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October 25, 2016

The Honorable Richard Shelby

Chairman

The Honorable Sherrod Brown

Ranking Member

Committee on Banking, Housing, and Urban Affairs
United States Senate

The Honorable Jeb Hensarling
Chairman

The Honorable Maxine Waters
Ranking Member

Committee on Financial Services
House of Representatives

Subject: Securities and Exchange Commission: Standards for Covered Clearing
Agencies

Pursuant to section 801(a)(2)(A) of title 5, United States Code, this is our report on a
major rule promulgated by the Securities and Exchange Commission (Commission)
entitled “Standards for Covered Clearing Agencies” (RIN: 3235-AL48). We received the
rule on September 29, 2016. It was published in the Federal Register as a final rule on
October 13, 2016. 81 Fed. Reg. 70,786.

The final rule adopts amendments to Rule 17Ad-22 and adds new Rule 17Ab2-2
pursuant to Section 17A of the Securities Exchange Act of 1934 (Exchange Act) and the
Payment, Clearing, and Settlement Supervision Act of 2010 (Clearing Supervision Act),
enacted in title VIl of the Dodd-Frank Wall Street Reform and Consumer Protection Act
of 2010 (Dodd-Frank Act). Among other things, the final rule establishes enhanced
standards for the operation and governance of those clearing agencies registered with
the Commission (registered clearing agencies) that meet the definition of covered
clearing agency.

Enclosed is our assessment of the Commission’s compliance with the procedural steps
required by section 801(a)(1)(B)(i) through (iv) of title 5 with respect to the rule. Our
review of the procedural steps taken indicates that the Commission complied with the
applicable requirements.
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If you have any questions about this report or wish to contact GAO officials responsible
for the evaluation work relating to the subject matter of the rule, please contact
Shirley A. Jones, Assistant General Counsel, at (202) 512-8156.

signed

Robert J. Cramer
Managing Associate General Counsel

Enclosure
cc: Robert W. Errett

Deputy Secretary
Securities and Exchange Commission
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ENCLOSURE

REPORT UNDER 5 U.S.C. § 801(a)(2)(A) ON A MAJOR RULE
ISSUED BY THE
SECURITIES AND EXCHANGE COMMISSION
ENTITLED
“STANDARDS FOR COVERED CLEARING AGENCIES”
(RIN: 3235-AL48)

(i) Cost-benefit analysis

The Securities and Exchange Commission (Commission) presented an analysis of the
economic effects of this rule, including costs and benefits. The Commission noted that it has
attempted to quantify the costs and benefits anticipated to flow from the amendments to Rule
17Ad-22 and Rule 17Ab2-2. In the Standards for Covered Clearing Agencies proposing release
(Covered Clearing Agencies Standards proposing release), the Commission requested
comment on all aspects of the economic analysis of the proposed rules, including their benefits
and costs, as well as any effect the proposed rules may have on competition, efficiency, and
capital formation, and encouraged commenters to provide data and analysis to help further
quantify or estimate the potential benefits and costs of the proposed rules. Although it states
that it did not receive comments specifically directed at the economic analysis, the Commission
said that it has considered received comments and found that certain data needed to quantify
the costs and benefits associated with the rules remains unavailable.

According to the Commission, the amendments to Rule 17Ad-22 and Rule 17Ab2-2 would
impose certain costs on covered clearing agencies. If a covered clearing agency is required to
recruit new directors, the Commission estimates a cost per director of $73,912. The
Commission estimates costs associated with liquidity resources under Rules 17Ad-22(e)(7) and
(a)(15) would likely fall between $122 million and $204 million per year across all covered
clearing agencies. The Commission states that it believes that startup costs related to financial
risk management systems for existing covered clearing agencies, related to new testing and
model validation requirements to be between $5 million to $25 million. The Commission also
estimated a lower bound on ongoing costs related to these requirements of $1 million per year.
If covered clearing agencies were to hire external consultants for the purposes of performing
model validation required under Rules 17Ad-22(e)(4) and (7) through policies and procedures,
the Commission estimated the ongoing cost associated with hiring such consultants would be
about $4,509,120 in the aggregate. In addition, the Commission states that Rules 17Ad-
22(e)(3), (4), (6), (7), (15), and (21) all include elements of review by either a covered clearing
agency's board or its management on an ongoing basis. The Commission estimated the cost of
ongoing review for these adopted rules at approximately $39,376 per year. The Commission
also states that the rules would also impose certain implementation burdens and related costs
on covered clearing agencies. These costs generally include assessment costs to determine
compliance with the adopted rules and costs related to new policies and procedures and
updates to existing policies and procedures required by the rules. The Commission estimated
the burdens of these implementation requirements for covered clearing agencies in the final
rule. According to the Commission, for a new entrant into the set of covered clearing agencies
from the set of registered clearing agencies, it estimates the startup compliance costs
associated with policies and procedures to be $592,215, and compliance costs associated with
the determinations process under Rule 17Ab2-2 to be $7,764. The Commission stated that
based on its supervisory experience, it believes that in many cases registered clearing agencies
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are already in compliance with many of the requirements included in the rules, so this cost
represents an upper bound on upfront costs. Conditioned on its current understanding of
current market practice at covered clearing agencies, the Commission estimates that the total
costs across all existing covered clearing agencies will be $4,268,075. The Commission further
estimates that in the aggregate existing covered clearing agencies would be subject to ongoing
costs associated with the rule in the amount of approximately $926,603 per year.

A benefit of the rules that the Commission states that it was able to quantify is the impact of
qualifying central counterparty (QCCP) status of Office of the Comptroller of the Currency
(OCC) to non-U.S. bank clearing members at OCC. This benefit comes as a result of lower
capital requirements against exposures to QCCPs relative to non-qualifying central
counterparties (CCPs). The Commission provided an estimate of the upper bound of this
benefit, $1.2 billion per year, or 0.73 percent of the aggregate 2015 net income reported by
bank clearing members at OCC. The Commission states that it believes that the actual benefits
flowing from QCCP status would likely be higher due to benefits for foreign bank members of
Fixed Income Clearing Corporation and Intercontinental Exchange Clear Europe, in addition to
the benefits described with respect to OCC. The Commission believes that the rules will result
in an increase in financial stability insofar as they result in minimum standards at covered
clearing agencies that are higher than those standards implied by current practices at covered
clearing agencies. Some of this increased stability may come as a result of lower activity as the
adopted rules cause participants to internalize a greater proportion of the costs that their activity
imposes on the financial system, reducing the costs of default, conditional on a default event
occurring. According to the Commission, increased stability may also come as a result of higher
risk management standards at covered clearing agencies that effectively lower the probability
that either covered clearing agencies or their members default.

(ii) Agency actions relevant to the Requlatory Flexibility Act (RFA), 5 U.S.C. §§ 603-605, 607,
and 609

The Commission certified that this final rule will not have a significant economic effect on a
substantial number of small entities.

(iii) Agency actions relevant to sections 202-205 of the Unfunded Mandates Reform Act of 1995,
2 U.S.C. §§ 1532-1535

As an independent regulatory agency, the Commission is not subject to the Act.

(iv) Other relevant information or requirements under acts and executive orders

Administrative Procedure Act, 5 U.S.C. §§ 551 et seq.

On March 26, 2014, the Commission published a proposed rule. 79 Fed. Reg. 16,865. On
May 22, 2014, the Commission published a correction and republished the proposed rule.

79 Fed. Reg. 29,507. The Commission received 17 comment letters in response to the
proposed rule, to which it responded to in the final rule. Commenters included market
participants from across the financial industry, including registered clearing agencies, non-U.S.
clearing agencies, non-profit groups, various entities participating in or representing
professionals who provide investment or asset management services, participants in the
derivatives markets, an association of banks representing clearing participants and members of
certain central counterparty services, and members of the general public.
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Paperwork Reduction Act (PRA), 44 U.S.C. §§ 3501-3520

The Commission determined that this final rule imposes 25 new information collection
requirements under the Act and provided summaries of them in the final rule. The Commission
submitted them to the Office of Management and Budget (OMB) for review. Because the
Commission is revising the collection of information under Rule 17Ad-22 to account for new
Rule 17Ad-22(e), the Commission will use the same title and control number: “Clearing Agency
Standards for Operation and Governance,” OMB Control No. 3235-0695. Since Rule 17Ab2-2
contains a new collection of information requirement, the title and control number are
“Determinations Affecting Covered Clearing Agencies,” OMB Control No. 3235-0728. The
Commission provided notice of PRA estimates in the Covered Clearing Agencies Standards
proposing release and received no comments in response. The Commission further noted that
the policies and procedures would also be used by the Commission as part of its ongoing efforts
to monitor and enforce compliance with the federal securities laws through, among other things,
examinations and inspections.

Statutory authorization for the rule

The Commission promulgated this final rule under the authority of the Securities Exchange Act
of 1934 and, particularly, section 17A thereof, 15 U.S.C. 78g-1, and pursuant to section 805 of
the Clearing Supervision Act, 12 U.S.C. 5464, the Commission is adopting amendments to Rule
17Ad-22 and new Rule 17Ab2-2.

Executive Order No. 12,866 (Regulatory Planning and Review)

As an independent regulatory agency, the Commission is not subject to the Order.

Executive Order No. 13,132 (Federalism)

As an independent regulatory agency, the Commission is not subject to the Order.

Page 3 GAO-17-180R




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.7

  /CompressObjects /All

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Preserve

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



