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Agreements in place. Therefore, this restricts trading by (1) eliminating the viability of the "all to

all" platforms - since you must have an underlying ISDA Agreement to trade with a counterparty

to ensure the "fall back" procedure holds; and (2) eliminating the anonymity that the buy-side

desires in the post Dodd Frank market place.

For these reasons, the SDMA believes that having an ISDA "fall back" provision does little to

lessen settlement risk and may actually increase it.

Still other market groups have suggested other documentation for the market to adopt that

memorializes an asymmetric workflow that not only increases trade latency but limits customer

choice and access to liquidity. These parties have suggested that a trade may only be

submitted to clearing by a self-clearing dealer. That is, the dealer submits the trade to clearing

on it's and the customer's behalf. In other words, SEFs are forbidden from neutrally submitting

"buyside" and "sellside" trade legs simultaneously, quickly and directly to the clearing house..

Such a requirement that SEFs must submit trades via certain dealers is problematic for several

reasons. First, it forces an asymmetric workflow that adds more latency to the post-trade

process, thus reducing trade integrity. Second, it forbids non self-clearing dealers from

submitting trades unless they are a "customer" to the dealing desk of a clearing member, thus

effectively denying them access to the marketplace. Third, it is a clear restraint on free trade

because it prohibits customers from trading with each other in a cleared "all to all" marketplace

clearly envisaged by the Dodd Frank Act. Fourth, it violates customer anonymity as customers

are now always known to their dealer counterparties. Fifth, it limits customer choice to all but a

few dealers and FCM entities and thus dangerously restricts market liquidity.

As an additional feature to this workflow, these industry parties have suggested an option that

clearing firms provide customer margin information directly to a dealer so that it may check the

customer on a pre-trade basis. While such a solution sounds similar to the SDMA pre-trade

margin check proposal (discussed above), it is fundamentally different. The SDMA

recommends that the clearing firm share such information with an independent and neutral
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party, acting as agent for both buyer and seller - the SEF, not with an interested party to the

transaction -- the dealer, acting as principal.

Sharing such information with a principal to the transaction no doubt creates a conflict of interest

and is unworkable. It is also contrary to information partition provisions of Sections 731 and 764

of the Dodd Frank Act that preclude FCMs from sharing customer information with their dealer

desk counterparts. Moreover operationally, implementing such a decentralized system might

prove to be difficult as some have already noted. Separate connectivity would be needed to link

each one of several clearing firms to each one of several dealers in a new communications

network. As the number of dealers, customers and clearing brokers grew, the system's

complexity would increase exponentially. Such a system might prove so costly for the end user

that, in practical terms, they would be forced to operationally connect to all but a handful of

dealers, thus limiting their choice and their access to liquidity.

Regulators should be wary of such documentation and workflows that on their face claim to

enhance trade certainty and market integrity, but are transparent attempts to restrict trade,

customer choice and liquidity. Such proposals only serve to undermine the core principles of

the Dodd Frank Act.

IV. Conclusion

The SDMA believes post-trade trade integrity and pre-trade trade integrity are both necessary

components to promote market integrity and lessen settlement risk in the cleared swaps market

created by Dodd Frank Act. For central clearing to be successful, the Commissions must

intervene to require that the market adopt precedents set in other markets and use widely

available technology and workflow necessary to create (a) post-trade trade integrity through

immediate real-time clearing, and (b) the pre-trade trade integrity through real-time pre-trade

margin checks.

The SDMA recommends that the Commissions be vigilant that any proposed workflow not be

restrictive or represent an anticompetitive restraint on customer choice of counterparty or
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execution method. or should it be a restraint on a buyer's or seller's choice of clearing firm.

The workflow must provide for a symmetrical post-trade trade submission to clearing by which

SEFs simultaneously leliv r both customer trade legs real-time to the CCP. CCPs should in

turn accept or reject trades for clearing in real-time. Any proposed wor! flow must increase. not

decrease. the speed at which a trade is confirmed for clearing by the CCP. Moreover. any

proposed workflow should not be an attempt to circumvent the core principles of the Dodd Frank

Act. As a market, all participants under the guidance of the Commissions should be able to

work in concert to bring about a solution that is consistent with the Dodd Frank Act and ensures

the aTC clearing of swaps is a success.

Submitted Respectfully,

James Cawley
The Swaps & Derivatives Market Association
(646) 588-2003


