Lloyds Banking Group

Question 1: What are the considerations for a CCP’s board when determining whether and how to assign tasks related
to the planning and conduct of default management auctions within the CCP’s risk management framework? How does
the CCP’s board identify potential limits to the assigned responsibilities?

N/A

Questions 2: What different considerations may apply when a CCP’s board establishes procedures for consulting
external experts, such as independent consultants or clearing members, when designing or conducting a default
management auction? How does a CCP’s board address such concerns?

N/A

Question 3: Do you agree with the description of a successful auction in the discussion paper? Do you agree with the
scenarios identified that would constitute an unsuccessful auction, and are there additional such scenarios?

Yes, agree

Question 4: What are the primary challenges in achieving a successful default auction? In addition to those included in
the discussion paper, are there other elements in the design of an auction that a CCP could consider in order to increase
the likelihood of a successful auction?

This is already well described; juniorisation of the default fund is the best incentive for a successful auction. All CCPs should use
and embed this in their rule books as a binding.

Question 5: Do you agree with the description of a successful auction in the discussion paper? Do you agree with the
scenarios identified that would constitute an unsuccessful auction, and are there additional such scenarios?

Auctions should aim for to make the first auction successful, the longer the process takes the greater the risk of volatility and
prolonged disruption to the market stability.

Question 6: Do you agree with the description of a successful auction in the discussion paper? Do you agree with the
scenarios identified that would constitute an unsuccessful auction, and are there additional such scenarios?

For Listed Derivatives the CCP should consider close outs as soon as possible to avoid the auction process. At the same time the
risk should be disbursed efficiently trying to avoid moving the market.

Question 7: In addition to those outlined in the discussion paper, are there other considerations that may be useful for
a CCP to take into account when designing its hedging strategy, including circumstances where a CCP may wish to
delay hedging?

The CCP should endeavour to hedge the defaulted portfolio as soon as practically possible to reduce the impact of changes in
market volatility and to minimise losses. The hedging timeline should not be greater than the time horizon expected in each
product i.e. Futures within 2 days and OTC within 5.

Question 8: How do you incorporate cross-margining arrangement considerations in the hedging strategy and in the
broader auction design process?

Hedge any portion of the risk that is directional.

Question 9: The discussion paper notes that, with respect to hedging, execution methods vary and depend on a CCP’s
choice of hedging instruments. What methods are used for hedging, and what is the rationale for implementing (or not
implementing) a particular method?

Question 10: What factors, other than those identified in the discussion paper, do you see as relevant when
determining how to split a portfolio? Are there situations where certain factors would be more important than others?
Please provide examples.

N/A — Happy with the CCP model.

Question 11: The discussion paper describes two common auction formats. Are there other auction formats not
included that could be beneficial for a CCP to consider employing? What factors influence the decision to implement
(or not implement) a particular auction format?
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Question 11. A: Besides promoting competitive bidding, are there other considerations for choosing two-way pricing?
Are there circumstances where it would be beneficial or circumstances where it might not be appropriate? If so, please
describe.

Question 11.B: What are the considerations for choosing to use a reserve price in an auction? Are there circumstances
where it would be beneficial or circumstances where it might not be appropriate? If so, please describe.

A reserve price may not be considered a good starting point for an auction as it discourages competition in the bidding and
members' bids will be influenced by the reserved prices. Also the CCP has to take into account whether the set price is
appropriate when market volatility changes overtime.

Question 12: The discussion paper highlights two factors that affect the amount of time auction participants may need
to evaluate a portfolio and submit bids. Are there other factors that are important to consider? Is there a minimum time
period that a CCP should consider providing to auction participants?

Participants must be prepared and have systems available in order to bid.

Question 13: If a clearing member contributes a “significant” part of the default fund, should that clearing member
automatically be included in the auction process? What reasons are there for not including the clearing member?

All clearing members should take part irrespective of the default contribution in order to have a fair auction process.

Question 14: The discussion paper discusses the trade-off between flexibility and predictability. How do you assess
these trade-offs? Can you elaborate on the ways you provide for predictability while still maintaining flexibility (eg
establishing rules and conditions to govern the determination of auction parameters)?

Once the auctions parameters are determined and CCP default procedures followed there should be no flexibility. Any changes
to the parameters would be decided by the CCP DMG with oversight by the Risk Committee.

Question 15: If a CCP uses juniorisation as an incentive to encourage competitive bidding, and in a scenario where the
CCP has invited only a subset of participants to an auction, how will the CCP apply the juniorisation to the clearing
participants who were not invited?

Question 16: CCPs may distribute information that would help auction participants estimate the potential impact of a
successful auction bid on their margin requirements. Besides those that members and clients would having during BAU,
what information (and at what level of detail) or tools would be most useful for calculating these estimations and why?

Question 17: The sharing of confidential information (ie the defaulted participant’s portfolio) carries potential risks, as
discussed in the paper. What are the potential risks associated with information leakages, how does the CCP balance
such risks with other objectives (eg sharing sufficient information for a successful auction), and what are the measures
the CCP uses to address such risks?

Non-Disclosure Agreements can be signed to help prevent this.

Question 18: CCPs use various modes of information transmission during a default management auction (eg email,
web-based portal). Can you elaborate on which modes are the most effective in which circumstances and whether it
varies depending on the type of information, and why? Would you consider web-based portals a best practice? If so,
why?

Web based portal as a secure means of access.

Question 19: What are the challenges and trade-offs of creating a realistic default management testing exercise? What
processes are used to create the scenarios used in such exercises?

The next exercise should cover a scenario where 2 members default simultaneously.

Question 20: There may be benefits in pursuing greater standardisation and harmonisation across CCPs in relation to
certain operational elements which support execution of an auction.
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Agreed, where the products are consistent.

Question 20.A: For example, should auction portfolio files be in a standard (or partially standardised) format (for
different product types)? If so, which aspects of the portfolio file would benefit the most from cross-CCP
standardisation (eg file type, layout, order of information or content)?

Question 20.B: Besides CCP portfolio files, which other operational elements would benefit (the most) from greater
standardisation and harmonisation across CCPs?

Standardisation and harmonisation will improve standards of the smaller less established CCPs. Having a standard of good
practice sets a level of expectation and quality.

Question 20.C: Are there specific operational elements or areas where standardisation and harmonisation may not be
helpful?

Question 21: For which markets, asset or product classes and client types would client participation be most feasible
and/or desirable? What would be the incentives for clients to participate in auctions? Does this differ for direct vs
indirect client participation? Please elaborate in your response.

FX, OTC and Commaodities. All bidding should be via a clearing member

Question 22: The discussion paper describes some ways to address the risks borne by a clearing member arising from its
clients bidding in an auction. Are there additional ways to address the risks? Are there incentives that a CCP could
employ to encourage client participation in an auction (eg ways to encourage clearing members to facilitate their
clients’ participation)?

[Blank]

Question 22.A: One option for addressing a disparity in incentives between clearing members and clients is to require
clients to contribute an established amount to the default fund prior to participating in an auction. What are the
implications of this requirement (such as regulatory, economic or contractual implications) and how can a CCP address
these implications?

If this were to become a requirement, clients would need to be legally bound in the same way as clearing members.

Question 23: The discussion paper suggests that the conduct of multi-CCP default management exercises may provide
useful insights into the hedging and auction procedures, should these be conducted by multiple CCPs concurrently. Can
you elaborate on what specific insights could be obtained in relation to hedging and auctions via these multi-CCP
default management exercises, if possible with concrete examples?

The risk with multi -CCP default management exercises is that they are unlikely to be a good proxy for a real life scenario as the
DMG for each defaulting CCP will have its own priorities, product sets and close out horizons.

Question 24: Feedback from the industry suggests that introducing a cap on the number of traders that can be
seconded to multiple CCPs from a particular common clearing participant at any one time may mitigate the potential
burden on clearing participants’ participation in DMGs. How could such caps be instituted and implemented in
practice? What could be the challenges of introducing such caps? Apart from caps, are there other options a CCP could
consider to mitigate this potential burden?

Yes caps reduce the impact on a desk/business having to supply traders to multiple CCPs at the same time.
Question 25: Are there efficiencies or benefits to be gained from CCPs coordinating their respective default

management auctions? If so, how?

With Brexit it's increasingly less likely across different jurisdictions.
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Question 25. A. Are there any arrangements that could be coordinated ex ante (eg cross-CCP netting arrangements)?
How could these arrangements be established? What would be the challenges with these arrangements? How could
these challenges be mitigated?

[Blank]

Question 26: Are there any additional points of consideration that would contribute to a successful auction that are not
mentioned in this discussion paper? If so, what are they?

[Blank]

Question 27: What are the potential areas in the context of default management auctions where additional guidance
might be most welcome?

[Blank]

Any other comments/feedback on areas not mentioned above:

[Blank]
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