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Dear Sirs,
AIMA’s response to the Securities and Exchange Commission’s Proposed Rule, ‘Capital, Margin, and
Segregation Requirements for Security-Based Swap Dealers and Major Security-Based Swap Participants
and Capital Requirements for Broker-Dealers’ (RIN 3235–AL12)
The Alternative Investment Management Association Limited (AIMA) 1 welcomes the opportunity to respond to
the Securities and Exchange Commission’s (the Commission) ‘Capital, Margin, and Segregation Requirements
for Security-Based Swap Dealers and Major Security-Based Swap Participants and Capital Requirements for
Broker-Dealers; Proposed Rule’2 (the Proposed Rules).
AIMA supports the Commission’s efforts to enhance security-based swaps (SBS) customer protections and
reduce risk in the SBS market through measured capital, margin and segregation requirements for securitybased swap dealers (SBSDs) and major security-based swap participants.
1.

AIMA support for the MFA Submission in respect of the Proposed Segregation Rules

AIMA has been closely following the work of the Managed Funds Association3 on the Proposed Rules and would
like to express its support for the position of the MFA in its submission in relation to the Proposed Rules dated
22 February 2013 (the MFA Submission).4
In particular, AIMA would like to register its agreement with respect to the position of the MFA on the
Commission’s proposals for the segregation of collateral for cleared and non-cleared SBS. AIMA agrees with
the MFA Submission which recommends the Commission:
i.

harmonise its segregation rules with the Commodity Futures Trading Commission (CFTC) final segregation
rules for cleared swaps by adopting the legal segregation with operational commingling (LSOC) model as
the default segregation model;
ii. permit a customer to waive LSOC protections and elect omnibus segregation for its cleared SBS; and
iii. preserve the option to implement an optional individual segregation model for cleared SBS collateral in
the future.
In addition to the above, AIMA refers to its previous submissions5 to the CFTC wherein AIMA recommends that
the CFTC should ideally introduce full segregation of collateral with independent third parties, as only under
this model will customers have confidence that their margin will be fully protected.
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As stated in those previous submissions, although AIMA believes that LSOC would mitigate fellow customer
risk, we do not believe that this would provide the fullest protection for clients and may not allow for the
immediate transfer of collateral upon a clearing member’s failure (i.e., where assets and positions are
transferred individually). We therefore encourage the Commission, in line with the CFTC’s approach, to
explore the individual segregation model with a view to customers having the option for an enhanced
segregation framework beyond the LSOC model.6
2.

Further AIMA Support for the MFA Submission in respect of the Proposed Margin Rules and Proposed
Capital Rules

We further agree with the following recommendations made in the MFA Submission:
i.

Capital charge - in connection with the Commission ensuring that the individual segregation model is a
realistic option for customers, it is necessary for the Commission to remove the proposed capital charge
on non-bank SBSDs in the event that their non-commercial end-user counterparties elect to have their
initial margin segregated in an account at an independent third-party custodian. We agree with the
MFA’s position that since customers will ultimately incur the additional cost, the proposed capital charge
would make electing individual segregation prohibitively expensive;
ii. Bilateral exchange of VM – require SBSDs to both collect and post variation margin (VM) with regard to
SBS that they enter into with non-commercial end-users, such as financial entity counterparties,
especially given this would ensure international uniformity with the Working Group on Margining
Requirements of the Basel Committee of Banking Supervision and the International Organization of
Securities Commissions proposal for universal two-way exchange of VM;7 and
iii. Qualifying netting agreements - permit robust netting practices with respect to both initial margin (IM)
and VM for cleared and non-cleared derivatives. We agree with the MFA that without extending the scope
there is a risk that such a limitation would “result in inadequate allowances for netting, which would in
turn lead to over-collateralization of otherwise offsetting positions”8;
iv. Cross-product portfolio margining - permit SBSDs’ internal models for calculating IM to account for risk
on a portfolio basis, specifically accounting for risk offsets within asset classes which would account for
risk on a portfolio basis under cross-product master netting agreements rather than derivatives that are
subject to a single, legally enforceable netting agreement. Again, we agree with the MFA that this would
“substantially mitigate the potential issue of a shortfall in eligible collateral in the wake of global
regulatory reforms in the derivatives markets by allowing counterparties to recognize offsets for
correlated financial instruments, including cleared and non-cleared derivatives”.9
We hope you will find our submission helpful and please do let us know if you would like to discuss any of the
above comments in more detail.
Yours faithfully,

Adam Jacobs
Director of Markets Regulation
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We refer here to the CFTC’s consideration of further enhancements to the segregation model in further rulemaking at the two-day
roundtable
discussion
held
on
February
29,
2012.
Day
one
transcripts
available
at:
http://www.cftc.gov/ucm/groups/public/@newsroom/documents/file/transcript022912am.pdf
and
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