregate paperwork burdens contained in proposed
Rules 17Ad-22(d)(1), (2), (3), (4), (5), (6), (7), (8), (9), (10), (11), (12), (13), (14), (15),
(b)(1), (2), (3), (4), (5), (6), (7), (c)(1) and (2) would impose a one-time burden of 83,343
hours and an ongoing annual burden of 39,658 hours.”). In the Adopting Release, the
Commission estimates the total initial burden for Rule 17Ad-22 to be 11,880 hours, with
the total ongoing annual burden for Rule 17Ad-22 to be 4,888 hours.
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unfamiliar with the Commission’s registration process for clearing agencies. Further, these
entities typically do not have written rule books to govern their relationship with their users. As
a result, they would have experienced significant initial burdens associated with the proposed
rules.

In contrast, Rules 17Ad-22(b), (c) and (d) apply only to the seven clearing agencies
registered with the Commission that provide CCP or CSD services."”! These registered clearing
agencies already had written rules, policies and procedures addressing significant aspects of
Rules 17Ad-22(b), (c) and (d). For purposes of the PRA analysis, the Commission also
estimated that three entities could potentially register with the Commission as clearing agencies
acting as CCPs, bringing the total number of respondents to ten -- nine of which are CCPs and
one of which is a CSD."”* The Commission believed that some of the entities seeking to register
with the Commission as clearing agencies may already be providing similar services in other
jurisdictions and therefore may already have written rules and procedures similar to those
contemplated by Rules 17Ad-22(b), (c) and (d). Accordingly, the Commission believed that the
potential PRA burden on this smaller and more established group of respondents would be
significantly lower than the estimates provided in the 2011 Proposing Release. Further, the 2011
Proposing Release treated each subsection of the rule -- and therefore each required policy and
procedure -- as a separate PRA burden. However, the Commission believed that registered
clearing agencies were more likely to be able to address the changes required by Rule 17Ad-22
in an integrated, not piecemeal, review and drafting process. That is, respondents were likely to
group aspects of Rule 17Ad-22 together as they implement policies and procedures responsive to
Rule 17Ad-22. Therefore, the revised PRA burden estimates no longer accounted for each
requirement as a separate burden.

Finally, the Commission revised the PRA burden estimates in recognition that many parts
of Rule 17Ad-22 -- specifically Rules 17Ad-22(b)(1)—(3) and Rules 17Ad-22(d)(1)—(15) --
reflected usual and customary practices of registered clearing agencies. Because registered
clearing agencies already complied with significant aspects of Rule 17Ad-22 in the normal
course of their activities, many aspects of Rule 17Ad-22 imposed minimal PRA burdens on
registered clearing agencies limited to the review of the rule and their existing policies and
procedures. Because certain rules would involve adjustments to a registered clearing agency’s
rule book and its policies and procedures rather than the creation of entirely separate policies and
procedures to support entirely new operations and practices, the Commission recognized that
some aspects of Rule 17Ad-22 would impose incremental new PRA burdens on registered
clearing agencies.

With the proposal of new Rule 17Ad-22(e), the PRA burdens associated with portions of
Rule 17Ad-22 (d) have been reduced to reflect a decrease in the number of respondents that
would be subject to the provisions of those rules. The Commission believes that seven
respondent clearing agencies will be subject to the PRA burdens associated with Rule 17Ad-
22(e). Prior to the proposal of Rule 17Ad-22(e), these seven respondent clearing agencies were

171 The Commission also notes that the BSECC and SCCP are currently registered with the
Commission as clearing agencies but conduct no clearance or settlement operations. See
Securities Exchange Act Release Nos. 63629 (Jan. 3, 2011), 76 FR 1473 (Jan. 10, 2011),
and 63268 (Nov. 8, 2010), 75 FR 69730 (Nov. 15, 2010), respectively.

172 The burden estimates include the possibility that either BSECC or SCCP, or both,
resume operations in the future.
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subject to the PRA burdens associated with Rule 17Ad-22 (d). As a result, the Commission
believes that only four respondent clearing agencies will remain subject to the PRA burdens of
certain portions of Rule 17Ad-22 (d) and estimated aggregate burdens have been adjusted
accordingly, as set forth above.

date.

16. Information Planned for Statistical Purposes

Not applicable.

17. Display of OMB Approval Date

The Commission is not seeking approval to not display the OMB approval expiration

18. Exceptions to Certification for Paperwork Reduction Act Submissions

Not applicable.
COLLECTIONS OF INFORMATION EMPLOYING STATISTICAL METHODS

Not applicable. The collection of information does not employ statistical methods.
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