SGX=

18 September 2018

Mr. Chris Kirkpatrick

Secretary

Commodity Futures Trading Commission
Three Lafayette Center

1155 21st St., NW.

Washington, DC 20581

United States of America

Dear Mr. Kirkpatrick,

Self-certification of Amendments to SGX-DC Clearing Rules

1.

1.1

2.1

3.1

3.2

Introduction

Singapore Exchange Derivatives Clearing Limited (“SGX-DC"), a derivatives clearing
organisation (“DCQO”) registered with the Commaodity Futures Trading Commission (the
‘Commission”), hereby submits a self-certification for amendments to its Clearing
Rules (the “Amendments”) pursuant to Commission regulation 40.6(a).

Intended Implementation Date

The Amendments are proposed to be implemented on 8 October 2018, but will not be
implemented prior to the Commission’s 10 business day review period.

Explanation and Analysis

The Amendments relate to changes to the SGX-DC clearing fund (the “Clearing
Fund”). SGX-DC intends to implement these changes to enhance the robustness of
the Clearing Fund as well as simplify its structure. The changes will enable the Clearing
Fund to reflect more accurately the risks to the SGX-DC clearing system and mutualise
losses in a more consistent manner.

SGX-DC is registered as an approved clearing house under the Securities and Futures
Act of Singapore and regulated by the Monetary Authority of Singapore ("MAS”). The
MAS has been notified of the Amendments and has given its indication of no-comment
on the changes.

Singapore Exchange Derivatives Clearing Limited
Company Reg No. 200005878M
{A wholly-owned subsidiary of Singapore Exchange Limited)

2 Shenton Way, #02-02 SGX Centre 1, Singapore 068804
main: +65 6236 8888 fax: +65 6535 0775
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3.3

3.4

3.5

SGX-DC is proposing the Amendments in respect of the following changes to the
Clearing Fund:

(a) the merging of the contract classes for exchange-traded derivatives and non-
relevant market contracts into a single contract class; and

(b) the refinement of the methodology for determining SGX-DC clearing members’
Clearing Fund contributions.

Merging of contract classes

SGX-DC operates a single clearing fund structure, which covers losses arising from the
default of a clearing member, after the defaulted clearing member’s collateral has been
fully utilised to discharge its obligations to the clearing house. The Clearing Fund
resources are segregated by contract classes so as to limit risk contagion among
members who clear in different businesses. The funds of those members who
participate in the same contract class as the defaulted member are used before that of
members who do not participate in that contract class. The loss allocation mechanism
in Clearing Rule 7A.01A.2 (Clearing Fund Loss Allocation Mechanism) sets out the
order of priority for utilising the Clearing Fund as follows:

(a) Clearing House First Loss Contribution;

(b) Security Deposits of those members which have been active in any of the contract
classes in which the default has occurred;

(c) Further Assessment Amounts of those members which have been active in any
of the contract classes in which the default has occurred;

(d) Clearing House Intermediate Contribution;

(e) Security Deposits of members which are not available for use, or which have not
been exhausted under (b);

(f)  Further Assessment Amounts of members which are not available for use, or
which have not been exhausted under to (c); and

(g) Any other contributions to the Clearing Fund.

Currently, Rule 7A.01A.5 sets out, for the purpose of Rule 7A.01A.2, three

Contract Classes within which an event of default may fall. They are:

(a) Contracts that are listed for trading on the Exchange or Relevant Market (“ETD
Contracts”),

(b) Non-Relevant Market Contracts (‘NMC Contracts”), and

(c) OTCF Contracts'.

1 OTCF refers to over-the-counter financial derivatives.



3.6

3.7

3.8

Clearing Rule 7A.01A.5 will be amended to combine ETD Contracts and NMC
Contracts into a single contract class. The segregation of ETD Contracts and NMC
Contracts into two separate classes is no longer meaningful. Since April 2013 all of
SGX’s NMC Contracts have fungible ETD Contract equivalents, and the bulk of the
NMC exposures have migrated to the ETD Contracts. Furthermore, each of the NMC
and ETD contracts in a fungible pair are treated the same way for risk management
purposes. In the event of a default, SGX-DC would manage such fungible contracts as
a portfolio for default management purposes.

Refinement to the Methodology for Determining Members’ Clearing Fund Contributions
Currently, a clearing member’s Clearing Fund contributions consist of:

(a) a Security Deposit, which is determined as a function of the clearing member's
margin requirement; and

(b) a Further Assessment Amount, which is a multiple of the clearing member’s
Security Deposit. Each clearing member is required to deposit with the clearing
house a portion of their Further Assessment Amount (“pre-funded Further
Assessment”).

The Amendments reflect the following changes which seek to correlate members’
contributions to overall stress test losses, minimise pro-cyclicality and simplify Clearing
Fund requirements:

(a) Member’s contribution requirement will be derived from overall stress test losses.

The current methodology for determining clearing members’ Clearing Fund
contributions has a tendency to place pro-cyclical pressure on clearing members
during volatile market conditions as, in such circumstances, Clearing Fund
contribution requirements would increase in tandem with the higher margin
requirements. This does not correspond with the overall stress test loss which
would have been lowered by the increase in margin requirements.

Rule 7A.06.2 will be amended such that a clearing member's Clearing Fund
contributions will no longer be derived from the member’s average risk margins
but will be determined based on the member’s proportionate share of the total
Clearing Fund contributions required from all members in that contract class.

(b) The Security Deposit requirement and the pre-funded Further Assessment
requirement will be combined into a single Clearing Fund contribution
requirement.



3.9

3.10

4.1

5.1

5.2

6.1

To simplify clearing members’ Clearing Fund contribution requirements, SGX
proposes to replace the Security Deposit and the pre-funded Further Assessment
with a single “Clearing Fund Deposit”. Clearing Rule 7A.06.1.2 will be amended
to replace the Security Deposit and the pre-funded Further Assessment Amount
requirements with a single Clearing Fund Deposit requirement. Rule 7A.06.3.2 will
be deleted to remove the requirement to prefund a percentage of the Further
Assessment Amount.

In addition, Clearing Rule 7A.06.3.1 will be amended to revise the Further
Assessment Amount from three times of the member’s Security Deposit to one
time of the member’s Clearing Fund Deposit.

The proposed changes will provide clearing members with greater clarity, and enable
better capital efficiency as the Clearing Fund size will be more closely aligned with the
overall stress test loss.

Clearing members will be informed of their indicative clearing fund contributions
through regular reports, prior to the monthly effective date for collection. This will enable
clearing members to anticipate their Clearing Fund Deposit requirement.

Description of Amendments

The text of the Amendments with the changes indicated is attached as Appendix 1.

Certification of Compliance with Core Principles

The Amendments have been promulgated in respect of SGX-DC’s compliance with
Core Principle D on risk management and Core Principle G on default rules and

procedures.

SGX-DC hereby certifies to the Commission that the Amendments comply with the
Commodity Exchange Act, as amended, and the regulations promulgated thereunder.

Public Notice of Pending Certification

SGX-DC has made publicly available a notice of the Amendments’ pending certification
with the Commission, together with a copy of this submission on its website at the

following address:
http://www.sgx.com/wps/portal/sgxweb/home/requlation/consult pub/dco submission

S.




7.1

7.2

8.1

Opposing Views

There were no opposing views expressed to SGX-DC by its board or committee
members, SGX-DC Clearing Members or market participants that were not
incorporated into the Amendments. If any opposing views are received by SGX-DC
during the Commission’s review period, such views will be communicated to the
Commission accordingly.

A summary of feedback received on a public consultation conducted 13 March 2018 to
3 April 2018 and SGX-DC'’s responses to the same are set out in Appendix 2.

Contact Details

Please do not hesitate to contact the undersigned at kahmun.huay@sgx.com or +65
6713 6504 should you require any clarification.

Yours sincerely

e

Huay Kah Mun
Senior Associate
Regulatory Development and Policy (Regulation)
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