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Ref: BNP Paribas Response to the CPSSIOSCO Principles for Financial Market
Infrastructures” Consultative Report

General Comments

1 — Market Infrastructures are Central to the Market

We welcome the conceptual clarity in which the Finacial Market Infrastructures (FMI) are
framed throughout the Consultative Report. The Report, despite its aim to encompass all system
worldwide, appears successful in being able togmiea consistent and clear vision of what Market
Infrastructure are and what they should Imger allia, the Consultative Report recognises in several
occasions the following facts:

- Market Infrastructures are centtalthe market; hence:

- Their rules and procedures are common to all ppaitsand they are publictherefore these
rules exclude bilateral relationships between fam@nnstitutions and their customers (p. 7)

- Without appropriate regulation, Market Infrastruets have the power to leverage their central
position against their participants

- The immediate commercial interest of Market Infrastures can lower their standards of risk
management and thus potentially impact the wholketa

This clear conceptual framework translates into twoimportant clarifications, which strengthen
significantly the efficiency of the Principles as aegulation tool:

- The Operators of Market Infrastructures are inatudieto the perimeter of the regulation
covered by the Principles; thus the approach ofPttieciples is an efficient mix of functional
approach (based on general definitions) but diyeqqiplying to corporate entities.

- The commercial banks, which do not operate anyraksystem or function and have only
bilateral and private relationships with their olig, are totally excluded from the scope of the
principles.

! Following is an example of this clearer conceptapproach of the current Principles, compared te of their
predecessors, the “Recommendations on SecurititierSent Systems (RSSS)” (p. 8) THe definition of an SSS in this
report is more narrow than the one used in the R8®&h defined an SSS broadly to include thesktlof institutional
arrangements for confirmation, clearance, and setgént of securities trades, and safekeeping ofrisesuacross a
securities market. For example, the RSSS definfionSSSs included CSDs and CCPs, as well as cariahéank
functions involving securities transfers. In theport, CSDs and CCPs are treated as separate tgp&dls. As noted
above, in many countries, CSDs also operate an’SSS.
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2 — Any rule on commercial banks should be clearlgeparated from the Principles

The Consultative Report states that, despite not héng been reviewed nor included in the
Principles for FMiIs, the “Marketwide Recommendations” of the former sets of standard
“remain in effect” (p. 6, par. 1.7)Indeed, the marketwide recommendations are notded in the
Principles on Market Infrastructures; they are risted in a separate annex.

It seems to us that this statement is counterprodtive, since these “Marketwide
Recommendations” {fade confirmation”, “settlement cycle”, “securitge lending”, “protection of
customers securitiésetc) were partly responsible of the uncertainty regaydhe scope of application

which was inappropriately extending beyond the raankfrastructures.
We would welcome a_separateand comprehensive work of CPSS and I0SCO regarding
regulation of participants to market infrastructure s, but we want a clear delimitation between what

belongs to infrastructure regulation and what bgéotm market participants activity.

Suggested modification (p. 6):

1.7. A full reconsideration of the marketwide recoendations from the RSSS was not undertaken as
part of this reviewFhose-recommendationsremainin-ef8pecifically, RSSS recommendation 2|on

trade confirmation, RSSS recommendation 3 on sedthe cycles, RSSS recommendation 4 on central
counterparties, RSSS recommendation 5 on secul@reing, RSSS recommendation 6 on central

securities depositories, and RSSS recommendatiamn JR2otection of customers’ securitiesnain-n
effeet do not apply specifically to FMIs and thereforesld be part of a different set of standarnds

These recommendations are provided in annex C dégrance. In addition to keeping RSSS
recommendations 6 and 12, this report containsskeatprinciples on the risk management of C$Ds
(see principle 11) and on the segregation and Ipiityaof assets and positions held by a CCP (see
principle 14). The CPSS and Technical Committed@®CO may conduct a full review of the
marketwide standards in the future.

3 — FMIs have to be stringently requlated and supeised: they should not be transformed into
requlators themselves

A positive evolution integrated in the Consultative Report is that regulation on FMiIs is
necessary: it is clearly stated that market forcesalone, cannot do the joh One of the main
reasons is the conflict of interests that we haelaly listed, i.e.:

1/ the natural ability of Market Infrastructure niét regulated, to leverage their central position
against their participants if they want to expama ithe non-infrastructures/commercial activitiag a

2«Market forces alone will not necessarily achievyfthe public policy objectives of safety andaincy (p. 11)



2/ the risk that the FMIs’ goal to develop commalcactivities can generate for the
infrastructure and hence for the whole market place

Considering these conflicts, we strongly oppose cfamring regulatory and enlarged supervisory
functions to FMIs which would go beyond their dire¢ participants. This trend appears clearly
especially in the Principle 19 (“Tiered particifmati arrangements”), and as well in the Principle 1
(“Legal basis”). The Principle 19 confers upon tRkIl regulatory powers on the whole market
participants, while Principle 1 create a new “rotsok” for the whole market, in which the contracts
and rules of the FMIs are put as the same level landtled together with laws and regulations
promulgated by the regulators. But the negativerasities, in term both of systemic risk and fair
competition, of giving regulatory powers to the EMin the whole market, by far exceed the potential
advantages.

Suggested modification (pp. 84 to 86): the entirermciple should be taken out.

4 — Contractual agreements cannot be part of FMIst_egal basis

FMIs can legitimately rule their relationship with their direct participants, provided that these
rules would be _uniform (common to the participants or to a class of partipants), publicly
accessibleand approved by the requlatorsupervisor. Contractual arrangements, which by principle
are known only by the two parties of the contrant evhich differ from one contract to another, canno
be part of the Legal basis of a market infrastrectu

Suggested modifications (p. 19-20):

Legal basis

3.1.2. The legal basis should provide a high degfeertainty for each aspect of an FMI's acti\stia
all relevant jurisdictions. The legal basis corssist the legal framework and the FMI's rulesid
proceduresand-contractsThe legal framework includes general laws andileggpns that govern,
among other things, property, contract, insolvencytporations, banking, secured interests, [and
liability. In some cases, competition, consumed gavestor protection laws and regulations may also
be relevant. (...)

3 “EMIs also concentrate risk. If not properly managEtlis can be also sources of financial shédks 5)



5 - Principles are “minimum standards” to be propaated worldwide, however their goal is not
to undermine efficient reqgulation on FMIs where italready exists

The Principles cannot justify to export/import lessstringent rules and practices in countries
which already benefits from higher risk managemenstandards In particular, for instance, while
the Principles recommend to reduce to the maximxt@ne the credit risk taken by CSDs, especially
by adopting DVP (“exchange of value settlement”)l &y realising the money settlement in central
bank money, the fact that the Principles provideegies to the situations where commercial bank
money is used does not imply that future regulatibased on the Principles should feel deemed to
propagate this lesser desirable arrangement wieelnettter one is already in practice.

Thus we hope that the application of the Principlesvill drive towards an upgrading of the global

and individual safety of Market Infrastructures, and will not translate into a race to the bottom
taking into account that some recommendations ayfear less stringent in some markets than the
existing organisation in place. This issue is oftipalar relevance in the context of the Markets
infrastructures’ interoperability: it remains indeenclear if the compliance of linked infrastruesir
with the relevant dispositions disseminated thrauglthe Principles can be considered as suffident
force national authorities to authorise such links.

6 — Towards a new global coordination

In this regard, we welcome very much the axis dewvgbed for the international cooperation
between market authorities. In particular, the necessity, for market authesito justify to their
peers their oversight and regulatory choices wdgiielying the Principles is a positive evolution.

In particular, we feel confident that, soon to be stablished as global regulatory standards by the
Financial Stability Board (FSB), the CPSS-IOSCO Pmciples will play an important role in
strengthening and contributing to the development D market infrastructures in emerging
financial markets. This consistent and complete set of Principles Ehimadeed efficiently contribute
to the propagation of good practices in emergirapemies and foster global harmonisation.



Specific comments on the text and content of the Fciples:

General organisation

Principle 1. Legal basis

An FMI should have a well-founded, clear, transpgrand enforceable legal basis for each aspeit$ afctivities in all
relevant jurisdictions.

We have major concerns with the way the Principle 1s considered in the report.For instance as
it appears in the following excerpts:

“The legal basis defines, or provides the foundafmmrelevant parties to define, the rights and
obligations ofthe FMI, its participants, and, where relevant, f@pants’ customers
(p.19, par 3.1.1)

“The legal basis consists of the legal frameworkl #ime_FMI’srules, procedures, and contratts
(p-19, par 3.1.2).

“One recommended approach to articulating the lelgasis for each aspect of an FMI's activities is to
obtain well-reasoned and independent legal opinionanalyses. A legal opinioor analysis, among
other things, shoul@lentify and, where necessary, interpret the lawd gegulationsapplicable to an
FMI's operations and services.”

(p- 20, par. 3.1.4)

A/ Our first main concern, (echoed by the Principlel9 on tiered participation), is the trend to
establish FMIs (which are commercial entities) asagulators, not only of their direct participants

but of the whole market. FMIs would therefore become even more than SetfuRdory
Organisation, by being able to regulate not onBirthlirect participants but the customers of these
ones and so on. The quaeprais one among many expressing this ability to pselfi-elaborated
rules beyond their direct participants. The “lelgasis”, putting at the same level contracts offiNd

and the applicable laws and regulations (which #gedues can be “interpreted” by the counsels of the
FMI) give the possibility to FMIs to edict a “ruok” which applies beyond direct participants &nd
appears to give a too large interpretative mawitne FMIs.

Considering both the systemic importance of FMIs ad their commercial interest to leverage
their central position in the market in order to unfairly compete with their participants, we
consider that FMIs should be submitted to stringemfiorcement of specific regulation and that it
should be avoided that FMI could exercise discnetig regulatory powers.



B/ The second concern comes with the introductionf @ontracts, and hence of contractual choice
of law, in the “legal basis” of the FMI§ at the same level and bundled with the regulatory
framework.

For systemic risk reasons, it should be stated cldg that the contractual choice of law cannot be
an option for the determination of the law applicalbe to the systemand for the proprietary aspects
of securities held on a participant's account enxdyistem.

The same law should be applicable to the FMIs andheir participants. This would avoid
introducing uncertainty (for the FMIs themselves, their participants, and for the customers ofrthe
participants) by allowing different applicable laws be chosen in the context of each different
contractual relation the FMI could enter into. kse of financial stress, the need for the FMI dsd i
participants to sort out the diverging applicabdevd which would have been introduced by the
contractual choice of law would certainly deepea thisis and put the survival of the FMI itself at
risk.

Additionally, the rules of the FMIs must be uniform (common to the participants or to a class of
participants), publicly accessible and approved bythe regulator/supervisor. Contractual
arrangements, which by principle are known onlytly two parts of the contract and which should
differ for each counterpart, cannot be part ofltbgal basis of a market infrastructure.

Suggested modifications (p. 19-20): contracts cannpart of the rule book of the FMI and cannot
allow interpretations or introduce choice of the aplicable legal framework.

Legal basis

3.1.2. The legal basis should provide a high degfeertainty for each aspect of an FMI's actistia
all relevant jurisdictions. The legal basis corssist the legal framework and the FMI's rulesid
proceduresand-contractsThe legal framework includes general laws andileggpns that govern,
among other things, property, contract, insolvencytporations, banking, secured interests, land
liability. In some cases, competition, consumed aavestor protection laws and regulations may also
be relevant. (...) An FMI should establish rulesd proceduresand-centractthat are consistent with
the legal framework and provide a high degree gédlleertainty.(...)

3.1.4. An FMI should be able to articulate its lebasis to relevant authorities, participants, and,
where relevant, participants’ customers, in a clead understandable Way}ne—reeemmended

seﬁqees—m—addmen—ﬁm FMI should seek to ensure that its activities @asistent with the Iegd
basis in all relevant jurisdictions. These jurisiics could include (a) those where an FMI| is
conducting business (including through linked FM(b) those where its participants are incorporated
located, or otherwise conductlng business for tmacpses of part|C|pat|on (c) those where colldtsra
located or hel gelav




Principle 2: Governance

An FMI should have governance arrangements thatlaee and transparent, promote the safety andieffiy of the FMI,
and support the stability of the broader finansigtem, other relevant public interest considenati@nd the objectives ¢
relevant stakeholders.

—h

We welcome especially the following paragrapfwe underline):

“3.2.5. (...) An _FMI that is part of a larger org#sation for example, should place particular
emphasis on the clarity (including in relation tayaconflicts of interest and outsourcing issued tha
may arise because of the parent or other affiliabeganisation’s structure) and adequacy of its own
governance arrangements to ensure that decisioaffibfited organisations are not detrimental teth
FMI. If an FMI is wholly owned or controlled by ather entity, authorities should also review the
governance arrangements of that entity to see they do not have adverse effects on the FMI’'s
observance of this principle. In some cases wharEMI provides services that present a distinck ris
profile from its primary function, the FMI may netalseparate legally the additional services that i
provides Similarly, a for-profit entity may need to plaparticular emphasis on the independence of
its risk-management arrangements to manage any licisnfbetween income generation and
resilience’.

We indeed consider that segregation between the FBiFinfrastructure (core) services” and the
commercial banking (ancillary) activities should beimposed, along the lines applied in other
network industries.

In particular:

- Legal and functional unbundling between infrastinues services and commercial services:
independence of legal form, organisation (operat@mal IT), decision making (management and
board).

- Accounting separation based on costs and revenues

For infrastructure services the following principles need to be enforced:

- Equal access to infrastructure services, equedtritent of users accessing these services
(digressive fares may apply but no bilateral negmins should take place, no “special deal”).

- Transparency and clarity of governance rulesprafing and of the conditions of service; all
Infrastructure rules should be public and non-disitratory.

- User oriented governance with fair representaioall types of users.

Suggested modification (p. 24):

—

3.2.5. (...) In some cases where an FMI providegices that present a distinct risk profile frora |i
primary function, the FMImay need to separate legally the additional servited it provides
Similarly, a for-profit entitymay need to place particular emphasis on the indepeedef its risk-
management arrangements to manage any conflict®éetincome generation and resilience.




Principle 3: Framework for the comprehensive management of risks

An FMI should have a sound risk-management framkewior comprehensively managing legal, credit, ldjty,
operational, and other risks.

We are concerned by one perspective adopted in tleport, as it can be seen in particular within
the following excerpts, pp. 28-29 (we underline):

“Key considerations

(...) 2._.An FMI should provide the incentives amdhere relevant, the capacity to participants and
their customers to manage and contain their risks

3. An FMI should regularly review the material sk bears from and poses to other entities (such a
linked FMIs, settlement banks, liquidity providersy service providers) as a result of
interdependencies and develop appropriate risk-rgangent tools to address these risks.

(...)

3.3.1. An FMI should take an integrated and comensive view of its risks, including the risks it
bears from and poses to its participants and tleeistomersas well as the risks it bears from and
poses to other entities, such as linked FMIs, exeitint banks, liquidity providers, and service
providers. (...)

3.3.5. In establishing risk-management policiegcedures, and systems, an FMI should provide the
incentives for its participants and other interdedent entities to identify, measure, and manage the
own risks:

However, the creation of “incentives” for market paticipants should be done by the regulatory
authorities, not by FMIs. FMIs should indeed have a risk management systeptace that allows
them to efficiently fulfill their role in stabilisig the market and mitigating systemic risk. Howewer
are concerned by this regulatory function giverFkbls which goes beyond their direct participants.
Once these “incentives” are adopted by the FMI imtelgrated to the “legal basis”, their stringency
will be de factoas solid as the one of the applicable regulat@myéwork itself.

Another concern relies with the lack of stringencyof the report related with the risks imported

in a FMI by interoperability arrangements. Interoperability arrangements need careful
consideration on a case-by-case basis and shoutriby controlled, given the additional risksath
they bring to the financial system.

Suggested modification (pp. 28-29):

Key considerations
(...) Z , vi j Py
R =
Explanatory Note

3.3.1. An FMI should take an integrated and comgmslve view of its risks, including the risks it
bears from and poses to its participamte-theicustemeras well as the risks it bears from and pgses
to other entities, such as linked FMIs, settlentemtks, liquidity providers, and service providers.

(..)

neir
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Credit and liquidity risk management

Principle 4 and 7: Credit and liquidity risks

Principle 4: Credit risk

An FMI should effectively measure, monitor, and @ge its credit risk from participants and frompesyment, clearing
and settlement processes. An FMI should maintafficent financial resources to cover its creditpesure to each
participant fully with a high degree of confiden@e.CCP should also maintain additional financisdaerces to cover a
wide range of potential stress scenarios that shimelude, but not be limited to, the default of flone/ two] participant[s
and [its/their] affiliates that would potentiallpgse the largest aggregate credit exposure[sjtierag but plausible market
conditions.

Principle 7: Liquidity risk

An FMI should effectively measure, monitor, and g its liquidity risk. An FMI should maintain sigient liquid
resources to effect same-day and, where appropiidtaday settlement of payment obligations witligh degree of
confidence under a wide range of potential stresmarios that should include, but not be limited ttee default of
[one/two] participant[s] and [its/their] affiliatethat would generate the largest aggregate liguidéed in extreme byt
plausible market conditions.

We strongly support CPSS-IOSCO'’s goal to ensure thaFMIs effectively manage their credit
risk. We have the following comments:

A/ First, Market Infrastructure should not assume more financial and credit risks than is
necessary in their function as central providers.

For this concern, the recourse to Central Bank Mong is the best available tool and should be
generalised Therefore we strongly support the recommendatmrconduct money settlement in
central bank money. If we can understand in théoeycaveat of central bank money being “available”
or not (especially if the central bank is not wigito provide such mean to a specific FMI); however
we consider that the word “practical” could be mling in giving the erroneous feeling that
recurring to central bank money would depend oaorevenience (commercial or organisational) of the
FMI. The wording should either (preferably) disappeeither be reinforced by “practical” being
replaced by “feasible in practice”

The main CCP function being counterparty risk managment, strong credit risk management
have indeed to be imposedn particular, a CCP must have intraday acces3etatral Bank liquidity
for its principal currency. The manners a CCP disarincipal risk should be approved both by its
users and the supervisors. The Principles therefamstitute a starting point, notwithstanding tleeg
not stringent enough.

A CSD, in its infrastructure function, should not take any other risk than operational risk. The
infrastructure function of CSDs is to centrally imbilise securities (there should therefore alwags b
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only one CSD for each issuance of securities), targntee their existence and to centrally settle
transactions by exchanging securities against daplkrational risk is the only risk inherent to this
infrastructure function. Credit and liquidity riskse not essential to the provision of the infiadre
function, and settlement in Central Bank Moneyhs best protection against risk concentration.
Therefore risk generating services should be btnictg-fenced (unbundling principles) to preveniya
spill over risk to the CSD. In particular, a CShahd settle on DVP basis in Central Bank Money, and
a CSD should not grant credit to its participants.

Suggested modification (p. 30 & 46):

Principle 4: Credit risk

An FMI should effectively measure, monitor, and maage its credit risk from participants and
from its payment, clearing, and settlement processeThe recourse to Central Bank Money is thg
best available tool and should be generalised. CSBBould be ring-fenced from taking any credit
risk. Ar-FMI-CCP should maintain sufficient financial resources tacover its credit exposure to
each participant fully with a high degree of configgnce. A CCP should also maintain additional
financial resources to cover a wide range of potelatl stress scenarios that should include, but ng
be limited to, the default of the [one/ two] partigpant[s] and [its/their] affiliates that would

potentially cause the largest aggregate credit expare[s] in extreme but plausible market
conditions.

(-..)

Principle 7: Liquidity risk

An FMI should effectively measure, monitor, and maage its liquidity risk. . The recourse to
Central Bank Money is the best available tool and®uld be generalised. CSDs should be ring
fenced from taking any liquidity risk. Ar-FMI-CCP should maintain sufficient liquid resources
to effect same-day and, wherepprepriate-possible intraday settlement of payment obligationg
with a high degree of confidence under a wide rangef potential stress scenarios that should
include, but not be limited to, the default of [on&wo] participant[s] and [its/their] affiliates tha t
would generate the largest aggregate liquidity neeith extreme but plausible market conditions.

—

B/ Second, while we support the introduction of spEfic minimum requirements (cover 1 or 2), it

is important that such minimum requirements avoid he suggestion that a simple quantitative
standard is a substitute for prudent risk managemen Specifying compliance in such a way could
also result in FMIs simply adopting the baselingheit its own risk management committee and local
regulator performing the requisite risk managenaet supervisory work respectively to determine the
appropriate amount of coverage for its market.

We consider that it is far more important that a FMI's credit requirement is based on an
assessment of the relevant risk factors such as tlgeality of the counterparties to a given FMI

and the products serviced by the FMI.The relative importance of each criterion wouldya
depending upon the FMI. Such a risk sensitive assest could show that even a cover two standard
was inadequate for a particular FMI’s credit ri€)CPs must engage their clearing members and their
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respective regulators in seeking the appropriaterage level, taking into consideration a variety o
risk factors, including the price volatility of ptacts cleared; their liquidation period and price
transparency; the correlation of default probapiimongst clearing members; the correlation of
products cleared and collateral held; the conceatraf positions at aggregate CCP level.

Additionally, given the Basel Committee proposal tht “qualifying CCP” status depends on
compliance with these CPSS-IOSCO principles, thers the risk that breach of a known number
standard (either “cover one” or “cover two”) could result in a sudden change in capital
requirements. Such a sudden change gives rise to serious canebout the settings among market
participants and CCPs, and the potential disruptenmsed by the determination itself that the CCP is
in breach.

C/ Thirdly, and importantly, we want to strongly underline that for a CCP, the quality of its
membership criteria, and hence the financial strentlp of its clearing members is certainly its best
protection, both as criteria for joining a CCP and as an amggrocess of monitoring of the
members.

These financially sound clearing members then managheir own credit risk with their clients of
lesser creditworthiness, which would be ring-fencedrom the CCP by remaining indirect
participants. While mandatory clearing is progressively enforggobally and will give raise to a
progressive extension of the material scope coyetésl of the utmost importance that the quality o
membership in CCPs is preserved, despite the coomherterest of the CCPs themselves.

Principle 5: Collateral

An FMI that requires collateral to manage its @& ptarticipants’ credit risk should accept collatesith low credit,
liquidity, and market risk. An FMI should also s&td enforce appropriately conservative haircutscmtentration limits.

We support the key principles regarding collateralmanagement and in particular the necessity for
a CCP to collect sufficient collateral to coverdlyfuts participants open positions ; and, for this
collateral to be, as far as possible, easily vdtiabthe event of liquidation and sufficiently aptable

to avoid credit, liquidity and market risks.

The ability for a CCP to be able to assess and vauefficiently collateral is indeed crucial
Requiring too much or not enough collateral havstadiing effects, either on the cost of using
financial products or as a liquidity drain. Thisaiéthe more important in the context of the G20am

to send more flows towards CCPs.

There are for CCPs two obvious ways to compete: l@uing initial margin, and accepting a wider
range of collateral with lower haircuts. Both of these actions are undesirabléefhe CCP can easily
become under-margined due to changes in the vdltleeaollateral. The set of “eligible collateral”
should be limited to containing assets with théofeing features: high credit quality; high liquigit
low volatility; and have low correlation with thexgosure. Collateral with these features, along with
minimum cash thresholds and concentration limitsinggrument, would help ensure both adequate
liquidity and loss coverage at the CCP in the et clearing member default.
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Rehypothecation of non-cash collateral provided tan FMI should be prohibited as it would
create additional types of risks, thus limiting tperpose of collateral as a means to reduce
counterparty and market risks.

Securities collateral should be segregated and casollateral should be held with the relevant
central bank.

Principle 6: Margin

A CCP should cover its credit exposures to itsip@ents for all products through an effective nmiargystem that is risk
based and regularly reviewed.

We broadly support this Principle. Margin, especialy initial margin, plays a crucial role in
absorbing the losses a CCP might incuin liquidating the portfolio of a defaulting cléag member.
Indeed, in a default context, the largest proparbbthe financial resources available to the CGIP w
be initial margin and default funding. If initial argin is not sufficient to cover the losses from
disposing of a clearing member's position, the @@Pturn first to the defaulting member’s default
fund and then to a combination of the CCP’s owntabpnd the default funding provided by the other
clearing members.

It is vital that CCPs be required to design defaulffund calculation processes in a manner that is
both transparent and replicable by clearing membersso that the requirements resulting from client
clearing activity are ascertainable in advance layket participants. In particular, it will be difilt

for clearing members to provide scalable OTC chgpservices if they are unable to ascertain funding
costs and mutualised risk potential due to opagfi@uit fund structures.

There must be regular CCP back-testing of its inital margin calculation; and periodic disclosure
by the CCP to its clearing members and regulatorsfats back-testing methodology its stress tests
and results. The relevant local CCP supervisotsaasg responsibility for periodically reviewingeth
stress test methodology and, if appropriate, requaivanges. Self-certification of compliance with
margin calculations is not adequate.

Settlement

Principle 8: Settlement finality

An FMI should provide clear and certain final satikent, at a minimum, by the end of the value dAtieere necessary @
preferable, an FMI should provide final settlemiaiitaday or in real time.

-

Settlement Finality is a major component of systemaistability. Indeed, providing robust settlement
finality is the keystone of the entire settlemerdgess. The settlement process could be described a
the following package of integrated steps: matchssgtlement; finality (exchange cash vs secutities
preferably DVP and with central bank money). Prongdsettlement finality ensures the certainty of
the ability to dispose, for any possible purpodethe cash and securities liberated by the finabsa

12



of the settlement of the trade. Imposing unceryaont the finality of the settlement put the entire
settlement at risk.

Regarding the issue of the links between CSDs, thershould be only one system providing
settlement finality for any transaction and it seems that this issmet@ddressed in the Report.

The circulation of conditional finality throughout linked systems is the most dramatic way to
propagate systemic risk by submitting all participants of several domestiarkets to unexpected

unwinding of settlement with systemic domino effect

Suggested modification (p. 54): (added “Key considation” 6)

Key considerations (...)
6. In case of links between CSDs, there shouldnbe ane SSS providing settlement finality for any
transaction.

Principle 9: Money settlements

An FMI should conduct its money settlements in rdritank money where practical and available. tftad bank money
is not used, an FMI should minimise and strictlyitcol the credit and liquidity risk arising frometuse of commercial
bank money.

We strongly support the recommendation to conduct mney settlement in central bank money.

We can understand the caveat of central bank monelyeing “available” or not (especially if the
central bank is not willing to provide such mean taa specific FMI); however we consider that the
word “practical” could be misleading in giving the erroneous feeling that recurringcemtral bank
money would depend on a convenience (commerciarganisational) of the FMI. The wording
should either (preferrably) disappear, either lefoeced by “practical” being replaced by “feasilie
practice”

“Settlement on the books of a FMI” (p 56 par 3.9.6)considering the systemic risks that such an
organisational scheme brings to the market place, evdefinitely consider that the wording of this

paragraph totally lacks of stringency. The suggested remedies does not seem to bring saiety

either.

Suggested modification (p. 54):

Principle 9: Money settlements

An FMI should systematically conduct its money settlements in central bank moryewhere
practical-and available and feasible in practice If central bank moneyis-cannot be used, an FMI
sheuld must minimise and strictly control the credit and liquidity risk arising from the use of
commercial bank money.
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Key considerations

1. An FMI should conduct its money settlementsenttal bank money, whepgactical-ancavailable
and feasible in practigéo avoid credit and liquidity risks.

2. If central bank moneys-camot be used, an FMI should conduct its money settlemesisgua
settlement asset with little or no credit or ligtydisk.

(...)

5. FMIs should not conduct money settlement on its bawoks If an FMI conducts money settlements
on its own books, it should minimise and stricthntrol its credit and liquidity risks.

Central securities depositories and exchange-of-ua settlement systems

Principle 11: Central securities depositories

A CSD should have appropriate rules and procediardgelp ensure the integrity of securities issues minimise and
manage the risks associated with the safekeepidgtrmmsfer of securities. A CSD should maintainusiéies in an
immobilised or dematerialised form for their traersy book entry.

A/ The definition of CSDs(p. 8 par 1.11) is still dappointing. The primary role of CSDs, “central
banks for securities” is indeed not to “hold” (or to maintain) securities accounts (as would do a
banking intermediary) but to be the main entity in charge of ensuring the integrity of an issudy
ensuring the reconciliation between on one sideigheed securities deposited in the issuer account
(either at registrars or at the CSD level) andhendther side the securities in circulation. ThddG$S
indeed the keystone of the integrity of the isseapicsecurities (even when this function is exedis
taking into account the existence of registrars).

Suggested modification (p. 8):

Central securities depositories
1.11. A central securities depositdrglds-maintainsecurities-accounis-the main entity in charge of
maintaining the integrity of an issue by ensurihg teconciliation between on one side the issued
securities deposited in the issuer account (edheegistrars or at the CSD level) and on the oo
the securities in circulatiorarein many countriesa CSDoperatesas wella securities settlement

system (as deflned in paragraph 1 IQQGSD—aIse—pFewdes—eemral—sa#ekeepmgﬁand—aﬁmtees
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B/ Would a CSD decide to perform other services thacould bear credit or liquidity risk, the
provision of these services should be clearly distoected and segregated from the provision of
core servicesand be subject to a separate (usually bankingndie and to the related (usually
prudential) rules, in particular for the authonsatand supervision.

We therefore share the view of CPSS-IOSCO that a @bneed to separate legally the other high-
risk activities its operator may perform alongsidethe CSD core functions.we believe that,
between the market infrastructure’s role and trghdui-risk other services (quite often banking-type
services) it may perform as a distinct commerciity (often in competition with the participant$ o
the CSD), a clear ring fencing is essential in ptderevent that the credit or liquidity risks asimted

to these separate commercial activities spills aver the core functions of a CSD, bringing systemi
risk to the market.

C/ While the Principles recommend to reduce to thenaximum extent the credit risk taken by
CSDs especially by realising the money settlement in ctal bank money and by adopting DVP
(“exchange of value settlement”), the fact that Bmeciples provide remedies to the situations wher
commercial bank money is used should not howeveiyinthat future regulations based on the
Principles should feel deemed to propagate thiseledesirable arrangement when the better one is
already in practice.

The remedies suggested in the Report in order to laviate the credit risks in cases of use of
commercial bank money are disappointing as wellThe central and systemic role of CSDs is
reinforced by the fact that, most of the time (aslerlined by the report), a CSD operates a central
settlement platform (SSSJhis makes the exposure of a CSD to credit risle@sfly undesirable: the
systemic risk is maximal in case of settlemenhimlbooks of the CSD. Unfortunately, the Report does
not address the necessary ring-fencing of thestrirature from these risks by any specific dispasit
and it appears definitely lacking stringency inragsommendations.

Default management

Principle 13: Participant-default rules and procedures

An FMI should have effective and clearly definetbsuand procedures to manage a participant defaatliensure that th
FMI can take timely action to contain losses agditlity pressures, and continue to meet its olibgat

[

As a general principle, it is important to note tha the imposition of unlimited or unquantifiable
liability on the part of clearing members may exaceate systemic risks significantly and should
be prohibited.

CCPs should have detailed default plans and testéim regularly in order to demonstrate the time

in which the relevant portfolio of assets can logillated. Results of these tests should feed rgo t
CCP’s initial margin methodology.
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Regulators should have view of, and sign off on theefault management plan and tests.

An FMI is expected to remain vigilant on the finan@al condition of its participants and, in that
regard, it should promptly inform the competenthauity where it considers that a participant may
default. Early warning should permit a timelier dimg of potential conflicts between the interests
the infrastructure and the interests of the maaket whole.

Principle 14: Segregation and portability

A CCP should have rules and procedures that etlablsegregation and portability of positions anliateral belonging tqg
customers of a participant.

We agree that the segregation of indirect participats’ positions and collateral plays an
important part in the safe and effective holding an transfer of their assets.Effective segregation
arrangements can reduce the impact of a particgpamsolvency on its customers. Therefore, we
support that CCPs have rules that protect indipacticipants’ positions and collateral to the latge
possible extent.

However, we consider that under the proposed Prinple 14 on segregation and portability,
segregation should not be a universal requirement,e the level of segregation should be chosen
by the client (a thus a CCP should be able to offer differentomgt as to the level of segregation a
client want). It is important for CCPs and theigutators to consider the different risk profilesdan
requirements for the clearing of different instrumse and that this concept of considering different
instruments should be worked into the principles.

When arranged at the request of the participant, aiing on behalf of its customer, segregation
should be conditional on a specific instruction othe latter to make use of this facilityand the
provision of sufficient details in the trade ingttion to the CCP to identify the underlying custome

We believe that it is the general clearing membenot the CCP, that must maintain the customer

records. CCPs are not in a position to obtain or mainthis tlata; the client relationship is between
the CCP participant and his client.

General business and operational risk management

Principle 15: General businessrisk

An FMI should identify, monitor, and manage its gl business risk and hold sufficiently liquid restsets funded by
equity to cover potential general business lossdba it can continue providing services as a @a@oncern. This amour
should at all times be sufficient to ensure an dydeind-down or reorganisation of the FMI's criticoperations and
services over an appropriate time period.

—

An FMI should hold substantial equity capital sufficient to cover its operating costs and likely
exit costs during its own liquidation. In case of CCPs, its capital should be separata iny CCP
equity contribution to the required default res@sicThus, if defaults exhaust a CCP’s default-e€lat
resources and the CCP is unable or unwilling tapgalize itself on a timely basis, then it must in
addition have sufficient resources to permit aredydwind-down of its business.
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Principle 16: Custody and investment risk

An FMI should safeguard its assets and minimiserigieof loss or delay in access to those assgthjding assets posted
by its participants. An FMI’s investments shouldibénstruments with minimal credit, market, angliidity risks.

It should be clear that investment of collateral povided to the FMI should be prohibited.
Collateral serves the limitation of market risk aswlnterparty risk. Investment of collateral implie
other types of risk, which limit the very purposecollateral. The Principle should focus on thetfac
that securities collateral should be held segrebatel cash collateral should be held with the setev
Central Bank.

Suggested modification (p. 74):

Principle 16: Custody and investment risk
An FMI should safeguard its assets and minimise theisk of loss or delay in access to those
assets, including assets posted by its participantsAn FMI's investments should be in
instruments with minimal credit, market, and liquidity risks. Investment of collateral provided
to the FMI should be prohibited.

Principle 17: Operational risk

An FMI should identify all plausible sources of oponal risk, both internal and external, and mise their impact
through the deployment of appropriate systems,rotmtand procedures. Systems should ensure adeigiee of security
and operational reliability, and have adequatelabte capacity. Business continuity plans shoufd fr timely recovery
of operations and fulfilment of the FMI’s obligatis, including in the event of a wide-scale disroipti

We support the principle that an FMI should establsh a robust operational risk-management
framework that should allow complete and rapid identificafiomonitoring, management and
prevention of operational risk. Appropriate systemalicies, procedures and controls to minimise
operational risk should also be made availablelltéMIs’ participants (in their capacity as useifs o
infrastructures) to ensure transparency in riskagament.

Principle 18: Access and participation requirements

An FMI should have objective, risk-based, and mipldisclosed criteria for participation, which pet fair and open
access.

An FMI should permit participants fair and open access to its servicesAccess to an FMI cannot,
however, be indiscriminate: participants in an Fbuld also be subject to certain objective risk-
based requirements.

Access requirements need to be objective, non-digtiinatory and publicly disclosedto provide
open participation to market participants, markétaistructures, trading venues and service prosider

Considering its impact on competitiveness, access &n FMI should be regularly monitored by
corresponding competent authorities
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Principle 19: Tiered participation arrangements

An FMI should, to the extent practicable, identifynderstand, and manage the risks to it arising fiered participation
arrangements.

We believe that the requirements within this princple are excessive and unnecessaltyis the role

of direct participants to manage the risks of thedirect participants. The CPSS-IOSCO proposals
involve a FMI in monitoring and assessing “indirgerticipants”, which we assume includes end-
users. While this expansion of oversight may previénefits, many FMIs do not currently have the
systems or infrastructure to monitor or assesseotiparticipant risk. Accordingly, without further
requirements from policy-makers at the local lewBkese proposed standards may not amount to
practical risk management improvements.

Client risk is the risk of the clearing member or GSD participant. Participants are responsible for
managing this, not the FMI, and we do not belidthvee EMI can or should be given this responsibility.
Furthermore, the FMI is not privy to the necessdegree of detailed information about its general
clearing members’ clients, and we do not believis ieither feasible or necessary to make them so
aware. The negative externalities, in term botkystemic risk and fair competition, of giving power
to the FMIs on the whole market, by far exceedpbiential advantages.

Suggested modification (pp. 84 to 86): the entirermciple should be taken out.

Principle 20: FMI links

An FMI that establishes a link with one or more BEMhould identify, monitor, and manage link-relatists. |

It has primarily to be avoided that links would conpromise the initial function of FMIs,
including especially risk management, or that it wald generate or encourage unfair competition
with their participants. In particular, in no case a link should reducegeeurity of a CCP or provide

a special treatment for an infrastructure (CSD QP accessing another one in the capacity of a
participant.

Infrastructures (CSDs and CCPs), when being interoprable on the basis of customised access,
must provide full transparency on their agreement ad the functioning of the link between them.
There should be indeed a single public model foeroperability by type of infrastructure, which
would be public to all players (infrastructuregyukators, direct participants and indirect partéits),
instead of private agreements between interopenafsbestructures.

Regarding the links between CSDs, there should benly one system providing settlement finality

for any transaction (cf. comment of Principle 8) and it seems thas iksue is not addressed in the
Report. The circulation of conditional finality twughout linked systems is the most dramatic way to
propagate systemic risk, by submitting all paracifs of several domestic markets to unexpected
unwinding of settlement with systemic domino eftect
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