September 5, 2018
Honorable Jay Clayton
Chairman
Securities and Exchange Commission
100 F Street NE
Washington, D.C. 20549
Re:

Advancing the Implementation of Security-Based Swap Rules – Priority Issues

Dear Chairman Clayton:
Citadel 1 strongly supports the continued efforts of the Securities and Exchange Commission
(the “Commission”) to finalize and fully implement reforms to the security-based swaps market.
We firmly believe that these reforms will improve the safety and stability of the OTC derivatives
markets and make them more fair, open, competitive, and transparent. In that vein, we have
consistently sought to provide constructive advice and recommendations to the Commission
regarding the implementation of its security-based swaps rules over the past seven years. 2
We believe that the lack of rule implementation has impaired liquidity and participation in
certain OTC derivatives markets and deprived investors of the benefits of critical swap market
reforms. This is most notable in the single-name CDS market, which facilitates capital formation
by providing investors with a risk management tool to hedge credit exposures and by fostering
liquidity in related instruments such as corporate bonds. In contrast, the index CDS market has
continued to flourish following the Commodity Futures Trading Commission’s (the “CFTC”)
implementation of parallel reforms.
We are encouraged by indications that the Commission is devoting significant resources to
finalizing required security-based swap rulemakings and is working with the CFTC to harmonize
requirements in order to reduce costs and complexity for market participants. 3 The
recommendations below are intended to supplement these efforts by detailing two issues that
warrant priority attention: (a) introducing regulatory reporting and (b) supporting the continued
growth of voluntary central clearing by implementing straight-through-processing rules and
facilitating portfolio margining of security-based swaps and CFTC-regulated swaps.
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I. Introducing Regulatory Reporting
The financial crisis clearly exposed the risks associated with opaque and concentrated OTC
derivatives markets. As such, we strongly support regulatory reforms designed to improve the
availability of market data to the official sector. Providing regulators with timely access to
comprehensive data regarding OTC derivatives trading activity will improve market oversight and
monitoring and surveillance capabilities, including those designed to detect potential risks to
market stability. In addition, comprehensive data will enable regulators to more accurately design
and evaluate the expected impact of other regulatory reforms.
Acknowledging these benefits, the Commission designated transaction reporting as the
second-highest priority ruleset in 2012, trailing only core definitional and cross-border rules. 4
However, despite finalizing the transaction reporting framework in 2015 with “Regulation
SBSR,” 5 this critical reform has yet to be introduced for security-based swaps. We urge the
Commission to advance the implementation of regulatory reporting as a matter of priority. In order
to do so, the following three issues will need to be addressed:
1. SDR Registration
A condition precedent to the introduction of regulatory reporting is the registration of one or
more security-based swap data repositories (“SDRs”) with the Commission. Both ICE Trade
Vault, LLC (“ICE”) and DTCC Data Repository (U.S.) LLC (“DDR”) filed SDR registration
applications with the Commission in March and April of 2016, respectively. 6 However, after
nearly two years under Commission review, ICE and DDR withdrew their SDR applications in
March 2018. 7
Both ICE and DDR characterized the withdrawal as a “pause” that would allow them to
continue to work with Commission staff on practical implementation issues relating to the
transaction reporting rules. 8 We therefore urge the Commission to prioritize the resolution of any
outstanding issues impacting the review and approval of SDR applications. This will provide
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ICE and DDR with the certainty required to refile their applications and allocate internal resources
to prepare for the introduction of transaction reporting.
2. Triggering the Effectiveness of the Commission’s Regulatory Reporting Rules
The registration of one or more SDRs is not sufficient to trigger the start of regulatory reporting
for security-based swaps under current Commission rules. Pursuant to Regulation SBSR,
regulatory reporting will begin on “the first Monday that is the later of: (1) Six months after the
date on which the first SDR that can accept transaction reports in that asset class registers with the
Commission; or (2) one month after the SBS entities registration compliance date.” 9 The “SBS
entities registration compliance date” refers to the date on which certain entities are required to
register as security-based swap dealers with the Commission, which first requires the finalization
of several additional rules. 10 As a result, even if an SDR is registered, there is no indication when
the “SBS entities registration compliance date” would be expected to occur.
In light of the considerable time that has already passed since Regulation SBSR was finalized,
the lack of certainty regarding when security-based swap dealer registration may occur, and the
importance of implementing regulatory reporting for systemic risk monitoring and transparency
reasons, among others, we believe that the Commission should consider taking steps to move the
effective date forward. Security-based swap dealer registration, including the accompanying rules
that still must be finalized before such registration can occur, constitutes a separate and distinct
part of the regulatory framework that should not be linked to, or otherwise delay, the
implementation of regulatory reporting. Instead, we recommend that the Commission begin
regulatory reporting as soon as possible after the first SDR is registered.
The main justification articulated for linking regulatory reporting and security-based swap
dealer registration is that the existence of registered security-based swap dealers will assist market
participants in assigning reporting duties pursuant to the hierarchy in Regulation SBSR. However,
this reporting hierarchy also contemplates the possibility that trades do not include a registered
security-based swap dealer, typically allowing the parties to allocate reporting responsibility in
such a scenario. 11 Given current market practice under CFTC reporting rules, we believe that it
would be reasonably straightforward for market participants to agree an interim reporting
allocation solution that involves dealer firms taking primary responsibility.
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To the extent the Commission revises Regulation SBSR to move the effective date forward, it
could also, at the same time, further streamline the reporting hierarchy by allocating responsibility
on an interim basis to firms registered as swap dealers with the CFTC. The Commission expects
that “substantially all registered security-based swap dealers would also register as swap dealers
with the CFTC,” 12 meaning that such an interim approach should capture the same firms as
eventual security-based swap dealer registration.
Finally, as part of streamlining the implementation of regulatory reporting, the Commission
should consider delaying, or granting relief from, Rule 906(a), which would require non-reporting
parties to separately provide information directly to SDRs. Such a requirement is inconsistent with
established CFTC reporting rules and would likely demand significant technology investment from
buyside market participants in order to achieve compliance. As a result, we believe that this
specific requirement should be considered further by the Commission.
3. Improving the Commission’s Public Reporting Rules
In order to increase market transparency for end investors, as well as the official sector,
Regulation SBSR provides that public reporting of certain security-based swap transaction data
begins three months after the start of regulatory reporting. 13 Similar to existing CFTC rules,
Regulation SBSR requires public reporting to occur “immediately” after the SDR receives
information regarding an executed security-based swap, with time delays contemplated for large
block trades. 14
However, the Commission believed that it lacked the necessary data to establish block trade
thresholds when finalizing Regulation SBSR, and therefore provided an interim approach that
permits market participants to delay reporting all security-based swap transactions to an SDR for
up to 24 hours following the time of execution. 15 Once the transaction is reported to an SDR, it
would then be immediately subject to public reporting, with the full notional value of the trade
disclosed regardless of size.
Although this interim approach was a well-intentioned solution to avoid setting inaccurate
block trade thresholds, it creates several problems for market participants. First, since the trade
counterparty is responsible for managing the 24 hour delay, instead of the SDR, market
participants would need to change reporting logic that was built to satisfy CFTC reporting rules,
where all trades are reported as soon as technologically practicable to the SDR and any time delay
granted to a large block trade is managed by the SDR. 16 In addition, new reporting logic designed
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specifically for Commission rules would need to be updated again following the setting of block
trade thresholds, as real-time reporting would then be required for most trades.
Second, the interim approach contemplates that full notional values are publicly disclosed for
all trades regardless of size. This also contrasts with CFTC rules, where the publicly reported
notional of a large trade is capped at a specific notional amount set by asset class. 17 Concerns have
been expressed regarding the information leakage that could result under the Commission’s
interim approach. 18
Third, at least in part due to requiring full notional values to be publicly disclosed for all trades,
the Commission decided to allow all security-based swap transactions to be eligible for a 24 hour
public reporting delay during the interim period. 19 The length of this delay sharply contrasts with
CFTC rules, where all trades are publicly reported in real-time, with the exception of large block
trades that are provided with a 15 minute delay. 20 Permitting a 24 hour delay for all security-based
swap transactions undermines the benefits of greater post-trade transparency that are intended to
accrue to end investors. Real-time public reporting enables investors to compare the prices they
receive from liquidity providers with concurrent trading activity across the market, enhancing
investor confidence and incentivizing price competition as investors are able to demand more
accountability from their liquidity providers. In addition, previously existing information
asymmetries are removed, contributing to market resiliency by ensuring that changes in supply
and demand are more efficiently reflected in current price levels and that positions can be
accurately valued based on objective data. Market research consistently concludes that these
benefits of real-time public reporting are real and material, including for CFTC-regulated OTC
derivatives 21 and corporate bonds subject to TRACE reporting. 22
In light of the benefits of public reporting, we agree with the Commission that it should be
implemented shortly after the start of regulatory reporting. However, noting the challenges of the
interim approach detailed above, we recommend that the Commission (a) modify Regulation
SBSR to put SDRs in charge of applying any reporting delays, instead of individual market
participants, and (b) take steps to set block trade thresholds (which could also be used to cap the
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reported notional amounts of block trades) as quickly as possible. One solution to expedite the
calibration of block trade thresholds is to set forth an objective formula for calculating the
thresholds in Regulation SBSR (for example, the CFTC uses a “67 percent notional amount
calculation” that is intended to ensure that approximately two-thirds of the sum total of all notional
amounts are reported on a real-time basis 23 ). Then, following the introduction of regulatory
reporting, the Commission could use the first 3 months or 6 months of collected data to set the
actual thresholds pursuant to the formula already agreed, and these thresholds could be updated on
annual basis to ensure they remain representative of current market conditions.
II. Supporting Voluntary Central Clearing
The commitment to clearing all standardized OTC derivative contracts is a central pillar of the
2009 G20 OTC derivatives reforms. 24 Central clearing of derivatives mitigates systemic risk and
improves conditions for all market participants by protecting customers and enhancing pricing,
liquidity, and transparency.
•

Mitigates Systemic Risk. Central clearing mitigates systemic risk by reducing
interconnectedness and replacing the complex web of bilateral counterparty credit
exposures with a simple model where all market participants face a CCP. CCP risk
management frameworks provide safeguards through the collection of initial and variation
margin, while CCP default management frameworks enhance investor confidence by
providing a predictable and transparent process to manage a market participant’s default.
Finally, central clearing facilitates netting and compression, which provides a range of risk
management and operational efficiencies.

•

Increases Customer Protection. Central clearing provides customers with a number of
important protections. First, customers are protected from the default of their trading
counterparties through a CCP’s risk and default management frameworks. Second,
customer collateral is protected as it is held at a CCP rather than held on the balance sheet
of customers’ trading counterparties. Third, customers benefit from transparent and
consistent end-of-day pricing. Finally, customers can port their positions and collateral
from one clearing member to another, a critical protection in the event of a clearing member
default.

•

Improves Pricing, Liquidity, and Transparency. Central clearing leads to significant
improvements in derivatives trading and transparency. The ongoing counterparty credit
exposure inherent in uncleared derivatives transactions necessitates bilateral trading and
credit support documentation between each and every pair of trading counterparties. The
cost and complexity of entering into these agreements limits access to, and choice of,
counterparties. Clearing eliminates the need for such documentation, as counterparties to
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cleared derivatives transactions do not have ongoing counterparty credit exposure to each
other, and instead face a CCP via a clearing member. Therefore, customers can access
cleared markets more easily and enjoy a greater choice of trading counterparties.
Although the Commission has yet to introduce a clearing mandate for any security-based
swaps, voluntary clearing of single-name CDS has grown significantly in recent years. Twentyfive buyside firms publicly pledged to support voluntary clearing of single-name CDS 25 and ICE
has now cleared over $11 trillion of corporate and sovereign single-name CDS. 26
As voluntary clearing continues to increase, it is important for the Commission to support this
market evolution and to ensure that the clearing infrastructure and operational workflows are as
robust as possible. We, therefore, recommend that the Commission (a) introduce straight-throughprocessing rules to improve the execution-to-clearing operational workflows and (b) take
additional steps to facilitate portfolio margining between security-based swaps and CFTCregulated swaps.
1. Introducing Straight-Through-Processing Rules
In order to maximize the risk mitigation benefits of central clearing, it is critical to introduce
straight-through-processing (“STP”) rules to ensure that consistent and robust standards govern
the operational workflows from trade execution to clearing submission and acceptance for OTC
derivatives. Both CFTC rules and EU rules under MiFID II contain nearly identical STP
requirements for cleared OTC derivatives, 27 including:
(a) Submission timeframes. Each step in the operational workflow from execution to clearing
must occur within a certain amount of time in order to prevent transactions from being left
in an uncertain, pending-clearing state during which the counterparty is unsure whether its
exposure is to the CCP or to its original executing counterparty.
•

Submission to the CCP after execution. Both CFTC and EU rules require that a
transaction executed on a trading platform be submitted to the CCP no later than 10
minutes after execution. 28
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•

Acceptance or rejection by the CCP. Both CFTC and EU rules require that a CCP
accept or reject a transaction submitted for clearing within 10 seconds of receipt. 29

(b) Pre-execution credit checks. Both CFTC and EU rules require pre-execution credit
checks by a client’s clearing member in order to ensure that both executing counterparties
are able to successfully clear a transaction executed on a trading platform. 30
(c) Providing certainty in the event a trade is rejected from clearing. Both CFTC and EU
rules address the rare circumstance of a trade being rejected from clearing after being
executed on a trading platform, including voiding the trade in order to prevent the
reintroduction of bilateral counterparty credit risk. 31
These STP requirements have been critical in establishing global standards that reduce market
risk, credit risk, and operational risk through a robust execution-to-clearing workflow for cleared
OTC derivatives. Unfortunately, these standards are not being applied when market participants
voluntarily clear security-based swaps, despite the availability of the necessary market
infrastructure and the fact that security-based swaps and CFTC-regulated swaps are often
transacted together as part of a single investment strategy. Instead, it can still take until the
following day for a security-based swap transaction to successfully clear. It is therefore incumbent
that the Commission propose STP rules that enhance the financial integrity of the execution-toclearing workflow and create global consistency with already implemented CFTC and EU
standards.
2. Additional Steps to Facilitate Portfolio Margining
Given that market participants often transact security-based swaps and CFTC-regulated swaps
together as part of a single investment strategy, it is important that these economically related
instruments can be held together in a single account at a CCP. This facilitates voluntary clearing
as CCPs can then provide portfolio margining across an entire cleared portfolio, similar to how
market participants evaluate risk and calculate margin for uncleared derivatives portfolios.
However, when approving the portfolio margining of single-name CDS and CFTC-regulated
index CDS, the Commission prescribed additional regulatory requirements that can discourage
voluntary client clearing. 32 In particular, the Commission required each clearing member seeking
to facilitate portfolio margining for clients to establish its own proprietary margin methodology.33
The Commission explained that this additional requirement was designed to promote consistency
29
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https://www.gpo.gov/fdsys/pkg/FR-2012-12-19/pdf/2012-30553.pdf.
33

Id. at 75218.

8

with respect to margin at the clearing member level, thereby preventing CCPs from competing on
the amount of required margin. 34
In practice, though, additional costs are specifically imposed on clients seeking to portfolio
margin security-based swaps and CFTC-regulated swaps, as self-clearing members engaging in
portfolio margining and clients solely clearing security-based swaps are not subject to a similar
requirement. In contrast to these other market participants, clients seeking to portfolio margin
security-based swaps and CFTC-regulated swaps must devote significant resources to
understanding the various proprietary margin methodologies developed by clearing members and
bear any additional margin costs that result from the application of those models. This undermines
one of the fundamental benefits of central clearing, which is the ability for all market participants
to rely on the same, fully vetted and approved margin model of the CCP that is based on
comprehensive market-wide data regarding cleared transactions.
We urge the Commission to use the CCP’s vetted and approved margin methodology as the
baseline for all market participants. Clearing members are always able to collect additional margin
from clients that they deem appropriate pursuant to their own risk management practices, which
are subject to Commission oversight as regulated broker-dealers. However, relying on the CCP’s
margin methodology instead of clearing member-specific models increases transparency, lowers
costs for clients, and levels the playing field, all of which support voluntary clearing of securitybased swaps.
*

*

*

*

*

*

*

*

*

We appreciate the opportunity to share our recommendations for advancing the Commission’s
implementation of rules for the security-based swap market. Please feel free to call the
undersigned at (646) 403-8235 with any questions regarding these comments.
Respectfully,

/s/ Stephen John Berger
Managing Director, Government & Regulatory Policy

cc:

34

Hester M. Peirce, Commissioner
Robert J. Jackson Jr., Commissioner
Kara M. Stein, Commissioner
Brett Redfearn, Director of the Division of Trading and Markets
Elizabeth Baird, Deputy Director, Division of Trading and Markets
Christian Sabella, Deputy Director, Division of Trading and Markets
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Appendix A: Prior Citadel Comment Letters to the Commission on Security-Based Swap Rule Implementation
Date
June 3, 2011

August 13, 2012

Subject

Link

Implementation timeline and mandatory clearing of
single-name CDS

https://s3.amazonaws.com/citadel-wordpress-prd101/wpcontent/uploads/2016/09/26121855/Citadel-CFTC-andSEC-Letter-on-Implementation-Timelines-Jun-3-2011.pdf

Implementation timeline, mandatory clearing of
single-name CDS, straight-through-processing rules http://www.sec.gov/comments/s7-05-12/s70512-14.pdf
and portfolio margining
Implementation timeline, mandatory clearing of
single-name CDS and straight-through-processing
rules

http://www.sec.gov/comments/s7-05-12/s70512-19.pdf

August 21, 2013

Cross-border proposal

http://www.sec.gov/comments/s7-02-13/s70213-47.pdf

July 13, 2015

Cross-border proposal

http://www.sec.gov/comments/s7-06-15/s70615-25.pdf

Completing the Commission’s Security-Based
Swaps rules

https://www.sec.gov/comments/s7-06-11/s70611-172.pdf

July 19, 2013

February 2, 2016
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