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PROCEEDI NGS

CHAI RVAN GENSLER: |I'mdoing a little
stand-in here for Rick Shilts, who is going to do
the intro. R ck is the head of our Division of
Mar ket Oversight. Let nme first just greet
everybody. Thank you and the CFTC staff for
arrangi ng this roundtable on these critical
| ssues. Rick would have been here, but given the
I ce and shoveling and everything, yesterday he
broke his wist. So, he's fine. He's hone. He's
alright. But |I'mthe stand-in.

More than that -- thank you all for
doing this. | think we have six panels today on
very inportant issues to a proposed rule that
we've put forward. | think sone of our coll eagues
and friends fromthe SEC are tying in by phone and
listening. | know this wll be very hel pful for
the SEC. We are hopeful, | think, that sone of
the folks fromthe OFR over at Treasury, which has
been so helpful with this on data collection, too,
Is also tying in either here directly or

| i st eni ng.

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net




Public Roundtable to D scuss Swap Data Recordkeeping & Reporting Requirenments Page:

10

11

12

13

14

15

16

17

18

19

20

21

22

But the effort really is to nove forward
wth the proposal. | think a comment period
cl oses February 7th, so everything that goes on
here will be put in a transcript and be part of
the comment period as well -- and coment file.

But nore than that, it's about unique
identifiers for three areas, as you know. For
counterparties. For products. And what we call
"swaps" or what | call "transactions." But | know
they are swap IDs. And sonehow, as the whole
financial industry would be relying on these
uni que I Ds for counterparties, products, and swaps
to get the best advice on inplenentation -- on how
to bring this all together.

So with that | think |I've probably
exhausted ny role here and turn it over to David,
Irina, and the team-- and thanking everybody who
IS going to participate today.

MR. TAYLOR  Thank you very nuch, Gary.
| need to ask the court reporter. Are you set
W th nanmes?

COURT REPORTER: [ naudi bl e. ]

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net
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MR. TAYLOR  Ckay, good. Well, we will
dive right in. Thank you all for being here
today. |It's going to be very hel pful for us to be
sure that we get the technical aspects of these
| ssues that we're going to tal k about today right
in the final rule.

| thought | would begin by giving a
brief overview of the current |andscape regarding
uni que counterparty identifiers, and then we'l]|
jump right into the first panel.

Over the last decade virtually all
financi al sector stakehol ders have cone to
recogni ze the need for universal, accurate,
trusted nethods of identifying legal entities that
are parties to financial transactions. A unique
counterparty identifier, sonetines known as a
"l egal entity identifier," will be a crucial
regul atory tool for enabling data aggregation
across counterparties, asset classes, and
transactions. That wll enhance regul ators'
ability to nonitor and mtigate systemc ri sk,

prevent market mani pul ati on, enforce position
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limts, and exercise resolution authority.

Full| realization of systemc risk
mtigation and transparency, which are fundanent al
pur poses of the Dodd- Frank Act, cannot be fully
achi eved wi thout mandatory use of entity
identifiers in swap data reporting. And the
identifiers would al so have great benefits for
financial entities in terns of transaction
processi ng, internal recordkeeping, conpliance,
mar gi n cal cul ati on, due diligence, and risk
managemnent .

At present no industry-wide entity
identifier that is sufficiently unique,
persistent, conprehensive, and open is avail able
to serve as an industry-wi de standard. 1In the
absence of a universal entity identifier, vendors
and firns and regul ators have created a variety of
Identifiers. One of ny colleagues at the Fed
sonetines refers to these as "little silos of
excel l ence.” But they are separate from each
other. This creates inefficiencies and expense

for firms and can result in costly errors. And it

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

11

10

11

12

13

14

15

16

17

18

19

20

21

22

al so presents obstacles to regulators' ability to
see a conprehensive picture of the market. Such
partial solutions are often proprietary,
restricted in use and redistribution, limted in
scope.

W believe that at present we have a
w ndow of opportunity to create an open entity
i dentifier that sol ves these problens. As noted
i n the proposed rule, the Comm ssion believes that
opti mum effectiveness for a | egal entity
I dentifier would conme fromcreation of entity
I dentifier systemon an international basis
t hrough a voluntary consensus standards body. The
proposed rule sets out principles that the
Commi ssi on believes nust govern such a system It
also calls for reporting of information concerning
affiliations of entities that receive a | egal
entity identifier.

The purpose of our first three panels
today is to explore the technical, operational,
and i npl enentati on considerations that the

Commi ssi on shoul d address concerni ng uni que
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counterparty identifiers inits final data
reporting rule.

And with that, let's junp into the first
panel. | would remnd you all, these m crophones
are "push to tal k" so when you would |ike to talk,
push the button -- the little red light will cone
on. Wen you are done, push again to turn it off.
And if you can, don't let your BlackBerry or phone
be on the table because they do feedback.

We do have, in a way, an extra paneli st
wth us by phone this norning who is going to
speak to us now as we begin. Francis Goss from
t he European Central Bank.

MR. GROSS: Hello. Good norning. [|I'm
very pleased to be with you and | |ook forward to
hearing the debate and contributing where | can.

MR. TAYLOR We appreciate your being

her e.

MR. GROSS: Thank you.

M5. LEONOVA: (kay. | guess we are
ready for our first panel. Before we start | want

to thank CRTC staff for making it happen. Anna
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Schubert and J.P. Rothenberg. Qur admnistrative
staff Margie Yates, Veda Allen and Joshua Giffin
and M ke Johnson.

The first panel has nore of a technical
aspect for unique entity identifiers, or conmonly
known as "legal entity identifiers.”™ | believe
nost of you have a |list of question that we would
like to discuss, but it is nostly for guidance
rather than "let's make it happen.”

So, | guess let's start at the first
one: Are there any existing identifiers viable
for use as UCls or LEIs? Wat is the opinion, and
what are the solutions?

MR. TRAUB: | would be happy to speak
first to that one. | represent GS1 US, which is
part of the GS1 organi zation. GS1 is a gl obal
vol untary standards consensus body. W' ve been in
t he busi ness of devel opi ng standards for supply
chai ns across a nunber of different sectors for
nearly 40 years. Those of you who have seen
bar codes on consuner products have seen the nost

vi si bl e aspect of what the GS1 systemis, but
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that's just one type of identifier in a whole
system of identifiers that we have.

And in fact, one of the existing, wdely
adopted standards within the GS1 systemis an
identifier for legal entities. It's an identifier
that we call the "GLN' and it is a 13-digit
i dentifier, which can be used to identify a | egal
entity, whether that be the parent of a
corporation or a subsidiary or any other |egal
entity that requires identification.

The GS1 systemis fully international.
It's supported through a network of 108 nenber
organi zations, which is GS1's termfor what are
effectively operating arns of the GS1 standards
body in 108 different countries around the gl obe.
There's also a global office in Brussels that
supports snmaller countries that don't have a | ocal
office of their own.

The GS1 systemis designed to all ow
identifiers to be globally unique and persi stent
t hr oughout the world, and that's done through

al l ocation of the nunbering space to the different
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menber organi zati ons so that they can be
distributed locally. And we can tal k nore about
the technical details, but I'll just stop there
and say that we believe that we believe that that
identifier would be emnently suited as a UCI, and
we believe it neets all of the requirenents that
have been set forth.

MR BOLAANO |[|'lIl be glad to go next.
My nane is Mark Bolgiano. |'mhere actually with
three hats on -- as a nenber of XBRL US Board of
Directors, as a nenber of the ANCI-X9 Board of
Directors, which is the U S. jurisdiction of |SO
for financial standards -- particularly |1SO 2022,
and as the chair of 1SO Wrking Goup 5 whichis
| ooki ng at semantic technol ogi es to get
har noni zati on across standards.

| should al so add that up until Decenber
| served as the Founding CEO of XBRL US, which
cane out of |eadership fromthe SEC and FDI C and
the use of standards for regulatory reporting, and
I's now being led in industry by DTCC, SWFT, the

accounting profession, and the technol ogy
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pr of essi on.

We' ve obviously -- now that the SEC has
| npl ement ed data standards for the origination and
the i ssuance of reporting -- we've encountered the
identifier many tines as a limting factor in the
ef fectiveness of effective reporting and intake of
data into various systens. And we have really
addressed this by very aggressively pursuing the
| SO standards that apply, because they net the
criteria that we found were inportant. One is
maturity of technol ogy and the maturity of its
use. The other is the system of governance -- a
stabl e and strong gl obal system of governance.
The ot her was the econom ¢ nodel involved,
particularly where it applies to the intell ectual
property in any identifier. And really the
aggregate effect of all these, which is access,
really. Access by regul ators, access by the
public, access by the partners who rely on an
i dentifier for confidence in the information.

So, therefore, we are strongly

recomendi ng that the BIC standard, not only as it
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exists but as it wll evolve under the governance
that |1've referred to, represents the best |egal
entity identify option.

MR. JANSSENS: | would just followon to
what Mark was just saying. So, we also believe
froma SWFT perspective we are the registration
authority for BIC. BICis in use in the financi al
I ndustry for nore than 30 years -- is already
i dentifying entities in transactions and
counterparties in transactions for a long tine.

So yes, we believe that an existing identifier can
fulfill the role of legal entity identification.

We are bringing changes to the |ISO
standard. W are in the process of naking a
revision of the standard so that it even better
fits the needs and the requirenents as they have
been described in the requirenent fromthe CFTC
So that there will be a BIC only for legal entity
i dentification, so that there will be a
di stinction between the BICs that have been used
so far and the BICs that will be used for |egal

entity identification. No confusion between the

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net
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two. Therefore we think that can serve the
pur pose.

MR HAASE: |'m Ken Haase. |I'mwth the
NFA. Those at the Commission |I'm sure you know
what NFA is and how | ong we' ve been working with
an NFA ID. Over 25 years we have been assi gni ng
t hese through out registration system And to
date we have handed out approxi mately 450, 000.
Currently there are about 55,000 in use that are
current at the nonent. And we have had this
systemin place. W feel that it is a fairly
strong system W have given the firns the
ability to go in and electronically assign these
for the individuals that work for these firns.
And | guess the one think |I would add on there,
fromour point of view, is also the ability to go
In an ensure that it is unique to the individual
and the underlying functions that you need in that
systemto go through and nake sure that you are
not duplicating these IDs, either for firnms or for
I ndi vi dual s.

M5. LEONOVA: (Going forward, you know

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net
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what a great job you do individually. Now let's
try to get together and define what you can see
that to be in theory -- desired and optina
structure of the identifier -- without referencing
your particul ar system

MR. BOGLIANO [|'Il be glad to start. |
think that nmy input would be on the question of
centralization -- on the assignnent and validation
that | think that a | ot of the questions we've
heard asked on this subject presune a certain
| evel of centralization. And speaking as a ClIO
for 25 years, and soneone who is now just returned
back to that type of role, | can tell you that
today' s technol ogy environnent probably will not
tol erate what has historically been the optinum
choi ce, which is absolute centralization of
val i dati on, storage, registration.

If you I ook at the nodels that are
wor ki ng today, whether it's for |IP addresses or
for web URLs, while there certainly has to be a
central authority -- there has to be an

authoritative source -- | would say that
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"federation” is a concept that should be
considered in any solution. Everyone at the table
here has provided a certain |evel of trust and
confi dence through the nunbers that are being
assigned and val i dated, ensuring that they are
uni que goi ng across supply chains.

My input would be that, while we do need
a central authoritative source, that the
federation of the assignnent of nunbers -- and
again wth the objective of access being central
to the thinking -- is very inportant. The other
concept, and then I'll conclude, is that we not
try to give the nunbers any payl oad of
I nformati on. The nunbers shoul d be abstract and
unique. | think nost nodels today that try to
i ncl ude | ocation codes, branch nunbers -- | don't
think in the ong termthose are as sustai nabl e.
And this is what |'mreferring to in the evol ution
of the BIC nunber, not to nention the specific.
But | think all of the options being exam ned,
that's a general trend. So that's ny input.

MR TRAUB: |'d like to anplify sone of
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the comments that Mark made. | think we're in
conpl ete agreenent as to the principles there, and
['I'l just support that through sone experience
t hat our organization has had in assigning unique
identification in an international environnent in
particul ar.

| think decentralization is absolutely
essential for success in an international
envi ronnent sinply because -- particularly when
we're tal king about |egal entity identification in
the financial industry -- for many nations this is
an i ssue of national sovereignty. And there are
different |aws and regul ations that apply in each
jurisdiction, and it's only through a federated
nodel that one can acconmobdate all those, while
still creating a framework in which there is
standardi zati on worl dw de and therefore the
ability to have that single unique identification.

Typically the way this is achieved is by
havi ng a gl obal nunbering space that is then
divided in sonme way across reqgqulatory regines, to

preserve uni queness worl dwi de, and then within
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each of those divisions, allow ng the | ocal

regul ators or authorities or issuing agencies to
work within that space and then apply any | ocal
consi derations that apply there.

We also believe there is nerit in taking
t he decentralization concept one step further and
all om ng individual counterparties to ultimately
be the issuers of individual identifiers by
all ocating a range of nunbers to conpani es that
need it. Then they can issue their own
Identifiers and then register themin a separate
oper ati on.

And t he decoupling between the issuance
of the nunber itself and the registration of
associ ated reference data we think is also a very
| nportant technical ingredient because it hel ps
facilitate different types of expertise. One
organi zati on responsi ble for maintaining the
nunbering space and being very neutral -- letting
ot her organi zati ons that have deep expertise in
the data and in financial services handle the

regi stration of the acconpanying reference data.
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And that's a feature of the GS1 system as well.

| think I would also just anplify the
poi nts that Mark nmade about what we call the
"non-significance of the nunber," Meaning no
information or intelligence enbedded in the
nunber. | think we can point to nmany exanpl es
from experience that show that any attenpt to
enbed intelligence in the nunber usually runs into
pitfalls further down the road. And so we would
al so support that as a technical characteristic
that's inportant. Thank you.

MR. TAYLOR Let ne ask a question to
follow up. |If you have a systemthat
decentralizes the issuance of the identifiers
t hensel ves, can you el aborate a bit on how you
woul d ensure that they all stay unique?

MR. TRAUB: Yes, it's actually a pretty
sinple principle. In the case of the GS1 system
the way that works is that when the nunbering
space i s divided anong the various national and
regional authorities, we use the first fewdigits

of the nunber to ensure uni queness. So, nunbers
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i ssues in the United States begin with a "0".
Nunbers in the U K begin wwth a "5", and so
forth. Very simlar to what you see with
International Dialing Codes for telephones.

That principle extends downward as you
decentralize through to individual conpanies
I ssuing identifiers. The key there is not to try
and associate any intelligence wwth that. You use
that as a neans to divide up the issuance of the
nunbers, but what you do not do is say that once a
nunber is issued you can then parse out those
conponents and try to learn who owns it. That has
to be done through associ ated reference dat a.

What all that dividing up the nunber is,
Is a means for decentralizing the issuance of it.
And in the GS1 system that's done actually with a
vari abl e-1 ength system so the division |lines
between the different parts are sonewhat flexible,
which all ows capacity to be tuned as you
di stribute the codes through the worl d.

MR. HAASE: | guess | would just echo

both what Mark and Ken said in regards to keeping
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the intelligence out of the nunber. Just about
any tinme you' ve gone and built a system and you
t hought this is exactly -- we've figured out
everything that could possibly go in that nunber,
about a week after it goes live you find that one
itemthat is not included or sonething el se cones
up. So yes, definitely keep that intelligence out
of it.

MR. JANSSENS: Yes. Sane coment.
Getting out all the intelligence froma code is
essential, because what counts when a code has
been assigned, that the code does not change
because sonething is happening. And that's really
| nportant and that's what should be considered is
that not only there is no intelligence in there,
but also that the code is perpetual and persists
what ever happens to the entity which has been
I dentified. Wen sonething is happening to the
identity, that nust be processed through the
attributes, the reference data which is attached
to the nunber, not in the nunber itself.

MS. LEONOVA: Can we di scuss what
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reference data you consider to be inportant and
what characteristics it has to have?

MR. JANSSENS: Well the characteristics
are the attributes that we need to consider, and
in terns of attributes there are a certain nunber
of unique attributes that will enable
identification of the entity itself, which is its
| egal name, which is its registered address in the
country of incorporation. Those is the basic
i nformation that is needed.

Next to that you need to have data base
managenent attri butes, which enable to sort out
when the code has been created, when the code has
been validated, when it has been updated, when it
eventual |y expires -- because a code can expire if
the entity di sappears. But those elenents wll
hel p make sure that by | ooking across all the
entities you can identify them uni quely and that
there is no duplication of entities so that the
code i s unique.

MR. BOLA ANO. What Paul is describing

Is a discipline that's been anwhile for a while,
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call ed "master data managenent." This is marked
by identity, provenance of the data -- as Paul has
poi nted out about the chain of custody, and then
the security and privacy of that data that results
from good managenent of master data and reference
dat a.

And | think that the chall enge of course
cones, first, when the reference data changes,
because generally the reference data is not a
transaction, it's an entity. So changes to that,
such as -- we're actually involved in work right
now wi th corporate actions. Corporate actions are
changes to the securities master. And al so when
these are referenced across | arge networKks.

And so a huge network like SWFT, this
Is why, if you'll forgive nme, |I think one of the
big reasons why SWFT is in the standards
busi ness, because the standards applied to that
reference data is so key to the integrity of the
novenment of information across networks. And when
| say "networks" | don't nean the cables,

necessarily. | nean the network of business
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actors, investors, general public -- for
transparency here in the United States, and
regul at ors.

MR. TRAUB: | would just add to that
t hat obviously we need to understand exactly what
reference data we wish to associate with
identifies. | think equally inportant is
attention to the process by which those
determ nations are nade. And you can under st and
that by considering that the answer to the
question "What is an appropriate legal entity
identifier?" -- the answer to that question is one
that we hope is very stable over tine. The
question of "What reference data do we need
associated wth an identifier?" is an answer that
evol ves over tine, as business conditions change,
as new requirenents energe for understandi ng what
t hat data neans.

And so therefore we believe it's very
| nportant to have a very robust gl obal standards
process for establishing the definitions of what

reference data is to be associated wth
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identifiers. In GS1 we have experience devel opi ng
reference data for consuner products and ot her
types of supply chain entities. And we have a
gl obal network that allows that data to be
synchroni zed wor| dw de through a federation of
di fferent databases. And we bring end users
together to devel op the standards for exactly what
that data is.
One of the things we've |learned in that
I's that one has to bal ance core needs for
reference data that are shared anong al
participants for virtually all applications. And
for legal entity identification those are basic
t hi ngs such as nane, |ocation, contact
I nformation, relationship to other legal entities.
But then beyond that you have nore and
nore specialized data that is naybe application
specific. So perhaps there's reference data that
applies to legal entities who are broker-deal ers
as opposed to different information that woul d
apply to a different type of entity. |It's

| nportant to have a very extensi bl e and manageabl e
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nodul ar structure there, because in order to
actually get good reference data -- data that is
actually supplied accurately by the participants
-- one has to keep it as sinple as possible, but
not too sinple that it fails to neet business
requirenents.

M5. LEONOVA: May | ask follow up
guestions? How do you ensure extensibility of an
i dentifier?

MR. TRAUB: Well, for the identifier
Itself -- and that's a separate question from
extensibility of the reference data -- but for
extensibility of the identifier the basic
principle we believe is to reserve a part of the
structure for future expansion. So that may nean
that there's a first digit that has an unassi gned
val ue that can be used to indicate an extension in
the future. There are a nunber of techni ques for
doing that that are fairly well established.

To give an exanple of our experience
doi ng that, the UPC code that you see on products

began as a 12-digit nunber in North Anerica, and
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then when it expanded to worl dw de use, the
capacity was too limting, and so a 13th digit was
added. And the way the extensibility worked was
that digit was inplicitly zero in North America
where it didn't exist. And so zero was not
allowed to be the first digit anywhere else in the
worl d, and that way the 12-digit and 13-digit code
could co-exist for a period of tine. And then
there was a period of controlled mgration and a
sunri se date at which information systens around
the world were required to accept both fornms. And
that's actually happened twice with the product
code. Qur legal entity identifier has not

requi red that extension because as of now it has
pretty |large capacity conpared with antici pated
requi renents. But that's the basic principle.

MR. JANSSENS: Froman extensibility
point of view of the code |I think you need to nake
sure that the code fromthe start is |arge enough
to cover the whol e scope, because ot herw se you
start to have intelligence in the code itself. So

| think that the code nmust cater for what is
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needed fromthe beginning. Later on you have the
extensibility in the attributes. |[|f the nmarket
evolves -- if the industry requirenents are
changi ng, then you can nmanage that with the

attri butes which are attached to the code, and you
don't have to work with changes in the code
itself, which froma data base point of view --
froma data base managenent point of view-- if
you have built your data nodel based on a certain
structure of the code itself, you have to change
It because that is your root key.

So we think that the code should no
| onger change once it has been defined. But the
attribute, you have all the flexibility that you
want -- to add attributes, to renove attributes,
or change them as you see fit going forward.

MR BOLAANO [|'mjust going to add a
very brief remark, which is general although
relevant to this, and relate the experience of the
XBRL introduction to issuers in the corporate,
publicly traded world -- nutual funds -- that what

you' re hearing discussed here reflects a
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conbi nati on of mandate and mar ket acceptance. And
in fact we found that one w thout the other has a
very reduced chance of success.

And so | would urge the CFTC, in
considering the plans to -- while it's possible to
mandate a system once a systemis determ ned, that
nore than half the battle is in thinking about
what contributes to nmarket acceptance -- to the
user acceptance here. And your use of the word
"stability" -- even a perceived |lack of stability
w Il have a drastic inpact on narket acceptance.

MR. HAASE: Let ne just touch on two
things. |In whatever systemthe Comm ssion ends up
going with, you have to understand and appreciate
the anount of tinme it wll take the other systens
to accept this new nunber and what has to be
nodi fied in those systens to all ow everyone to
adjust to it. That's nunber one.

And nunber two, the other thing, is the
security behind it. For people to accept the
system there are going to have to know that the

data they are putting into it is secure. They're
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going to want to feel very confortable before they
start giving out all this information. What

I nformati on varies on which country you are
dealing with. But the security, and then once
gain the tine to nodify other systens to accept

t hi s nunber.

MR. TAYLOR Let ne ask you a follow up
guestion. Talk a bit about the tinme you think
woul d be needed.

MR. HAASE: The tine needed. And that's
goi ng to depend on the systemyou are dealing
wth, so | surely can't speak for anyone el se
sitting around this table. But the tine needed
depends on the nunber. You're going to have to
have the ability to -- if you take one system and
try to inpose it on a second system there's going
to be a big matching process. Now it depends on
how many people and entities you're dealing wth
-- to understand that all the Ken Haases over here
and the Ken Haases over here are actually the sane
person, and nake that natch.

So the tinme is going to be dependent on
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the size of the system and al so the resources
behi nd goi ng through and doi ng that match. So
it's very hard to put a specific tinefrane on it.

M5. LEONOVA: But going back to this
| npl enent ati on plan, what characteristics do you
bel i eve a mandat ed code has to have in order to be
accepted conparable to -- adjustable to current
systens?

MR TRAUB: | think it's critically
| nportant that the tinelines and the procedures
for that period of mgration have to be devel oped
Wi th consultation fromthe stakehol ders. And
really, you have to get a lot of input fromthe
st akehol ders involved to ensure that what is
actually mandated is ultinmately doabl e, and doabl e
in an effective manner.

Qur experience in doing various sunrises
of new codes and ot her things of that nature has
borne this out tine and agai n.

MR. JANSSENS: | would build on what has
been said, and also referring to sone of the other

guestions that you have in there -- do we use an
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existing code or not? O should we start with a
totally new code? |If you start building froman
exi sting standard, from an existing schene, you
get adoption faster. And the processes are in
pl ace, so the tineline will be shorter if you
start wth sonething that exists already.

M5. LEONOVA: How nuch shorter?

MR. JANSSENS: That depends on the
quantity, and probably what Ken has said as well.
Dependi ng on how nmany entities you need to
identity, if you tal k about 10,000 or 100,000 this
I s business as usual. |If you talk about mllions,
that needs to be a different perspective.

Soif we talk about in the 50 to

100,000, it can be done in a couple of nonths -- a
handful of nonths, | nean, 5, 6 nonths, whatever.
If you talk about mllions, | think we need to

have sone nore tine to nake sure that the process
I's robust. The tine is one thing. | think the

I nportant elenent is quality. Because if you

| aunch sonething, it nmust be bull etproof fromthe

start, because as Mark was sayi ng, adoption is
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i nportant as well. |If you have |l eaks in there,
you w Il have resistance to usage of it, and you
have the risk that it's not global, that it's not
uni que. And then you need to start to cleaning up
what has been done.

So |l think it's nore inportant to | ook
I nto making sure that starting small with good
quality -- | nean, 100 percent quality -- and then
build fromthere. So it's at the first stage and
the first building block, and then contribute to
t hat goi ng forward.

MR. TRAUB: And | think in addition to
that there has to be a | ot of support on the
ground fromthe agencies involved to support
end-users in understanding the new rul es,
under st andi ng how to adopt so that -- a forumfor
sharing experience so that it gets easier and
easier as nore and nore conpanies join that
adopti on process.

And if the goal is to create an
I nternational standard -- an

I nternational |l y-accepted identifier -- then that
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support network has to be avail able on a gl obal
basis and available in a way that is tailored to
the | ocal market conditions and cul tural
conditions and | anguage conditions that exist in
each of those places around the world.

MR. BOLA ANO At the risk of
oversinplifying, I"'mgoing to say it boils down to
usability and accessibility. Five hundred mllion
Facebook users have created a unique identity in
the last three years. Five hundred mllion. You
know, that's a reflection of a certain |evel of
usability and access. Again, | know |'m
oversinplifying here.

You can inpose a mandate and it could
take forever. O you can consult wth
st akehol ders, build on an existing standard that
al ready has gl obal reach, and you could find the
tinmeline much shorter. This is areally difficult
question, and actually | was | ooking forward to
wat chi ng the operational and inplenentation panels
squi rm over this question. |'mdisappointed that

we got it first. [Laughter.]
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M5. LEONOVA: Maybe a naive question,
but where do you see nore problens? On the
har dwar e side or software side?

MR. HAASE: Sof t ware.

MR BOLA ANO |I'mgoing to point out
t he obvi ous.

MR. TRAUB: Yeah.

MR. BOLA ANO Hardware is trivial.
This is not a hardware problem

MR HAASE: | agree.

MR. JANSSENS: Yeah.

MR. TRAUB: You know, the quantity of
| egal identifiers -- legal entity identifiers --
I's mniscule conpared to the quantity of trades,
for exanple, that happen every day. So the volune
of data that we're tal king about here, fromthe
financial industry's perspective, is not a stretch
at all. The difficulty here is in the business
processes around adopti on of sonething new,

m gration of systens, all of those things. And
that's really a software problem and a people

probl em and not so nuch a hardware probl em
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MR. JANSSENS: Yeah, | woul d concur.

MR CGROSS: [f | may cone in. Francis
G oss fromthe ECB. Just a short remark. | think
t hat observing the industry you see that they just
know where to converge, in terns of standards.
And once a standard is backed by international
institutions and by law in several countries for
mandatory use in reporting, the industry will know
where to converge and then it's just about the
nor mal update of processes and system over tine.
It wwll take tine to mgrate, but once it's there,
they will go to it.

MR. JANSSENS: Yes, | confirm [It's not
a software or hardware, it's a process. |It's the
anal ysis of the data on the one side, as |
nmentioned, that the quality is there, so you need
to have robust processes to analyze and neke sure
that you don't duplicate entities or codes for
entities. That's the nost inportant on the
al l ocation of codes. And then on the usage of the
codes, it's to nake sure that the processes and

the systens have been adapted to in-take that code
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and to transport it so that it can fill the
requi renments of reporting.

MR. BOLA ANO First, | want to say
hello to ny friend Francis, whose speaking to us
from Frankfurt, and to recognize that two years
ago he was a block away fromhere in ny office
tal ki ng about the concept of a "data utility."
And | really think that's a very good descri ption
that captures a | ot of these characteristics that
you're trying to determne in this roundtable.

Francis, correct ne if I'mwong, but |
think one of the first things that we di scussed as
alimting factor to an effective data utility is
I dentity nmanagenent.

MR, GROSS:  Yes.

MR. BOLA ANO. And the identity of
entities. Now we're talking about a utility
that's much like the electrical grid in the US.,
in that there won't be -- whether because of
nati onal boundaries or for just practical
operational purposes -- it is going to be a

network. It is going to be distributed.
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The things that are built into networks
that are resilient now, | think, are worth
examning to apply -- even if they are transl ated
fromother contexts -- whether it's power or phone
or telecomunications -- into this. |It's the sane
kind of replication, validation, authentication.
But also the ability to decentralize and federate
as part of that decentralization.

The Internet was created to survive a
devastating attack on infrastructure, and it
evolved into sonething that's now serving a huge
public good. | think there's just as nuch
potential for the SEC and the CFTC and Treasury
wth OFR to create just as big of a utility that
wi Il have just as nuch of a profound effect on our
econony.

MR. JANSSENS: | link to that also the
Eur opeans. Because you nentioned the U S
regul ators, but also together this is a gl obal
solution. |It's globally adopted. It is to be
conbi ned and converged, because the firnms which

will have to conply with this, they are also in
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all areas. So it needs to be one system nmandat ed
globally by the regulators so that the firns can
adapt. And that they only have one systemto
adopt .

MR. GROSS: Perhaps to that point, in
his speech on 19 Cctober 2010 at the ECB
Statistics Conference, Jean-C aude Trichet, the
President of the ECB, called for a reference data
utility that woul d be operated on the basis of an
I nternational agreenent. That could be sonething
now in reach if we take the OFR as the first step,

and simlar efforts in Europe in the legislative

sphere -- if that can cone to fruition, others
will join as well. It can grow in a nodul ar
fashi on.

And then the technical structure of the
data bases, whether they will be structured as a
network or whether there will be a central
repository sonewhere, that matters |ess, as | ong
as there is the assurance that the data is
strictly standardi zed -- not just harnonized --

but strictly standardi zed across the board.
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M5. LEONOVA: And | want to foll ow up on
John Mul holl and. Are you still on? John? Ckay |
guess we | ost sonebody in the process. He got
exci ted.

Ckay do we have any other issues you
t hi nk we should discuss to the interests of our
panel ?
BOLG ANO.  No questions. Thank you.
TRAUB: Thank you.

HAASE: Thank you.

» ® 3 3

JANSSENS: Thank you.

3

TAYLOR We're a bit ahead of
schedul e, but | guess that's better than the
alternative. Let's swtch to panel two. Wuld
t he panel two peopl e cone up.

Al right. This is our second panel.
W' re noving to QOperational Considerations
Concerning Uni que Counterparty ldentifiers. Sone
of this was touched on by the first panel, but
that's nature. Let's nove first of all to the
question of what utility or registration authority

can assign and maintain UCI in conpliance with the
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principles in the proposed rule and on the
timeline of our final rule.

MR. CHIDSEY: | guess I'll start. This
Is Ed Chidsey from Markit Goup. |'mresponsible
for our pricing and reference data busi nesses. So
just to start off, I'd like to just thank the
Commi ssion for the invitation to participate in
t he panel today.

As many of you may or may not know,
Mar ket has deep experience in the entity and
reference data identification space and has pl ayed
a critical role in providing identification
reference data for risk managenent trade
processi ng settl enent purposes throughout the
financial markets and primarily in the OTC
markets. And we're looking forward to
participating in today's discussion and | earning
fromthe other panelists and hopefully
contributing based on our experience.

So with respect to this particular
question, with proper governance and oversi ght,

our viewis that really any third party service
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provi der, whether it be a data vendor or a utility
that has experience in the entity identification
space, could play this role. Again, the key here
woul d be adhering to whatever standards are set,
havi ng sone sort of an industry and regul atory
oversight commttee that would be able to
participate and nonitor the operation of such
entity and see that it adheres to the guidelines
that are agreed.

MR. HARRI NGTON: George Harrington from
Bl oonberg. Al so thank you very nuch to the
Comm ssion for the invitation to appear here.

W work as a provider of execution
services and nore likely than a swap execution
facility. It is very attuned to the needs as far
as the unique universe of users that are out
there, not just froma data standpoint but from an
actual execution standpoint as far as identifying
who the counterparties are to a trade.

When you nove to an execution node in
today's world, obviously in OICs derivatives and

ot her asset classes, it's a very bespoke narket,
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and | think the nove towards a unique identifier
systemis sonething that will increase efficiency
and certainly assist wth vendors |ike oursel ves
and our conpetitive being able to track and
certainly to identify from whatever our reporting
needs are also required, put information out to
the market as required by the | egislation.

MR. MARNEY: Maybe I'Il finish out this
side of the table. Pete Marney from Thonson
Reuters. Again, thank you very nuch.

So | don't think any of the existing
identifiers are fit for purpose in the guidelines
t hat have been laid out. They would require a
fair bit of change, which is possible, but I would
like to raise the point though that achieving the
guidelines of no intelligence, extensible
per manent, which neans that you never del ete and
so forth, is relatively straightforward to
achieve; and | think that can be done, but as soon
as you do that, then you're putting all the burden
on the reference data that sits behind it, the

data nodel, the business rules, the presentation
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of the data, the relationships that cone with the
data. In effect then, the unique identifier
really just becone the tip of the iceberg, and so
much nore of it has to happen below the line. |
think that's what really nerits the nost focus and
the nost attention in this because that's what is
going to drive the val ue.

Doing that in a federated way | think
woul d be extrenely difficult, and it's very
difficult to nmanage if you have all the individual
partici pants who are responsi bl e for managi ng t hat
content. Not to say that necessarily centralized
Is the way to go, but having it all federated
makes it very, very difficult to do.

MR. GROSS: Francis Goss. Just very
briefly, | tend to agree wwth the | ast statenent.
However, the process is organized, it would be
much better if every data set went through an
obliquity point of passage, a unique one, wherever
It comes from wherever it goes after.

MR. PREISS. Thank you. |'m Scott

Preiss. |'mvice president for CU SP G obal
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Services, and I'll follow suit with ny coll eagues
and thank you for the opportunity to be heard
t oday.

I"'mreally here to share our experience
as being a nunbering agency in the U S. and Canada
and 35 other countries for the past 40 years to
provi de uni que identification for issuers,
obligors, and underlying instrunents. So that is
qui te broader in the public nmarkets than today's
speci fic discussion, but nonetheless, it seens to
us that there are existing frameworks, including
the international standards bodies as well as
I ndustry subject matter experts, including
I nformati on providers, that have already existing
structures, know how to performthe duties and
obligations of a registration authority, and have
existing infrastructure and experti se.

So we very nuch see this progression as
a col l aborative nodel and really one of the key
chal | enges, of course, is putting one's arns
around who the key stakehol ders are, who the

subject matter experts are, and in the end only
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execution and sustained investnent and comm t nent
over a long period of tinme will neet the industry
requirenents.

MR JORDAN: Hi. [|I'mRon Jordan. 1|'m
wearing two hats here today, Avox and DTCC
Briefly, DICCis a participant on ad cost utility
that is based in New York but is certainly gl obal
i n reach. And Avox, which is a wholly owned
subsidiary of DICC, is one of the world' s | eaders
I n the mai ntenance and validation of legal entity
i dentification. It has been around for about 10
years. |t is UK-based and was purchased by DTCC
back in July.

We believe that, obviously, this is not
just a CFTC i ssue. Watever happens here, the SCC
Is watching and in particular the OFR and
what ever sol ution cones out of here needs to be a
single solution that can apply to all plus
eventual | y European regul ators.

We believe there are two functions here,
and | think Peter touched upon this briefly.

There is the assignnment of the nunber or the
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registration authority, but then there is the
activity to validate and nmai ntain the database,
the attributes of the database, and nmake that
available to the public or to whonever el se, which
Is, we think, a lot nore challenging than sinply

t he nunber assi gnnent.

And then finally, we believe that the
characteristics that a utility or registration
authority need to have is several, really three.
Nunber one, there needs to be proven capabilities,
we think, to get to market quickly. Second, we
believe that this needs to be a global solution,
and there needs to be gl obal acceptance to
what ever solution is undertaken. Third, there
does need to be proper governance because the
facility will change over tinme, and those who are
nost affected by it, those who are paying the
cost, need to have a place at the table in
governing the utility on an ongoi ng basis.

MR. JANSSENS: Conplenenting on that is
that you asked which utility. So first, what is a

utility? | nean, we are serving the financial
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I ndustry, governed by the financial industry now
for nmore than 30 years and considered as a utility
by the |l argest firns.
| think to cone to a solution for legal entity
identification, it nust work through collaborative
nodel s because it is too inportant for the industry at
| arge to l ook only at it froma uni que perspecti ve.
It has to be between partners this can work, and |
think that's howit wll be utility; and the
gover nance beyond these utilities is inportant as
wel | .
MR. TAYLOR Let ne ask you all a
foll owup question. | think I heard, but tell ne
If I'"mright, a general view here that you al
believe there ought to be a single
utility/registration authority for the issuance
rather than nultiples; is that correct?
MR. JANSSENS: | would say what's
I nportant is the responsibility. It can be
di stributed, but sonebody nust have the
responsibility to nake sure that the criteria that

nmust be defined about quality and adoption and
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di stribution of the data are net; and that is one
responsibility. Al that is distributed is the
responsibility of that registration authority or
the partners in this picture.

MR. GROSS: Francis G oss. Perhaps we
could differentiate the debates by consi dering
that the process will have several stages, and
t hat each stage could be subject to different
organi zational settings. Sone stages data
production, for instance, m ght be decentralized,
but this obliquity point of passage could be
central .

MR. CHIDSEY: | would argue that what's
nost critical is a global standard and gl obal
agreenent on how the utility or utilities or firns
that are running this woul d operate.
Theoretically, you could divide responsibility
anongst jurisdictions, but the npbst inportant
thing is to ensure that there is a global set of
st andards and qui del i nes.

MR. JORDAN: | woul d second that, but |

woul d al so say we do believe there is a
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di stinction again between the registration
authority and the utility which is managi ng this.
So while you don't need the sane entity to perform
both functions, we do believe it's probably nost
effective if you have a single organization
responsi bl e for each.

M5. LEONOVA: Again, let us catch up our
new participant, Oa Persson fromFINRA W
al ready started 15 mnutes, so if you want to neke
a qui ck introduction.

MR. PERSSON. Sorry. Yes. I'mda
Persson fromFINRA. |'mthe director of trace and
fixed inconme strategy within transparency
services. So to the extent | can help by sheddi ng
| i ght on transparency services.

MR. TAYLOR W started a bit early, but
we' ve begun just with the first question about
what utility or registration authority can assign
and mai ntain a uni que counterparty identifier. Do
you want to junp into that discussion?

MR. PERSSON. No. |If you don't m nd,

"Il listen for a little bit since |I just wal ked
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i n.

MR. TAYLOR  Sure. That's all right.
Thank you. Another followup question. Qur first
panel, if | understood properly, was sayi ng they
t hought the tinme to inplenentation for a uni que
counterparty identifier would be quicker if we can
find a way to use an existing identifier and
el evate and adapt it as needed but not to go down
the road of creating sonething new from scratch.
| think | hear you all saying sonething simlar
here that we m ght nove nore quickly to
I npl enentation if the utility registration
authority is an existing organi zati on adapted for
the purposes. Am | hearing that right?

MR PREISS: | would like to react to
that. To the extent that any coll aborative nodel
al ready exists in the industry and is at | east
satisfying sone of the requirenents that have been
set forth, | whol eheartedly agree that existing
I nfrastructure and subject natter expertise shoul d
be used.

And if | can just add on a comment to
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your prior question interns of is a single
utility the best nodel. Now | agree with several
of nmy coll eagues around the table that there seens
to be a difference between a registration
authority and the underlying utility function.
Utimtely, there needs to be a single accountable
source, and being in the unique |ID business for as
| ong as CU SP has, we know firsthand whenever that
cannot be tolerated is duplication. And so if we
have nmultiple parties generating nultiple
I dentifiers sinultaneously in any sort of shared
pool nodel, that sort of defeats the very purpose.
So there is roomfor collaboration, but in the end
there needs to be a single accountable party.

MR. JANSSENS: That confirnms what we
said, and | don't think there is anything to add.

MR. MARNEY: So to the prior question,
we agree. | think it could be a hybrid solution,
and it could work very well.

To the current question on the table, |
think using the existing is a good bias for

entering into the decision or entering into the
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analysis, but | don't think it necessarily is a
foregone conclusion. Again, to tell you for sure,
for us internally, we decided to go new rat her
t han adopt sonething that was existing. It made a
| ot nore sense for us. | think it just requires
t hor ough anal ysi s.

MR. TAYLOR  Now when you say "going

new," you're talking in terns of a utility
registration authority?

MR. MARNEY: Right. Rather than
adopting an exi sting standards.

MR TAYLOR Right.

MR. MARNEY: But | think going in with
the bias at the outset to | ook to extend an
exi sting because there is infrastructure in place;
there is networks in place; there's processes, and
there's software that can be extended and so forth
I s probably a good place to start but not
necessarily the obvious answer or the foregone
concl usi on.

MR. HARRI NGTON: | think fromthe

perspective of Bloonberg, our firmconnects to
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everyone around the table in one format or
another, and I think we're all experienced with
the matching tables that we have, which is our
identifier to another identifier to another
identifier. Therefore, the nove to use sone
existing infrastructure | think is definitely a
good idea, but it is the question of how do you
start that process because, you know, there are so
many standards that are out there right now. And
they're mainly disparate obviously. You know,
DTCC in this space has done a | ot of excellent
work as far as at the |egal counterparty
identifier level. So | think, you know, that's
sonepl ace where you can certainly look to start,
but | think that because there are so many
standards out there that it's going to be
sonething that has to be evaluated carefully as
far as a systemthat everyone can use.

Then the next question, and | think
there will probably be a separate roundtabl e on
this, wll be the interconnectivity standards as

far as how those are going to be conmuni cat ed.
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MR. MARNEY: One further thought too is
scale, right. Depending upon exactly what you're
trying to address, and sone parts of the
docunentation tal ks about extending this to all
financial instrunents in all jurisdictions. And
then that just explodes it expedientially, and I
think that nmakes it a very, very different gane
than if you' re tal king about a relatively finite
uni ver se.

MR. JANSSENS: This ties back to what we
said in the first panel, is adoption by the
I ndustry and the cross- referencing is a key
el ement because all the industry, as constructed
one way or another, it's internal systemfor
i dentification of entities. And this is bespoke.
This is legacy, but it is enbedded in all the
systens in any large firm

What is inportant if we want adoption
and gl obal view so that what needs to be
consol i dated can get consolidated based on one
foundati on bl ock, which is this unique |egal

entity identification, in order to nake that
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adoption, it need to cross-reference to all the
exi sting codes which are out there, which each
firmhas already cross- referenced to its internal
| egacy system And that is where this will gain
traction and adopti on.

MR. CHI DSEY: | think the next panel
will clearly be interesting to get a perspective
on the inplenentation chall enges and what we need
to consider because ultimtely whoever the
authority is really needs to ensure that it's
sonething that is going to work and be easily
I ntegrated, or as easily integrated as possible
into the various processes and systens.

But, again, you know, simlar to sone of
the earlier points, the relevant thing here is for
what ever authority and whatever firns are invol ved
in this should have experience, should have the
I nfrastructure in place.

| think the identifier itself is
sonet hing that, you know, collectively will cone
to what that ultimately should | ook |ike, and

there's probably not a specific solution out there
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today that's perfectly fit for purpose or wll
adhere to those standards. So the identifier
itself will need to change, but ultinmately having,
you know, the infrastructure, the capability, and
t he knowhow within the organization in this space
Is going to be critical to nake it successful.

MR. TAYLOR  You actually started on the
very next question | was going to put to everyone.
Let's do that.

Can we sort of collectively |list here
what you think the characteristics are that it's
essentially for the utility or registration
authority to have?

MR. JANSSENS: Let ne start. | think
the first characteristic is experience and
I nfrastructure in place, and that is al so adoption
al ready of the code by the financial industry is
also a key to start because that wll hel p nmaking
t he whol e thing glued together and goi ng forward.

MR PREISS: | can add to --

MR. GROSS: Such a utility shoul d

certainly be nonprofit, be placed under
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I rreproachabl e internationally accepted governance
with technical conpetency, neutrality, and
per manence.

MR. TAYLOR Al right. Scott, | think
you were next.

MR. PREISS: Thank you. Getting back to
the characteristics of a UCl and ensuring that
there is uni queness. You know, in addition to
Paul 's comments, certainly there needs to be
assurance upfront that records of |egal entitles
are vetted, both froma system perspective, and
al though I know there are different viewpoints on
this, you know, probably in a manual or personal
fashion as well, the key attribute of any uni que
I dentification systemis exactly that. W need to
guar ant ee uni queness, and so whatever utility is
ultimately arrived at needs to be confronted day
I n and day out with sinple exanples, ABC,

I ncorporated, ABC Limted, ABC LLC, and that
deci sion needs to be made in real tine to the
earlier point about tine to nmarket and

ef fecti veness.
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So one of the key characteristics
per haps shoul d be guaranteeing that there is
primary source docunentation to back that up. An
analogy in the public markets woul d be having a
draft perspicuous in the pre-trade space to ensure
uni que identification of an issuer, an underlying
I nstrunent, perhaps an obligor. The sane sort of
construct, we think, would be essential to a
characteristic of a system here.

MR. JORDAN:. Yeah. | think we agree
that the characteristics outlined in the rel ease
are all valid, and many of those have been
di scussed here, proven capabilities, gl obal
accept ance, governance, et cetera.

| would say though that if you | ook at
-- you know, Scott just nentioned sone of the
regi stration conponents. If you |ook at the
utility conponents, | do think the expertise piece
In mai ntaining and validating legal entities is
very inportant. That really does nean howis the
dat abase popul ated? How do you go fromO to

40,000 or 0 to 2,500,000 if you go to the full
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extent of OFR? How do you do that, and how do you
do that quickly and accurately?

| also think the nmai ntenance conponent
about how do you continually validate things that
change and how do you have a process to do that is
a key characteristic of what needs to happen as we
nove forward.

MR. MARNEY: So | conpletely agree with
Ron's comments. | think there are challenges wth
t he uni queness and the assi gnnent of the codes,
but | really think the real challenge here is in
t he managenent of the data in the background.

And goi ng back to the previous panel, |
think it was Mark's coment about Master Data
Managenent, and you need sone real proven
capability there. Absent that, you know, right
now you have very little transparency and insight
because there isn't the standard. |If you create a
standard for the unique identifier but not what
flows belowit, all you ve done is push the
probl em one step downstream and you're back in the

sane pl ace.
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M5. LEONOVA: May | ask a foll owp
guestion. Sorry to interrupt you. It |ooks |like
we' re tal king about assignnent of ideas by
centralized (inaudible) and self- certification of
an | D of guidance nunber. Do | understand you
correctly?

MR. MARNEY: | think for nme, ny view
woul d be that the assignnent of the nunber can be
very distributed or federated. | don't think
that's really where the challenge is. There are

pl enty of exanples of telephone nunbers, IP

addresses, and so forth, Facebook -- not Facebook.
I"'msorry. |It's not a good one, but |P addresses
or phone nunbers that work very well. | think

it's what follows on fromthe data that supports
those IDs is where the chall enge is.

M5. LEONOVA: Yeah. But that's what |I'm
trying to get. So if you go with an assi gnnent
process, it's going to be centralized by the
function to validate the accuracy of this data.

If it is self-certification, we would assune that

the party who self-certifies provides us data, and
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sonebody has to scrub it for accuracy.

VWhat is the benefit and drawback for
each nodel, or do you have references?

MR. CHI DSEY: So | think both nodels
probably need to be explored. Self-registration
Is sonmething that certainly could add a | ot of
benefit and efficiency to the process in terns of
| egal entities comng forward, registering
t hensel ves, potentially providi ng docunentati on.
That docunentation would ultimately need to be
val i dated, but that could go a long way in terns
of inproving the efficiency and tineliness of
these entities that need to be created and
mai nt ai ned.

And just one brief point to the prior
guestion. One thing that shouldn't be
underestinmated is the anount of effort required
to, you know, not only maintain but distribute and
support the information that is going to be put
into the nmarket place, support the clients, the
consuners of this information.

Whoever the authority is will be a core
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part of the market infrastructure and really needs
to have experience in those sort of support
processes and addressing i ssues and concerns, and
many of us around the table do, but it's just
sonet hi ng that should not be, you know, | ooked
over because it wll be a very inportant part of

t he overall process.

M5. LEONOVA: |I'msorry to be one-trick
pony, but what is the nost efficient, both from
t echnol ogi cal standpoint and from cost standpoint,
the way it validates the data? |s the reference
data for (inaudible) you' re talking about?

MR JORDAN: So | think there's two
primary met hods that keeps getting bunted around.
One is a self-registration nodel, and one is a
contributing nodel. Qur opinion is that you need
both, that one is not sufficient. A self-
certification nodel or having the entity register
t hensel ves, the information would still need to be
val idated. You need to validate, did the person
who is submtting it have authority to do that?

Was the informati on accurate, et cetera? And then
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there needs to be sone type of change nmanagenent
process, even wth self-validation. [|f sonething
changes is that entity now required to submt
that? W believe that sonme of that, if not all of
that, may require sone rul emaki ng to enabl e peopl e
to do that.

If you |l ook at the other nodel, which is
contribution, this is really the nodel that the
Avox is based upon today, although the Avox does
I ncorporate self- registration as well. But
that's where a systemcally inportant firmor any
entity submts their information on their
counterparties, and that could be 10s or 100s of
t housands of themto a database. And that gets
scrubbed by a group of anal ysts, including being
able to be self-certified. It goes to public
reference sources, registration authorities in the
jurisdictions as well as other sources.

This is a very inportant conponent as
wel | because what happens is, as we know, if you
| ook at the top dozen broker dealers or banks in

the world, they have a |large overlap of clients
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that they deal with, counterparties. So what
happens is you start to devel op a network science.

Now I know Wki is a bad word, but if
you |l ook at it in the best sense where you get a
network contribution where seven firns or eight
firmse are dealing with the sane entity, and
they're all submtting information. They help
cl eanse that information thensel ves, so you do get
a network effect. And what we have found in
experience is if you have seven firns saying that
an entity is defined with certain characteristics
and then you have an eight firmwho says it is
different, it is usually the eighth firmwho is
ri ght because they have sone new i nformation.
They' ve been doing business with the client, and
there are sone updates. So those events w ||
trigger scrubbing, additional scrubbing.

So there is a place for
self-registration or self- validation, and there
is a place for the contribution nodel. And we
believe that the right solution should conbine

bot h, and, again, that's what Avox is based upon

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

70

1

10

11

12

13

14

15

16

17

18

19

20

21

22

t oday.

MR. JANSSENS: Yeah. Confirmng that we
shoul d not nmake a sel ection between one or the
other. The two are inportant, and the two w |
bui | d upon each other. Also you had a question
before about timng. |If you |ook at self-
registration only, your tinme lap will be nuch
| onger before everybody conmes voluntarily to
register itself. Wereas if you work by
conbi nati on of both, the contribution nodel wll
hel p you gain the first layer of the data faster.

MR. MARNEY: So | understand the
distinction in the question you're trying to ask.
| guess in practical application of that |
struggle to see where it's very different, but,
again, | cone fromthe bias of a vendor | suppose
and the certain ways that we operate. One quick
exanpl e woul d be corporate actions. So if you're
going to allow the self-registration and the self
update of that data and you're going to scrub it
centrally, the person that's central still has to

go collect corporate actions to be able to
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validate. There is no source to go get it.

Corporate actions is one of the biggest
t hi ngs that plagues the finance industry in
keepi ng that accurate and keeping that up to date.
It is still very, very difficult today even wth
standards out there that are really grow ng and
getting adoption. So | think it helps it and
havi ng the conbination is good, but you certainly
can't have the self- scrubbing and not the
self-registration. You're still going to end up
having just as large an effort in the central to
make sure that you got it right.

MR PREISS: 1'd like to build upon sone
of the issues that Peter just raised. W're very
i ntrigued by the notion of self-registration since
we have so nuch experience in the contributed
nodel. It seens to us that there's a bit of
nmovi ng the burden of applying in a standardi zed
fashion froma central utility to the entities
t hensel ves, and we wonder out |oud what the
notivation would be for entities to not only

self-register but, to Peter's point, track the
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life of that entity over tine and contri bute
corporate action information, which is critical to
efficient financial markets.

So your original question was about
benefits and drawbacks. | wouldn't call that a
drawback but really an open question. How does
t hat nodel work in practice?

And so that |eads directly to the second
part of your question related to cost. In the
end, if we don't end up with a single unique
i dentifier, then what seens to be very cost
efficient upfront in the end is not. So we wonder
out |loud as well.

MR. CHI DSEY: And just one final
comment. | think we're probably all in agreenent
I n general, but, you know, it is a conbination
because ultimately if | |ook at personally what we
have today in market red, which is reference
entity information for the CES nmarket or a nmarket
entity identifiers, which are used to identify
counterparties transacting in the loan market, it

has to rely on a conbination of a contri buted
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nodel, a self-registration nodel, and a proactive
nodel where we're actively going out and | ooking
for events or actions that have happened on those
entities.

So it's a conbination of all those
thi ngs which will make a successful and robust set
of information that can be relied on within the
financial markets, but ultimately the validation
of that information, the confirmation of the |egal
entity named the jurisdiction has to cone from
source docunents to what Scott was saying. And
the utility itself is going to have to be
responsi ble for that to ensure the integrity of
t hat dat a.

MR. TAYLOR Before we nove further down
the question list, there is a question on here
that | would sort of like to get an answer to. |
was thinking howto put it. This used to cone up
I n school elections for student governnment, if you
remenber. | should say, in terns of this
question, it is perfectly permssible to vote for

yoursel f, but the question is are there existing
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candi dates for this role and who are they? And |
guess | should flush that out a bit by saying, if
you | ook at the proposed role, it is assum ng that
at least as a first step we want a UClI for swap
counterparties. That's in a sense a finite
universe. It's not yet the entire financi al
sector. Although we want sonething that can
broaden out to the whole financial sector, the

I mredi ate goal is an identifier for swap
counterparties, and the rule contenplates we would
|i ke to have that in place by the tine that swap
data reporting begins.

Wth that in mnd, are there existing
candi dates to play this utility registration
authority role and who are they?

MR. JANSSENS: Yes. W are a candi date.
So | vote for nyself, but not on our own. | nean,
we can certainly be the registration authority
because we are playing that role already, but we
al so want to work in collaboration. As Francis
said before, the characteristics that are out

there for the registration authority that are
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neutral, that are governed by the industry, that
are not for profit, we fit those, and we have been
working with the DTCC, who also is utility to see
how we coul d corporate and cone to a conmobn
solution. So, yes, the answer is --

MR JORDAN: | will put on ny DICC hat
and vote for Avox so | don't have to vote for
nysel f.

No. We do think that Avox has sone core
capabilities here. Avox today has about 800, 000
| egal entities in its database, which it has
scrubbed on behalf of its commercial clients, and
we believe that the swap data repository is about
a uni verse of about 40,000 legal entities. W
don't know the overlap of how many of the
counterparties or parties in those repositories
are part of the current database, but we woul d
I mgine there's a | arge overlap so that we could
utilize what we already have to get this going
very qui ckly.

We al so believe, when it goes back to

governance, that, again, the cost-based utility
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governed by its participants who are largely the
financial firms that we're tal ki ng about as bei ng
the SIFIs and the other participants to the
markets really fit well.

When it cones to a registration
authority, we have been talking with all of them
potentially, and we think there is pros and cons.
As Paul just nentioned, we've had sone extended
conversations with SWFT as wel|.

MR PREISS. |'mvery grateful to ny two
col |l eagues to ny left for junping on this question
first and setting the tone. |'mnot going to
specifically vote for nyself or ny institution,
but it has seened to us, you know, simlar to ny
openi ng comments, about existing international
standard franmeworKk.

There is an organi zati on, a Bel gi um
corporation, known as ANNA, the Associ ation of
Nat i onal Nunbering Agencies. It was created in
1991 with 22 foundi ng nenbers but today represents
over 200 countries in terns of issuer and

I nstrunent unique identification. The nenbership
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Is nore than 100 countries but, nore inportantly,
t hose nenbers are truly international in nature.
These are international exchanges, securities,
depositories, and sone vendor participation as
wel | depending on the market. So this is truly a
gl obal approach with an existing infrastructure
and a very, very | arge database of issuers and
guar antors al r eady.

There has been talk in recent nonths
about expanding what is known as the 1G, the
| ssuer and guarantor identifier, which is a draft
| SO standard, to expand that to cover
counterparties, and a | ot of the major market
participants within ANNA, you know, think that's a
very viable nodel. And CU SP is just one of those
100 plus nenbers of ANNA, but we do think that's
one vi abl e nodel that shoul d be exam ned.

MR. MARNEY: As a not for profit
endeavor, | think |I vote for ny colleague from
Bl oonberg. Now on a serious note -- but | do
really vote for George. Can we strike that from

the record?
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MR. HARRINGTON: | think it's on.

MR. MARNEY: We do have sonething |ike
Thonmson Reuters or any of the other vendors |
think have quite a lot of capability to bring to
bear for this, but clearly there would be
consi derations for how and why and what and so
forth; but it's what we do.

MR. HARRINGTON:. So | guess | need to
coment now. QObviously Bl oonberg does play a role
in this space, and | think we've been very public
with our Beason Strategy as far as publically
di scl osi ng, you know, our identifiers for use of
mar ket parti ci pants.

At the end of the day, | know that the
regulators try and avoid picking wnners for
obvi ous reasons, but | do think that this is a
space where -- and | want to credit the CFTC for
taking this up, taking this particular issue up
because it's a bold nove because it really is
going to be the first step in not just U S
regul atory policy but international regulatory

policy as far as, you know, the nove towards a
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centralized identifier, which will, you know,
really affect the entire gl obal system

And also | want to add one nore point,
which is we need to nmake sure that we're al so
t hi nki ng about not just identifiers froma | egal
counterparty standpoint but also froma trade
counterparty standpoi nt because there are two
different conponents of that as far as the
counterparties who actually execute the trade and
the actual |egal counterparts that underlie that
trade. Therefore, that needs to be brought in as
wel | .

You know, from an overall perspective, |
think there is certainly, you know, a space for,
you know, a provider, a not for profit provider to
put sonething into the market that all
counterparties can use. And we're all going to
have mappi ng tables at the end of the day that
will identify our own custoner relationships, but
| really think it will increase the efficiency of
t he market and, you know, |ead to overall nore

ef fectiveness of the proposed |egislation.
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MR. CHI DSEY: So just to throw our hat
in the ring and nake sure people are aware, Markit
has i npl enented a sonmewhat simlar systemfor the
| oan mar ket where we've rolled out nmarket entity
identifiers as part of the automation efforts that
are happening today within the prinmary and
secondary | oan narket to autonmate the processing
or settlenment processing of trades happening in
that market. And we've identified over the past
18 nonths 30,000 entities ranging from borrowers,
adm ni strative agents, fund nmanagers to the fund
thenselves. So that identifier, although it
doesn't neet the standard but the underlying
process in concept could certainly be applied nore
broadly to the swap counterparties and the nodel
that we've rolled out is really an open access
nodel where those identifiers can be used broadly
by market participants for the purpose of
facilitating automati on of the settl enent
processing in that market.

M5. LEONOVA: Can | go back to George's

comment? Let's define terns. So | assune we are
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tal king about LElI as a legal entity that is

I ncorporated and registered as part of a corporate
structure. That's where we are right now. [If we
are going to execution trade branch, whatever

|l evel, it doesn't nean it has to have been

I ncorporated in the systemfromthe begi nning or
It is one of the expendabl e functions of LElI can
be taken care of later?

MR. HARRI NGTON: That's a great
guestion. It alnbst opens up a broader question
in this new, you know, swap world that we're
novi ng towards. You know, there are a nunber of
i dentifiers where you' re going to want to have
sone sort of identification.

For exanple, for our swap execution
facility that we're building and listening to the
regul ators, there is relationships that we need to
understand with the central counterparties. So
that's sort of like the first step as far as, you
know, where is this trade going to clear.
Therefore, that's a level of identification as far

as who is using the systemfroman acuity taker
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standpoint. Wwo is their DCM how their
accessing, and then obviously what is the actual
CCP? So there is a string of identification
there. There is a string of identification as far
as the actual executor as far as who is actually
seeking liquidity, which is often tinmes an
entirely different | evel where an advisor is
executing on a group of legal counterparties.

So | think that there are |evels of
identification. | don't think we can finish this
j ob and say, okay, you know, one, two, three, four
is this firm and, therefore, we're done. There
really is a string of identification that needs to
be done.

So the conplexity of this effort is very
hi gh, you know, and | think that around the table
we all have experience, you know, in providing
| evel s of that. | think to push this off on a
regul ator and say, you know, cone back to us and
give us an answer is not fair. | do think that
this kind of collaboration around the table is the

only way that we're going to cone up with a
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successful strategy.

MR. MARNEY: So | don't think you can
stop at just a legal entity identifier or just
| egal entities. |In managing a counterparty
dat abase you need to get down to subsidiaries,
branches, divisions, affiliates, all that stuff,
and that gets -- you know, |I'mgetting sone nods
around the table -- that gets very, very nessy and
conplicated; but it's essential if it's going to
wor K.

MR. GROSS: Francis Gross, just short
remark. | think that we are trying to tackle a
probl emthat we have patiently been buil ding over
the last 30, 40 years of globalization and IT
intensification. So we mght as well sort it in
stages over the next few years, |earning along the
way. Let's be patient but start with things we
can do now.

MR, JORDAN. | think there's a phase
| npl enmentation that we have to | ook at here, and I
agree wth Francis. And | think there's really

two distinct conversations that | see here and the
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first panel started to get in. Wat is the core
information that is required to identify a | egal
entity? And | would even add to that, that would
be publically available or could be validated from
publically avail able sources. And the core of the
utility that we're tal king about to ne is
narrow ng defined that way, at least for the first
phase, but there's a whole series of infornmation
after that, sone of which was just discussed. W
al so have to tal k about hierarchies of information
and how you create hierarchies, et cetera.

Once you open it up, the conplexity
becomes nmuch nore difficult, nunber one. The
costs go up. Because a |lot of this information is
not based upon publically avail abl e sources, the
ability to validate this becones not only nore
difficult, but the reliability may go down as to
accuracy.

And | think while all of these
conponents are over tine inportant, | think this
I s a question about if we can establish a core set

of publically available information on which all
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vendors, users, et cetera can build on and start
bui | di ng these other types of functions, that's
the right way to start.

A facility could certainly collection
I nformati on and make it avail abl e, and whet her
that's avail able publically or not publically is
going to be determ ned by regulators and by the
I ndustry thenselves. But | do think this is case
where if we can wal k before we run and get a core
set of information that the whole industry can use
In the appropriate ways, that is the right way to
approach this.

M5. LEONOVA: Just to nmake sure |
understand to you correctly, so you are saying
that (inaudible) or starting fromLEl and goi ng
down is technol ogical feasible way to do it?

MR. MARNEY: Absolutely. Definitely
feasible, but it's a matter of having the
extensibility wwthin the system the ability to
handle it and adapt to it and take it on. But
it's true for any database that you're building,

certainly for a counterparty database. No one has
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got one that's absolutely conpletely. They're
al ways constantly buil di ng.

MR. JANSSENS: Maybe one comment, |
woul d say it's bottom up because let's first have
the first building block stable, and there we can
buil d upon. And the base has to be solid, and
then we can start to add to it and build stages
upon it in phases with all the expertise, which is
In the market, which is around the table today.

We can work and conme up to solutions easily, but
the first element has to be clear fromthe start.

MR. HARRI NGTON: | agree with you, Paul.
| think that if you | ook at where the nmarket is
today, it is absolutely bottomup. So obviously,
Ronald with DTCC, you know, that is the bottom
right. So in other words, that is just the pure
counterparties who face one another. They are
I dentified agai nst one anot her.

It works, obviously, very well globally,
but now we really need to start fromthat buil ding
bl ock and start noving up the chain. You know,

obviously, if you |l ook at the goal of a swap data

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

87

10

11

12

13

14

15

16

17

18

19

20

21

22

repository where you have reporting and all those
t hi ngs around that, we're very much at the bottom
and there's, you know, a succession that needs to
be built up fromthere.

MR JORDAN. So | just want to chinme in
and agree that the LEI is a |ogical starting
pl ace, but now I'm confused whether that's top
down or bottomup. [|'lIl call that sideways.

But | do want to agree with sone earlier
coments nmade by Ed. | think there's a tendency
In the industry to underesti mate the anount of not
only sustained i nvestnent but heavy lifting that
goes into naintaining that database overtine, and
t hat shoul d be repeated at every possible nonent.

| would al so say there are sone
conflicts in the various proposals out there
speaki ng about legal entity identifiers, and so
simul taneously | hear phrases thrown around Iike
utility, and cost recovery, and entirely free, and
then just now | heard about hierarchies. And
anyone that's been engaged in the business of

bui | di ng hi erarchi es and who owns whom and to what
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percentage, and |I'm sure nost of ny col |l eagues

have been in that business and still are, that's
not sonething that's done cheaply, especially if
you need sonething that's done particularly well.

MR. TAYLOR W' ve done these questions
a bit out of order but that always happens, and
it's perfectly all right.

You all have enphasi zed that quality
assurance is a key to making this work. Let's
talk a bit in detail, if we can, about what
qual ity assurance purposes are going to be needed
to be used by the utility registration authority,
whoever it is, and what data is going to be needed
to ensure that we have a trusted auditabl e nethod
of verifying identities.

MR. CHI DSEY: And we've touched on sone
of this but, again, it cones back to robust
operational process. You know, as new requests
cone in, however, they cone in, the initial step
Is to nake sure that the entity doesn't exist and
that you're not creating any duplication in the

system
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And then inportantly is ensuring that
t he scrubbing that takes place and access to the
source docunentation, review of the source
docunentati on has to be from what ever the accepted
sources are in a particular jurisdiction or, you
know, what is agreed ultimtely by sone sort of a
governance conmttee. But it really cones back
to, you know, the source docunentation and
ensuring that a consistent process is foll owed
before the entity is ultimately commtted to the
dat abase or at |east flagged in sone way as
val i dat ed.

And that speaks to a tineliness el enent,
whi ch we haven't addressed, but around the service
| evels that will need to be agreed. And a request
cones in; there's an anmount of verification that
needs to happen before you woul d consider it
validated and really want to use it in earnest
t hroughout the financial system So that's
sonething we'll need to consider is, you know,
what is that stage process for an entity to go

through so that it gets into the system and peopl e
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can begin using it; but at sone point it becones
val i dat ed based on source docunentation that's
been revi ened.

MR. MARNEY: So | would entirely agree
with that. | think the entire process fromend to
end, all fromthe initial business analysis, and
the rules, and what's acceptabl e sources that can
be used, how it gets popul ated, how you nmake
editorial decisions around that, through to inline
gquality control, quality assurance at the end,
| ndependent auditing, secondary sources to | ook
at, multi- sourcing content, especially sonething
| i ke corporate actions that go back to sonething
we referenced before. Everybody has to have
mul tiple sources for corporate actions. No one
has got it conplete.

And then as Ed just nentioned, having
the transparency to be able to go back to source
docunent and have that available to end users so
that they can validate thenselves | think is very
I nportant. Everybody |ikes to be able to get back

to the registration docunents or whatever it m ght
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be that was determ ned, and having that avail able
in the system | think is very key.

M5. LEONOVA: Since you nentioned
primary source docunents and registration
docunents, what is currently being used to verify
the entity or organization you're interested in,

I n the organi zations right now?

MR, PREISS: It sort of dovetails with
my comments. Beyond ny coll eagues' initial
coments, there's a nultitude of official |egal
docunents that are used broadly today, tax
filings, financial statenents, clearly in the
publ ic markets, prospectuses, but there's also an
elenment of timng. Wen is that infornmation
avai l abl e and to whon? Wat's the earli est
possi ble view of the truth that we can, as an
I ndustry, coal esce around.

And | would add that there needs to be a
greater understanding of the global rule set. So
in certain jurisdictions perhaps tax docunents are
not readily avail able on public and/or private

institutions. The sane holds true for
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prospectuses, and so | agree with ny coll eague,
Peter, | believe nmade the statenent earlier. It's
this type of forum this collaborative spirit
that's really going to bring these issues to the
surface, and so | applaud CFTC for bringing us

t oget her.

MR. JORDAN. I n each jurisdiction there
are also sone authorities, which in the United
States is usually the secretaries of each state,
where you're required to register. In the United
Kingdomit's sonething called the Conpany's House,
et cetera. But, you know, we caution there
because there are update requirenents in each one
of those jurisdictions which may not neet the
requi renents of a database. For instance,
Conpany's House | think you have to publish once
every six nonths, so information can be outdated
by six nonths.

So | do think, you know, beside the
chal | enge capability that we tal ked about, and the
self-validation, and the corporate action feed

readi ng, and even periodi c scrubbi ng of
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I nformati on agai nst these sources, | think there's
a few other things. Each jurisdiction there is,
we'll call it the neta-data |ayer here, where
there is a series of docunents and a way in each
jurisdiction that you can go and validate those.
We have devel oped, over the period of the |ast 10
years, a very el aborate neta-data | ayer on a
country by country basis.

It's al so agai nst publically avail abl e
sources, and that needs to be transparent. That's
the other thing. The database needs to articul ate
where the information is comng fromand how it
was derived so that any user of the database can
see the sources, and we think those are sone of
the ways that you ensure the quality.

MR. HARRI NGTON: | would sort of credit
some of the work that Ed's firm Markit has done in
the space as far as |ooking at the credit default
mar ket where you have obviously defaulting events.
You have a process of sort of a lead up to the
actual auction. Then you actually have the

auction settlenent. | think that, that type of
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format of disclosure is sonething that can be
| ooked at as a potential nodel.

Now obvi ously we're tal king about, you
know, the actual. That's sort of a small w ndow
into a nuch larger world when you're tal king about
the legal entities. So obviously there's a |ot
nore i nformation that would go through there, but,
you know, if we could nove that type of a nodel,
you know, into the public forumw th sone sort of
regul atory oversight, | think that would benefit
all market participants.

M5. LEONOVA: da, | feel like you're
| eft out. Do you want to say sonethi ng?

MR. PERSSON. No. | nean, certainly the
probl ens we face just maintaining our very limted
uni verse i s echoed, and this is going to be
plentiful. | nmean, one thing that cones to data
mai nt enance that | think is regulated we want to
consider is how do you ensure a proper audit trail
so you for regulatory purposes can go back on an
audit trail.

We know this universe noves very quickly
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over tinme. For us, it is obviously a key
conponent. How do you ensure that you can go back
and | ook at events that have taken place over tine
and then link themtogether? That is a key
conponent of a regqul ator.

MR. TAYLOR: A couple of you touched on
a question we were going to do a little later, but
let me ask it now Wat turnaround time franme is
needed for assignnent of a UCI to an entity that
seens one?

MR. JANSSENS: Well, in the turnaround
time thereis -- first of all, we need to nmake
sure that the data has been vetted and is of
quality. So |, again, think that's nore inportant
than the tine. But then the processes that need
to be in place can probably be in phases as well,
that the data is nade available in I ess than 24
hours but validated in maybe 24 hours as well,
depending on the jurisdiction, if the public
sources are available. It can be done in 24
hours. |If not, they should be nmarked as not

val i dated yet and distributed because if an entity
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needs a code in order to trade or to enter into a
transaction with a party, you cannot hold it from
doing a transaction because a code has not yet
been identified.

MR. CHI DSEY: The only comment | guess
to add to that would be that, you know, we're
tal king about identifying parties to financi al
transactions. So in order for that financi al
transaction to happen between two institutions,
there normally is, you know, sone sort know your
client and upfront due diligence that happens
bet ween those two counterparti es.

So it speaks to at what point do you
I nsert the creation of the legal entity into the
overal |l financial process. And, you know, the
further upstreamthat you go in interacting with
mar ket participants and, again, comng back to
sone sort of self-registration to alert the
authority that a new entity needs to be created
will be critical because, you know, | think the
timeliness, once the request hits, you know,

ideally it would have to be created in the sane
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day.

MR. MARNEY: So | think -- I'msorry,
Ceor ge.

MR. HARRI NGTON: Go ahead.

MR. MARNEY: | think it depends on the
use case and what you're trying to solve for. So
on the creation, is it to enable workflow, or is
It for reporting purposes? | think that gives you
very different answers. And then for the utility
or the reference data that we're tal king about, |
think that's also a very different thing where
there could be tineliness requirenents for keeping
it up to date maybe different than tineliness
requirenents for the availability of the service.
Because if you want to ook to see if an entity
al ready exists, you have to have a live credible
service that's available all the tinme. If a new
entity is going to be created and it's for
reporting purposes, then maybe the tineliness
requirement is alot different. So I think it
real |l y depends upon the use case that you're

| ooki ng at.
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MR. TAYLOR W are -- go ahead.

MR. CGROSS: A very brief one on the use
cases. | think that if we want to have an
Identifier that's accepted everywhere, we should
create an identifier that's really useful for
everyone and that ultinmately perhaps after a
| onger phase will be used also for all business
processes, therefore, the registration and the
utility too. It should serve the fastest needs of
all the using business processes.

MR. TAYLOR W are actually out of
time, even though we had 15 extra minutes. |'m
pl eased that this topic was so interesting. There
are a couple questions | hoped to get to that we
just didn't, which were to talk in nore detai
about how and by whom the system shoul d be
governed and what |evel of fees are sufficient to
make it work. |f any of you have thoughts about
that and would like to send us themin witing,
we'd be happy to put themin the comment file as

well, but | don't --
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MR. TAYLOR So, if people on Panel 3
could cone up to the table. Bring your nane tent.
Start filling fromdown by us if you will, but
you're going to need all of both sides, | think,
because this is a | arge panel.

( Pause)

MR. TAYLOR Al right, we are back.
This is Panel 3 of the roundtable, Inplenentation
Consi derations Concerni ng Uni que Counterparty
| dentifiers.

| think the first two panels thought
this panel was the one that was really on the hot
seat. We will see. And | think maybe the
participants did, too, because we had nore
requests to be on this panel than maybe any of the
ot hers.

So, let's start with the first question
we had posed, which is: Wat are the technical
chall enges for tinely inplenentation of a UCI?

Anybody want to go first?

MR. PUSKULDJIAN: | guess I'll start.

' m Paul Puskuldjian fromCti. |'ve been
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i nvolved in infrastructure operations in the
financial services industry for over 20 years, soO
|'ve seen many identifiers created whether it be
by an industry participant, a vendor, an industry
utility -- many different identifiers created. W
view this certainly as sonmething that is very nuch
needed in the financial services industry and,
quite frankly, | think a really good idea.

It should be noted, though, when you
t hi nk about the technical considerations that nost
of the financial services firns have a | ot of
technol ogy that has adopted to all of these other
identifiers in the past, and, you know, to bring
that all together and create sone harnony across
all of those internal applications is going to be
a huge mappi ng task.

But that being said, | think it's
certainly a good idea. W certainly support the
fact that there be one identifier globally, if
possible, and that if that identifier could be
devel oped by an industry utility, that woul d nmake

much nore sense than having it done by a vendor or
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a for-profit institution.

MR, GRODY: Yes, ny nane is Allan G ody.
' m President of Financial |InterGoup Hol dings.
We basically develop joint ventures in the
financial services industry. And ny partner is,
in this joint venture, a GS1, who if you were here
in the earlier panel you heard -- M. Traub --
descri be the GS1.

|"m here both in representing ny conpany
and representing that joint venture. W call it
the G obal Financial Services Data and Standards
Alliance. And in the last nonth we have opened up
what was private deliberations anong 16 gl obal
financial institutions and gl obal standard setting
bodi es and a few other interested parties to broad
di scussion across the entire globe. W invited
500 people of which 100 were on the call, and then
we had another call in inviting that subsegnent to
our di scussi ons.

Basically I"mhere to tell you that
there is a global nunbering systemthat exists in

the world that is used by conpanies. It's called
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the GS1 system of standards. |It's basically
devel oped for the trade supply chain; and the
menbers of that organization, 1.5 mllion who are
basically collected around 108 registration
authorities, would |ike to take the sane
nmet hodol ogy and offer it to the financial industry
I n cooperation with the folks here today and the
peopl e around our table so that we can begin to
quickly identify all the legal entities that they
have al ready identified and the others that need
to be identified.

The identification systens endured for
40 years. |Its manifestation for nost of you is in
the 40 mllion product codes that you see on
comerci al products -- basically, the bar code.
In that bar code is unique, universal, and
unanbi guous nunbers. Those nunbers represent the
conpani es, the |ocations, transportation
I nternedi ari es, and, obviously, products.

We think the inplenentation could be
accelerated if we sinply |look at an existing

systemthat basically cane about not because of
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regul atory conpul si on but because there was a

busi ness need 40 years ago. The nobst interesting
t hi ng about the solution is that none of the
comercial interests then nor nowin the trade
supply chain were disenfranchi sed, and none of the
commercial interests and busi ness users of the

exi sting systens woul d be disenfranchised. W're
basi cal |y presenting a gl obal mapping systemt hat
everyone can use and a universal nunbering system

Thank you.

M5. GOLDVMAN: 1'd like to introduce
nysel f, Melissa Gol dman from Gol dman Sachs, and
also I'd like to thank you for inviting us to
partici pate at the panel.

I'd also like to reiterate the point in
terns of being supportive of a single UCI and
encourage the inplenentation of that across the
mar kets, across the globe. W estimate that there
are approximately 40,000 entities participating in
the OTC markets and that the conplexity around a
roll out of that would need strong support fromthe

regulators in a unified way. W believe that the
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firms, including the broker-dealers, would need to
engage in what would be a conpl ex mappi ng
exercise, as referenced earlier, and that the
chal | enges around being able to do that is very
much dependent on the conplexity of the

| npl ementation within the firnms inpacted.

And we al so would just like to note that
we believe that the identification of a registrar
shoul d i nvol ve an open call to the market where an
RFI can be put forth and an eval uation of the
response to that RFI shoul d be eval uated by the
mar ket pl ace.

MR MAGNUS: Hello. M nane is Arthur
Magnus, and |I'mw th JPMorgan Chase, and | al so
woul d like to thank you for the opportunity to
speak here today.

Li ke ny col | eagues, we strongly support
the creation of a legal entity identifier wthin
the financial services industry. One of the
things that I think we need to be very clear on,

t hough, is exactly what is the purpose -- and we

touched on it in the last panel slightly, but the
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guestion is what are we trying to identify, and
what are the risks we're trying to nanage?

If we're | ooking at the type of
reporting | understand if there's marketing
mani pul ati on, which is one of the things this
Commi ssion is supposed to be | ooking at, then you
need to understand who are the counterparties
executing the trade. |If you're looking at credit
and under st andi ng where there's concentrati on of
ri sk, you need to understand who the benefici al
owners are. The legal counterparty to a trade is
frequently a conbination of the two of those. And
that is not a legal entity, by the way; sone
peopl e call them an account.

So, we need to understand what we are
I dentifying so we can understand the universe of
what we are trying to do. | do believe that the
techni cal challenges are we're going to have to
get in aroomwth the supervisors, the
regul ators, the financial industry, and the
vendors; understand what we are trying to

i dentify; and then we can cone up together with a
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way of solving this problem This problemis one
that we've been tal king about in the industry for
a while. W have nultiple solutions out there.
And it's not sonething that's going to be easily
sol ved through regul ati on but through worKki ng
t oget her and under st andi ng how cor porate actions
and other things wll affect those identifiers
over the life of transactions that are going to be
In the data repositories.

MR SULLIVAN: This is Todd Sullivan
from Morgan Stanley. | also thank you --

MR. TAYLOR  Excuse ne one second.
I[t'l1l help if people push again to turn their mke
off when they're done. I'll try to do it, too.

MR, SULLIVAN. Thank you for the
opportunity to speak today. Like, all of ny
col | eagues here, we strongly support the use of a
uni que kind of party identifier. Specifically,
the technical challenges raised by this issue --
"1l make two comments. |'msure there wll be
additional that I'Il no doubt agree wth, but

first and forenost is a definition of what is a
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| egal entity, because | think there certainly is
an acute need under the proposed rules to talk
about counterparties to a swaps transaction.
However, w thout understanding or at |east taking
I nto account other uses for LElI, whether it be
under OFR or other systemi c risk supervision
anal ogi es or, frankly, things outside of the OIC
derivatives market. So, certainly the requirenent
to make filings as public corporations resides at
different levels within the corporate structure,
and those entities, when they make those filings,
are identified. To the extent we can anticipate
or at least plan for a contingency where there
m ght be uni que | evels of reporting requirenents
or unique |levels of relationship between those
entities, the nore we think about that before we
| npl ement a process, the easier it is to nmake that
ext endabl e to cover those sane requirenents.

The second is, following on fromthe
previ ous panels that discussed the extension of
current existing platforns and potentially

extendi ng the use of one of those current
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I dentification systens to cover this requirenent,
while the frameworks they've used certainly should
be considered as we build sonething, the chall enge
for us as users -- and nost of us sitting around
this table are the parties responsible for
reporting -- their nunbering
systens/identification systens are fully enbedded
I n the hundreds or thousands of systens and
processes across the industry already.

You know, sinply exanples of a couple
things that have cone up: DITCC participant IDs in
the OTC derivatives market-read identification
nunbers under the narket service are so fully
enbedded in other processes that to change the use
there to extend it to cover UCI runs the risk of
significantly affecting the use for other
purposes. So, | think we should certainly |ook at
the frameworks they've used to build the systens
as certainly a starting point, but sinply taking
one of those and extending it and saying it now
qualifies as a UCl runs a significant knock-on

effect risk to the other uses of those nunbers.
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MR TUBRIDY: H . M nane is Ray
Tubridy. I'mwth State Street, but today |I'm
here representing the FIA. W kind of canme into
this discussion a little bit |ate, so |I apol ogi ze
If | msstate or m scharacterize anyt hing.

|'"mpart of a subcommttee for the OCR
rules that were published by the CFTC, and we
spent sone tine | ooking at the requirenents and
conparing themto the existing requirenents that
exist in futures. And within the futures
| ndustry, we do various |levels of reporting, and
we use unique identifiers today, mainly three:
One, the executor ID, the one who places the order
to the market; the controller, the one who nakes
the tradi ng decisions; and the beneficial owner.

And so, you know, | echo Arthur and
Todd's comrents about we really need to define
what this counterparty definitionis, and the
recommendati ons com ng out of the subcommttee are
that we try to | everage existing data where we
can, mnimze the anount of devel opnment in systens

| npacted, but, nost inportantly, be consistent
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across the products.

And now with the swap market cone in to
clearing, we have markets that are already
clearing and that are struggling with sone of the
sanme requirenents, and so we want to make sure
that we are | ooking across these products and
devel opi ng these new reporting requirenents so
that they will be useful across products when that
time arises. So, consistency, keeping in m nd
strai ght-through processing, |everaging systens
and technol ogy where we can, and reasonabl e data
requirenents.

And so, you know, we have a |l ot of work
to do between now and July, and we need to be
reasonabl e about what we're asking for and know ng
that maybe we can't get everything we want in by
July but having a plan for where we're going to
get that data.

MR. McCLYMONT: Hi. [|'m Stuart
McCl ynont with Deutsche Bank. Again, thank you
for also to participate in this roundtable.

| certainly think that we definitely
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agree wth the nutual standards. | think we need
to be careful, though, in terns of really
under st andi ng the process, the functions wthin
the process, and naking sure that we don't try and
retrofit existing solutions into that process. |
t hi nk we need a period of design anpngst the
I ndustry both in ternms of vendor supplies, users
usi ng our prior experiences getting industry
together to work hard. \Whatever we need. Wat
should it look |like? Wat are the current
I ncunbents, and how do they need to be nodifi ed,
and rel egating that design, that understandi ng out
first to redraw t hrough what are the requirenents
of it. Let's get nore clarity around why do we
need these standard identifiers, and what is the
report of (inaudible) to be able to support those
standard identifiers and as a group of
I nstitutions, as users, as vendors agree that
design, that infrastructure.

| think what we've done in the past is
we kind of junped into very specific areas |ike

resenbl ed that registration authority or we junped

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

112

1

10

11

12

13

14

15

16

17

18

19

20

21

22

into the distribution nmechanismor we junped into
t he cl eansing and process. | think we understand
the whol e request for identifier, the generation,
the storage, the distribution, and the
consunption. Restart thinking about (inaudible) a
provi der prospectus -- who's the provider of the
service and what is the service they're providing
and how do they fit within other providers of the
end-to-end service. And then ultimately what are
t he consuners, what are they consum ng, why are
t hey consum ng, and what they need to then to
provi de that downstream and again consuners. |
think without that we will probably go down
certain routes, we will probably spend a little
noney, and | think, given the tinme franmes that
we've got to try and achieve sone of this, we need
to get to the table very fast as a group to start
desi gni ng what the solution | ooks |ike and worki ng
out where the deltas are today.

MR. TAYLOR That's -- sorry.

M5. YEEE H . M nane is Lindsay Yee.

I|'mfromthe Bank of New York Mellon, and |
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actually work on the Derivatives Tradi ng Desk
itself where | manage the Trade Capture Support
G oup, and | support the traders' products and
I npl enent ati ons.

| al so agree that the unique
counterparty identifier should be agreed upon. W
need to figure out, first of all, what is the
uni versal standard, agree to it, and then publish
it.

O her things that we do need to al so
t hi nk about are the operational deploynent within
our existing systens, interface nodification
bet ween our conpany systens and anything that we
can | everage operationally within the
organi zati on, what nmi ntenance needs to be
mai nt ai ned through the internal systens, and the
upkeep -- who's going to be responsible for that.
We're going to need extra funds for it and
resources with people as well.

MR. TAYLOR  Anyone el se want to wei ght
I n on technical challenges for inplenenting the

ucl? If not, we had a mnute ago --
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MR, SULLI VAN: One nore conment.

MR. TAYLOR  Sure.

MR. SULLIVAN. [It's just that there was
di scussi on before about the tineliness and how
fast we get this back. The technical limtation |
t hi nk shoul d be | ooked at in two different ways.
One is ongoing once it's running -- what is the
service | evel agreenent expected by the users of
the service? The other one is obviously the day
you turn this on, right? -- how fast do we expect
to get data back? -- because, | think, you know, a
| ot of the debate about a contributed versus a
self-registration nodel raises issues. |If it's
contributed and you have the top 20 banks
contributing all the data at once, you're likely
to have at |east 15 repeats of everything, all the
maj or participants in these markets. So, you
know, thinking about how we go through that
process and how long it takes to get through that
initial scrub. And then there's an ongoi ng new
entrance and mai ntenance exercise, which | woul d

expect to be | ooked at in different tinelines.
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MR. MAGNUS: | woul d al so suggest that
the creation of data m ght take -- you m ght have
nore tinme to create sonething once it's up and
runni ng because of the tine it takes to do all the
KYC as was nentioned earlier versus sone change to
the data, which m ght need to be nmade rat her
quickly if we want to be able to use the data in
the repositories in a tinely manner.

MR. TAYLOR  Anyone el se on technical
I ssues? Well, let's nove to -- it's a big

question: How can industry consensus on a UCl be

achieved? | nean we've heard fromall three
panels, | think, this norning a general agreenent
that we need a UCI. [t's heartening to hear, you

know, volunteers, people voting for thenselves as
being the utility or the registration authority.
Qoviously, there's a question about how do we pick
a solution, and I think it's clear fromwhat we
said in the proposed rule the Conm ssion, at any
rate, prefers not to pick, that the industry woul d
cone together. You all are the ones who are going

to pay for it. You all are the ones who are going
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to use it. You are all the ones who have the
techni cal expertise init. So, the question is
how can an i ndustry consensus be achieved. And
maybe let's start with -- we have to break that
into its conponents -- what institutions need to
be involved in that process?

MR, GRODY: |'d like to discuss that.

MR. TAYLOR Go ahead.

MR. GRODY: First of all, let ne just --
besi des announcing ny affiliation and ny conpany,
| would like to give you a little background,
because |'ve |lived through six decades of the
financial services industry, and |'ve had 50 years
on Wall Street, and people say | can't be that old
but that was ny first job out of school, working
in a luncheonette on Wall Street, so | like to
date ny experience fromthat point. But |'ve had
45 years of business experience over six decades.

| was there when CUSIP was thought of,
and when DTCC was first invented | was there at a
bank when we installed SWFT. And |I've been

t hrough a nunber of generations of this. |In 1995,
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| called the first cross-industry standards
conference where we had the world standards
organi zati ons around our table to discuss the
problens. And the chairman of the standards, a
board that was called at that tine, was the
chairman of the Worl d Federation of Exchanges --
then it was called sonething else -- and he had
wor ked for three years to try and build consensus.
And he concluded that the standards organi zations
were in conpetitive businesses and they coul dn't
be brought together as a group.

What's different today is very sinple.
Unlike all of these other attenpts, we have
regul atory conpul sion. And you are the nost
| nportant part of getting us around a table to
solve this problem Every one has a vested
i nterest, and they should. They have done a
Her cul ean job in supporting the industry. Wat's
different today in our world, in our gl obal
financial services data and standards alli ances,
we brought the corporate issuers to the table and

their auditors, people who heretofore have never
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been i nvol ved in the thought process of solving
this problem people who we want to give nunbers
to: General Mdtors, IBM Kroger, Walmart, all
right? They have given thensel ves nunbers in
t heir ot her business, producing their comrerci al
trade products. They are now at our table in the
formof GS1 saying we believe straightening out
the financial supply chain is inportant. They
never knew what happened after the board net and
approved a corporate event. They never understood
what the investnent bankers, the accountants, the
| awyers were doing with those pi eces of paper.

W have a role for XBRL in translating
t he success of financial statenents translated
into XBRL. We all understand how successful that
project is. W want to nove that project forward
to get the data fromthe prospectuses, the
menor andum the |1 SD master agreenents. Even the
financial announcenents, the corporate events,
from paper docunents into XBRL tenplates so we
could provide the data for the extensions of these

uni form codes that we wish to provide to the

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

119

10

11

12

13

14

15

16

17

18

19

20

21

22

financial industry and to databases and do it in a
strai ght-through processing way that we've al ways
want ed and never included the people who were at
the top of the financial supply chain.

MR, SULLIVAN. | m ght suggest perhaps a
different way of saying it and probably a very
simlar nessage, but we have very active industry
groups forned across the financial service
I ndustry, a nunber of which you have already net
W th nunmerous tinmes representing both buy-side and
sell-side institutions. They have to be at the
t abl e.

You, your colleagues at the SEC, your
col | eagues at Treasury, your coll eagues around the
worl d, the FSA, the European regul ators en nasse,
Asi a-Pacific regulators need to be at the table,
and | think obviously the service providers who
are vying to play different roles within this
process need to be there. And those are the three
maj or constituents that need to be represented --
the participants in the market, the regul ators

across that market, and the people providing the
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services. The ideas are going to cone
col lectively probably fromall three, but the
service providers are going to be there as a
soundi ng board for how to conme up with a sol ution.
The participants in the market are going
to know how they're going to inplenent that, and
the regulators play the nost key role in ensuring
that we have a single, global, consistent set of
rules that we're trying to conply with. Having
solutions that are different in North America from
what they are in Europe or what they are in Asia -
or that diverge over tine will make this
uni npl enentabl e. But the three groups together
can cone up wth the mandate -- | think Stuart was
specifically addressing that -- defining what is
the problemset that we're trying to solve for.
And then we can derive consensus fromthat group.
And then, you know, | think Allan's
absolutely correct, the world is different than it
was 40 years ago. There is no passive sitting by
and just let things happen. Those options have

been taken off the table. So, | think that group
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sounds daunting. It's huge. But, frankly, we've
proven over the last five years, certainly in
specific asset classes we've done this. You know,
that is the only nodel that's going to make an

ef fective answer.

MR. TAYLOR Let ne ask a quick
followup for that, because | thought |I heard
this. Fromboth of you are saying, you' re talking
about getting those three classifications of
st akehol ders, shall we call them around the
table. Do you think there really needs to be a
tabl e? Does soneone need to convene a gi ant
neeting of all those folks? O if it's not
literally around a table, how do you do it?

MR. GRODY: Well, there's a nodel in the
worl d today that did just that. That's the Basel
Comm ttee under the 0. And they created a
capital standard for the world. |It's nodified.
It's Basel Ill now. But it's the best thing we
have, and they recogni zed of course that the
weakest [ink will bring down the whole system

Systemc risk is what we're ultimately trying to
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resolve. So, there is a table there, a bully
pulpit, all right? And we're suggesting that the
Financial Stability Board, while they have a
framewor k concept around systemic risk, also
create the framework concept around a gl obal data
standard and then push it through to the

regul ators across the world so that we can have a
table up there that will watch over this data

st andar d.

MR PUSKULDJI AN:  You know, j ust
listening to the few panels that have tal ked about
this, the fact that this hasn't been done before,
you know, doesn't nean that it's not a good idea.
Every single person that sat here said it's a good
| dea. The problemthat I think we've had is that
it there hasn't been sone consensus -- gl obal
consensus. So, | think working the reqgul ators,
setting the franmework, working wth the industry
partici pants can help us set that framework, and
the industry participants working through what it
Is that the regulators actually want to be able to

see | think will cone up with a strong sol ution.
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But | will say that it definitely has to be a
gl obal solution that all the regulators are
supportive of and agreed to.

MR, McCLYMONT: Paul, | would just echo
that. | think we've been trenendously successful
in the last five years as an industry to deliver
solutions to i nprove our operation efficiency.

Qur approaches to our control reduce the risk in
the market, and that's because we've had a group
-- the OIC Derivatives Regulators Forum -- where's
we've got a nunber of regulators around the world
com ng together with the community (i naudible) buy
and sell sides to firstly set out what people's
requi renents are, what their objectives are, and
there's sonme negotiation in that process but we

al ways end up every year -- and we have done

(i naudi bl e) of the regulatory commtnents letters
to agree what those commtnents are going to be
both froma regul ator perspective and also froma
delivery perspective and from buy side and sell
side. We then work with the vendors to identify

solutions to (inaudible) commtnents. But
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t hroughout we've been very clear what are those
commtnents, what are the requirenents? Do we
both agree, and are they goi ng up agai nst what we
both want? Yes. Gkay. Now, what (i naudi ble)
providers actually deliver a solution within
appropriate tine franes. So, | think it's that
col | aborati on between regul ators globally, the
users globally, to identify the "what." Then we

work through with the vendors to identify the

how. And then we work through again the tine
frames built to deliver against it. But | think
we need to be very organized, very clear. And
again it goes back to ny original point. | think
If we don't design the "what" as a comunity, we
wi Il end up spinning our wheels and we will try
and retrofit infrastructure that exists and is
perfectly good, but | think we should learn the

| essons that we've experienced over the |ast five
years in terns of building out standards around
red |1 Ds, around standard cal cul ati ons, standard

docunents, how we approached that in the past and

how successful we've been by that approach.
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MR MAGNUS: Yeah, | would like to
support what Stuart said, because that nodel has
wor ked incredibly well, and allowed us to bring
things to market very quickly. W've nade
comm tnents on an annual basis and within a year
made significant progress agai nst those.

You know, | was actually involved in the
Mcroforms Basel Il program That took probably
15 years before | even got involved, and it's now
many years later and it's still being inplenented,
though it's not the tinme frane we're | ooking for
in this particular endeavor. (Laughter) So, you
know, I think if we can get around the table with
the right subset using one of the industry groups
-- and | would recommend to you SIFMA I SDA to help
drive either one of those two foruns -- to get
around the table and do what Stuart suggested,
which is to identify what the objectives are and
agree between the regul atory and supervisory
community and the players in the market what the
obj ectives are, we can then very quickly engage

the vendors and figure out what is the right
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technical solution to that. And that would be
certainly nmy recomendation for a quick fix -- or,
not quick fix but a quick way to a sol ution.

MR. TAYLOR  You're tal king about, you
know, once you've got the principles you can | ook
at the vendors and nake a decision. One of the
questions here is who makes that decision and how
does it get nmade?

MR. MAGNUS: The industry through the
I1GC in the past has done this in several
different foruns, and the process for creating the
credit repositories that exist -- the equity
repositories, the fixed inconme -- went through
simlar processes where the industry picked the
vendors to neet the requirenents at the cost that
t hey thought was conpetitive. It was an RFP
environnent. In sone cases they issued an RFlI and
then an RFP. The comunity that was ultimtely
going to pay for it decided which vendor they
going to go with, with the help of the supervisors
to nmake sure that all the participants that were

bidding on it were actually delivering on what
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t hey were | ooking for.

So, | think you have roles to play for
different groups. The regulatory and supervisory
community can hel p nake sure that the vendor that
Is selected neets the requirenents, and the people
who are going to pay for it, which are the market
participants, get to actually pick the vendor and
their governance structure's in place that can be
used to do that.

And we can al so nmake as part of the
requi renent that we need that international
t hreshol d, because there are things that can be
di vided up around the world. |If you | ook again,
the internet nodel was a very good nodel. It
Isn't consistent across the world. There is one
body that issues and mai ntains sort of consistency
but then each nationality in each country does
sort of their own thing. And so there are
definitely lots of nodels that can be | everaged,
but that would be the way I would recommend to
nove forward quickly.

MR. GRODY: | would Iike to engage the
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panel here in discussing what is in fact the
narrow focus that we are now di scussing with
regard to a quick solution to an i medi ate need by
one regulator here in the United States versus the
broader goals that are articulated by the SEC, the
CFTC, and the O fice of Financial Research with
regard to the U S. Treasury; and, of course, the
signature on what they call the |lynchpin report by
many organi zations in the governnent as well as
FI NRA.

It is avision that is hoped for to be
I mpl enented. What we're tal ki ng about here today
Is the sane, sanme-ol', sane-ol', the silo
solutions to get a relief in a particular
jurisdiction, a particular market with particul ar
regul ator, when in fact the goals are nuch
broader. And if we don't have a concept, |ike the
I nternet registry for exanple, around | egal
entities that traverse every product within the
financi al space across the globe, we'll never get
t he permanent solution or reach the vision that

we're | ooking for.
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So, |'m suggesting that we are
continuing to respond to the individual regulators
for their imredi ate needs with i medi ate sol ution
when in fact the vision is nuch broader and the
Interest in solving this problem permanently has
al ways basically thwarted us.

MR. MAGNUS: Wth all due respect, that
I's not what | suggested. The IIGC is an
I nternational body of nmarket participants. They
have delivered international solutions in the
financial market space, and they have worked wth
the international regulatory bodies to solve what
are problens. Waile it would be a lovely thing to
try and create identifiers that solve absolutely
every problemin the financial services space,
across every single aspect of financial services,
| also believe that you need to wal k before you
can run and you shouldn't try and boil the ocean.
And the space that we're tal king about, the OIC
derivative market, the global OTC derivative
market, is a reasonably good proxy that if we

solve it here we will end up with a solution that
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can probably be used in a nuch broader concept,
because the concept of who you're trading
counterparties wth, the legal entities I am
trading with and the roles that they play in the
mar ket, are not inconsistent in other parts of the
mar ket .

And if we use the comments that Raynond
menti oned earlier about the futures market, those
sane concepts, by different nanes, are used in
other parts of the market. So, | do think that
the solution that | suggested -- and I'll let ny
coll eagues in the other financial institutions --
you know, they can contradict nme if they like --
but | do think that wll be an approach that woul d
wor k and we can get a small nunber of people
around the table to actually get to a solution
qui ckly.

MR, SULLIVAN: | certainly would echo a
| ot of what Arthur just said. | think the key
here is not that we're trying to get every
possi bl e use ever for sone concept called the

| egal entity and find that solution right now.
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But there are certainly a nunber of |egislative
mandat es al ready issued, certainly a |lot of gl obal
di scussion currently underway about what the
expectation is in other jurisdictions. And we
know t he vast majority of the participants on that
side of the table, and getting themtogether to at
| east identify the places where although we don't
have the rules witten yet or even drafted yet we
understand the concepts trying to be solved so
that when we do build a solution that very
narrowy focuses on solving the CFTC rules for a
specific set of instrunents in a specific market,
it's an extendabl e solution that will fit the

SEC s requirenents, the OFR s requirenents, FSA' s
requi renments -- because those are being discussed
in a collaborative and cooperative franmework
around the worl d.

The original question that started this
current debate is do they all need to be at the
table? | think the short answer is yes, to nake
sure that we agree high level the "what" and if

there are still gaps we at |east acknow edge where
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we've got to build in contingency, because we've
yet to define sone of the possible uses so we
don't build a framework that we end up throw ng
away two years from now because we finally got to

under st andi ng t hose ot her needs.

MR. McCLYMONT: | think, just to build
on that, | mean what was the statenent we said
right at the start of today. It was we would |ike

a uni que and counterpart IDto be able to deliver
effective, efficient transparency froma
regul atory reporting perspective in OIC
derivatives. That was our i nmmedi ate open stance.
So, if that's our objective, we need to say okay,
what is the design? Wat is the process? Wat
are the solutions to go to i nmedi ate obj ective?

| absolutely agree wwth Allan. W need
to ensure it's not a silo solution. But | think
again we've denonstrated in the past that a | ot of
the ways we've approached the derivatives
structure in OIC have actually been (i naudi bl e)
cross into other products such as futures and cash

equity. And even though they may be the nore
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mat ure products in terns of mature derivative
structure, they've learned a | ot of |essons from
the build-out in OIC over the last 5, 10, 15 years
and are now replicating in those asset cl asses.

So, | think we would be foolish to build an OTC
solution, and I don't think we would do that, but

| think we just need to be very clear on what's
our objective, what's our tine franme, what our

design would | ook Iike, and how we can acconmodat e

t hat .

M5. GOLDMAN: Just to add on to those
points, | would echo, you know, those sane
sentinents in terns of scope. | also think that

the scope applies to not only the coverage but in
ternms of what data we're collecting and so to the
extent that we understand the uses of that data
and sort of plan our approach in a way that we
collect the nost critical information up front,
and to sone of the points discussed earlier
regarding entity hierarchies, that we really
identify a scope in the initial rollout that is

specific to, you know, core information but we

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

134

1

10

11

12

13

14

15

16

17

18

19

20

21

22

al so include nmajor | egal ownership in that
information in order to acconplish the kind of
system c risk managenent that we're trying to
achi eve here.

MR. PUSKULDJI AN:  When you think about
the identifiers, you know, one of the things that
struck ne was that the reqgqulators actually use
di fferent nonencl ature when they refer to them
The OFR uses LEl; you guys use UCI. W should, |
t hi nk, harnonize that so that we're all using the
sanme nonencl at ure.

And, you know, | think it's a great
thing that the people around the table actually
are famliar with the different regulators and
what they want to do, and as an industry we don't
want to do the small pull tinmes. W don't want to
do sonething for the CFTC, SEC, and OFR W want
to do it one tinme and be able to service the needs
of all the regulators. So, you know, | don't
think it's a very sil o-based approach at all, and,
you know, with the right cooperation of the

I ndustry participants and all the regulators who
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are involved, | think we'll cone to a very good
sol uti on.

MR. TAYLOR | should maybe provide a
word of explanation on that |ast point, because
|"'mthe guy who wote UCI in the rule. (Laughter)
W did it on purpose. Wat we intend agrees
exactly with what you say. W said "UCI" rather
than "LEI" trying to recognize -- | nean, to ne
LEI is the termfor the broad use of the
i dentifier across the entire financial sector.

That goes way beyond identifying swap
counterparties. And identifying swap
counterparties is sort of the job that was handed
to us. We were handed a situation. Sonebody said
to me in the break, you know, the difference
between the situation we all face today and what's
existed for the |ast 40, 60 years when people have
been recognizing for a long tine that this was
maybe useful is that you have regul atory

conpul sion. | guess we do. And on the schedul e,
the first thing that conmes up is us comng up with

an identifier for swap counterparties and swaps
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under the CFTC s jurisdiction. But it's
absolutely not our intent to be a separate silo.
We're trying to walk in |lockstep with SEC, you
know, and to nmake a UCI, because maybe that's a
finite early achievable thing, but to doit in a
way that it can becone the LEI -- if that nmakes
sense.

MR, GRODY: Well, | can only tell you
this. Al right, as we have diverse interests
around our gl obal financial services data and
standards alliance, the table that we woul d have
to draw woul d be huge, because while these people
represent donai n know edge in the over-the-
counter derivatives market and in the futures
mar ket, there is a huge anobunt of siloed products,
mar kets, infrastructure entities that support it
Wthits owmn termnology inits own and wthin
different geographies. It is a huge undert aking.
It has defied solution to this point. It only
gets nore conplex. That's why the difference
bei ng regul atory conpliance to get us to do this.

It's not easy. It's not going to be quick. But
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If we don't conme up wwth a framework, all right,
we're going to wind up with siloed inplenentations
against silo regulators, and we're going to have
anot her | evel of conplexity beyond what we already
have.

M5. LEONOVA: kay, can | ground this
conversation? So, what is the first step?

M5. GROSS: Could I intervene? Francis
G oss, ECB. | think we have two different sets of
probl ens or challenges to overcone. The one is
design of a standard, which needs to be done and
agreed by the stakeholders. That neans industry
and the authorities that will use the reporting
data. And the second one is to reach
I nternati onal agreenent anong the |awrakers in the
various countries that wll nmandate that standard.
One aspect we have already repeated nmany tines is
that we can't boil the ocean and serve all the
needs at once, so | think we need to start with
sonet hing feasible and where the need is i mediate
and try to design as nuch as possi bl e upward

conpatible so that it can solve in service steps
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t he next generation of problens.

Now, under the design of standards, we
tal k about the very large table. Well, we could
use an existing infrastructure. For instance,
there is 1SO 1SOis an international
organi zation that has a | ot of experience in
bui | di ng standards that are accepted by industry
wor | dw de for the nost successful ones. There
m ght be other such bodi es where industry cones
t oget her through these standards. Usually those
bodi es do not get a lot of attention, because
peopl e (inaudible) by firns are not very nuch
enpowered to do anything, but perhaps this tine
the attraction could be larger. So, that could be
for the design of standards.

For the adoption of standards and
mandati ng the standards (inaudible) | think we
wll have two things - one, the powers that be
anong the countries not conme together. Now, | can
say from Europe that thee awareness in Europe for
this kind of issues is nowgrowing. W are in

contact with the Ofice of Financial Research.
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Loui s Al exander has visited Europe | ast week and
tal ked to everyone whom | talk to here in Europe.
And therefore we have a process of building a
political will that's well on its way.

Now, in the US. legislationis in
place, and the U S. is one country. It can go
very fast and won't wait. Certainly not. Europe
is alittle bit nore conplicated, so what we need
Is to have as well in the U S. standards or a set
of standards adopted that will be acceptable to
all and here if we adopt the solutions that, one,
to go through a group like 1SO then it would be
acceptabl e in Europe nore easily.

The next stage is to initiate
di scussi ons, and here perhaps a forumlike &0
could be the one. And also to include in the
di scussion institutions wth a global reach, such
as the Bank for International Settlenents and the
| M. That could then bring together the countries
that want to participate in the first round. And
then I count on settlenent of devel opnent of

I nternational pressure and through governnent and
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t hrough the industry as well for having further
gone to an end, and that way we coul d have a
mechani smthat grows in a nodul ar fashion.

MR. TAYLOR Al right, | thank everyone
on the panel. This has been very, very useful,
and there were sone interesting suggestions on how
to answer these questions.

So that we don't run out of tinme, we
would I'i ke to nove to our question-and- answer
session, and this is designed to | et people who
are in the audi ence ask questions of the panel in
a sense over the whol e discussion we've had all
nor ni ng about uni que counterparty identifiers.
There is a microphone in the aisle over there and
a m crophone over by the pillar over here so that
you can be heard asking a question. Please feel
free to chine in.

M5. LEONOVA: Arthur, | know you want to
do sonet hi ng.

MR. MAGNUS: Well, while we're waiting
to get the mcrophones, | was just going to answer

your question about how you can nbve very, very
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qgui ckly.

There is a SIFMA working group that is
al ready set up that is |looking at this problem
that | believe the CFTC has already net wth, and
that includes representatives fromthe industry.
The 11GC is ready to get involved also. | think
as supervisors you can set a deadline, which I
t hi nk you actually did in that forum to conme up
with a blueprint or straw man for what those
obj ectives are and get them on paper, and then we
can nove to an RFP-type phase. So, | do think we
can nove very quickly to get sonmething that is
practical in place, and it nmay change over tine
but let's get sonething in place that we can start
wor ki ng wi t h.

MR. TAYLOR Really quickly, as audience
peopl e cone up to ask questions let ne just ask
around the panel, is that SIFMA-|led sort of
virtual consensus process, if | can call it that,
do you all see that as a viable way to run this
and is it inclusive enough? Are there others who

need to be added into it?
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MR. McCLYMONT: | nean, | certainly
think in the past using is during CFMA we've very
effective at delivering solutions to nmarket. So,
| think it's got a history that shows that that
consensus col | aborati on approach between
regul ator, industry user, and al so vendor and
solution provider is effective, is the right way
to go.

MR, SULLIVAN: Certainly given the
changes to the governance nodel across the
creation of the I GC | think addresses a nunber of
the | egacy concerns that have been about the scope
of representation. | would say that there is both
buy-si de and sell-side full-market participation.
So, certainly for the industry participants and
users of this process, we are well represented. |
think ODRF is a great framework to | ook at for
coordinating the regulatory side of the equation.
| think both you and the SEC have been added to
t hat group, so, you know, that's certainly the
right foundation, and it needs to be expanded to

address this nore globally. Certainly we'd be
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open to that. But | think there is both a gl obal

I ndustry and gl obal regulatory forum now in pl ace.
So, that certainly gets the two mai nstream hol ders
t oget her.

MR. TAYLOR  Are there questions from
anyone |listening in the audi ence for the panel?

There's always this nonent of dead
silence. And unfortunately I'mnot a | aw
professor. | can't call on you guys by nane. But
' m sure soneone has a question.

M5. GOLDMAN. No, | was just going to
add to the question about -- to the nessage, and
that we would agree as well that SIFMA has been a
very productive way to sort of identify the itens
and propose sone solutions around that, and so
it's been a very productive forum

MR. McCLYMONT: So, just also | think --
again I've said it a couple tinmes now -- | think
clearly defining the objectives and the
requirenments with the various stakeholders is a
nmust, because we wll do what we al ways do as |

said a couple of tines. W'IlIl spin our wheels and
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go off in different directions. So, | think that
fall that we had with, for exanple, the ODRF, we
managed to di scuss with them what their thoughts
and what their requirenents are to actually
solidify (inaudible) requirenents, because often
peopl e think they know what they want, but when
you actually discuss and explain well, how can you
get it, it's actually not quite what they wanted.
So, | think that open dialog to really clarify and
crystallize the objective of the requirenents w ||
allow us to nove nuch faster than into a
identification or a review of the process or the
functions that could deliver that solution and
then actually then the vendors and the design of
what the solution is itself.

MR, GRODY: | would like to ask the
sinpl est of the questions. Do the auditors of the
public conpanies have a role at the table? And
the reason | ask that is because the auditors
basically are given the task with the legal entity
that we're trying to identify to actually |[ay out

the structures of their hierarchies every quarter
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and sonetines the bigger conpani es have pernanent
staffs to actually resolve the | egal structures so
they could apply their attestation function and
sign off on the materiality of their audits. And
we have al ways considered themin our construct to
be i nportant, because they in fact organize

t hensel ves around a dat abase of those | egal
structures -- the big four at least -- and they
have shared that know edge with us, and | pass
that on to you to be a consideration.

MR. MAGNUS: | woul d consider we have to
go back to what's Stuart said a nonent ago: Wat
Is the objective? If it's to identify swap
counterparties, which are specific entities and a
hi erarchy, when the client is a corporate that's
fine, but if the client is a fund nanager,
managi ng nultiple funds, a fund may have multiple
fund managers, there are nultiple hierarchies, one
needs to | ook at. And so the question goes back
to what Stuart said a nonent ago: \Wat is the
obj ective? |s our objective to understand

counterparty risk? 1Is it to |look at systemc
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risk? Does it | ook at market mani pul ati on or | ook
for market mani pul ation? These are different
obj ectives, and they have different hierarchies.
And the financial auditors that you refer to are
only | ooking at the corporate hierarchy, not
necessarily all the other hierarchies. So, |
think that you need to understand what the problem
Is and then you can bring the right people to the
table to hel p solve that problem But you've got
to start with what is the problemwe're trying to
sol ve?

MR, GRODY: Well, the auditors do audit
the i nvestnment managers, their structures, and
mut ual funds, and what they own and don't own in
the sane way that they audit corporations.

That's nunber two, we continue to have a
di al og about what | consider to be a narrow focus,
whi ch of course is the focus of the CFTC but
al ways within the broad framework of the SEC s
rul emaki ng and the OFR s rul emaki ng and the
t hought beyond that of a global solution. And so

that's why | continue to suggest that the solution
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we have here has to be framed within the context
of the overall rul emaking.

MR, SULLIVAN: | think there is
definitely consideration for that and probably
hundreds of other uses for this data. The key is
i dentifying the "what," which is the framework for
witing a process to identify parties. And | use
"parties,” not "legal entities" because as Art hur
has correctly said, there are nultiple ways. A
dat abase that creates an identifier for parties,
whi ch then can be used as inputs to hierarchies of
different uses, whether it's supervisory or
accounting validation or, you know, counterparty
credit risk nmanagenent or market risk nmanagenent.
Those are all obvious extensions of this data, but
I f we think about solving all of those in a single
| npl enentation, we're back to boiling the ocean.
And the key here is to agree on the "what," which
| think we're saying let's not focus solely on the
term"UCI" but extend, |ook at the broader
Dodd- Frank | egislation and the |egislation being

di scussed in other major jurisdictions and say is
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there a way to cone up with a conmon identifier
for parties that could be utilized to neet the
requi renments of each of these rules such that
don't end up having to build a solution for UCI
and a database and a solution in LEl for another
dat abase and a sol ution what the SEC needs and
anot her database -- and that's before we've |eft
the North Anerican post.

So, | think, Allan, your point is valid.
| think the key is nmaking sure that we don't try
to scope the solution to this project to be so
broad that we try to solve every one of those
| npl ementations in a single solution.

MR. TAYLOR | hope it's clear fromthe
proposed rule -- we want the UCI, which is, you
know, our sort of narrow nmandate, to be designed
in away that it can becone the broader LEI and
that it can serve all of those regul atory purposes
that Arthur was tal king about, not just the ones
that are the mandate of the CFTC but, for
I nstance, prudential and systemc risk

supervision. So, all of those purposes woul d need
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to be taken into account, even as we design the
first step avoiding boiling the ocean by just the

UCl. We want it to be such that it doesn't create

what needs to cone later -- if that nakes sense.
MR, SULLIVAN: | think | agree. | think
the issue -- we m ght spend sone tine | ooking at

It fromboth directions -- which is identify the
| egal entity, define that term build a decision
where UCI could be a special -use case of that
data, right? And then other hierarchies are going
to use that in other ways. But | think it was
clear to nme in reading in the proposal that that
was the goal, so.

M5. LEONOVA: It | ooks like everybody is
tired and undernourished and needs | unch.

(Recess)

M5. LEONOVA: Now we proceed to Panel 4,
Uni que Product ldentification, UPlI, disclainer.
Al'l persons had the passionate desire to switch
fromPanel 5 to Panel 4 and we are happy to
accommodat e the sw tch.

Questions have been distributed prior to
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that and | guess we need to give a snal

background to begin with our marvel ous rul e about
what we are taking about. As a concept, we need
product identifiers is geared nostly to boards
speci fying their underling nature of the swap. W
tend to think that it's going to be sonewhat
different fromequity credit type instrunents and
comodity type instrunents and we are willing to
differentiate those classifications as we feel
appropriate, but as we go forward, let's start
fromthe first question. Wat is the nost
effective and efficient system for product

I dentification for the purpose of data aggregation
keeping in mnd those underlying asset class

di fferences?

MR. ARORA: Let ne start. [|'m Kulbir
Arora from Gol dman Sachs. First of all, thank you
to the Comm ssion for having us here. | think,

Irina, you hit the heart of the problemin the
sense that if we are not clear about the purposes
and the usage of these identifiers, things are

going to becone very conplicated. Aggregation
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across various dinensions is obviously one of the
use cases. | think price transparency is another
use case. The CFTC has started a very detail ed
and prescriptive product topology, attributes such
as contract type, subcontract type, asset classes,
option types and so on, and I think those are very
necessary and critical attributes to distinguish.
But I think we need to understand that one of the
key features of this marketplace in the |ast
several decades is the very dynam c, evol utionary
nature of this market. There is a |ot of product

I nnovati on that happens.

One of our worries is that if this
product topology is over prescriptive and owned as
part of the rules, then constantly upgrading it or
changing it will be very burdensone and probably
woul d require rules rewiting. | think a better
way to own this would be to bring regulators and
I ndustry participants to the table under the
auspi ces of organi zati ons such as | SDA, nore
appropriate here than SI FMA, because that way the

mai nt enance and constant evol ution could be part
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and parcel of -- there are a range of value sets
for each of these attributes that a good starting
poi nt has al ready been achi eved but the constant
evolution that's going to happen is one of the

| Ssues.

Irina nmentioned the distinction between
credit type instrunents where sone standardi zation
I n the market pl ace can happen and one could
conceive a CUSIP style identifier that references
a very standard FpM. as an exanpl e descri ption,
but for the large other part of the market,

I nterest rate products for exanple where every
deal arguably is a product unto itself, | think
referencing the product topology in the data
requirenments is the unique identification part of
it. The question here is that when you regul ators
tal k about aggregation, along with dinensions are
you intending to aggregate based on the purposes
of the rules? And sone of the attributes all ow
for that aggregation to happen across asset

cl asses or underlying assets for exanple, but |

think that clarity is very necessary today. Thank

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

153

1

10

11

12

13

14

15

16

17

18

19

20

21

22

you.

MR. HAASE: |'m Ken Haase and |'mw th
the NFA, and also we would |ike to thank the
Comm ssion for inviting us here. | really will
agree with very nuch of what you have just said.
W do need sone definition, but it can't be
terribly tight at this point. You have to allow
for the future of the unknown and that's always a
concern with any type of systemdata field or
anything you're trying to put out. 1In this area
in particular | think it's quite different than
futures sinply due to the anount of underlyings
you coul d have and sone of the very, very unique
types of products you could be trying to identify
and that may not just fit into a snmall defined
field. This may end up being al nost descriptive
I n some instances.

MR. CUTINHO This is Sunil fromthe CME
G oup or CME O earinghouse. | don't want to
repeat what has been said before but | agree with
some and nost of the coments made. Over-the-

counter derivatives are not as specific or
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standard as sone of the commodity derivatives that
are trading on exchanges. But one of the things
lI'd like to add is it's very inportant that we
understand the need and the aggregati on and based
on that we could cone up with an al gorithm
Rat her than have an entity designated to create
these identifiers, our preference would be to work
Wi th industry and cone up with an open,
transparency algorithmso that these identifiers
can be generated in a very determnistic nmanner.

| did hear the comment of descriptive.
We support that idea because unlike the
counterparty identifier where you cannot be
descriptive to maintain anonymty, here in this
case it's a product identifier so that based on
Its need we presune it's reporting and real-tine
price dissemnation so that descriptive is of the
essence here and the nore descriptive the better.

M5. DREW This is Eleanor Drew from
Citi. I'min charge of the Master Data Managenent
Program both the technol ogy inplenentation and

t he operations space. W're very supportive of
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I ndustry standardi zation. In ny particular role
in the firml've been waiting for this for 10
years because ny life is mserable trying to
string together all these different identifiers.

One point | wanted to bring up is when
you | ook at security data across cash and
derivatives, there is a life cycle associated to
it so that when we | ook at data managenent on this
there is entity, there is issuer, there is product
specific data and there are corporations actions.
In addition to that, there are hierarchies
associated with those domains so that it is very
| nportant that we take a step back and nodel it so
that we could fully understand the |ife cycle of
the instrunments through the different flows to
make sure when we design sonething we do it once
and not continue to go back and back and redesign
because we're very -- on our design so that that
Is one of the points. | very appreciate you
inviting us to this panel.

MR. CHI DSEY: Since it seens like we're

going around, this is Ed Chidsey from Markit

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

156

10

11

12

13

14

15

16

17

18

19

20

21

22

Goup. | think it conmes back to what sone of the
others were saying in terns of what problemare we
trying to solve, what use case are we trying to
solve, and if it conmes as an exanpl e of
under st andi ng what instrunent is referenced for a
given price, there are going to be different data
fields that are required for a particul ar

I nstrunent or asset class. So if you take credit
default swaps as an exanple, you really need
reference entity tier of debt which today is
typically derived fromthe reference obligation,
maturity date, clause and currency so that there
are five fields that are required to understand
what instrunment you're reference in a credit
default swap transaction that would be attached to
a given price and each of those fields could
potentially be identified through sone sort of an
al phanuneric identification schene. Tying all of
t hose together is sonething that could be

consi dered, but then when you | ook at another

I nstrunment whether it's interest rate swaps or

ot her derivatives, there are going to be a
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different set of fields that are required in order
to understand that instrunment you're descri bing.
So |l think it's inportant to deconpose it to a
poi nt where you understand the fields that you
need to identify, the instrunent that you want to
describe for a particul ar purpose and then think
about what standards can be applied to each of
those fields. Sone of those are very conmon,
maturity date, currency, you can have standards
for that. OQhers may be very asset class specific
and we' ||l need to think about what those standards
coul d be.

MR. LITKE: Adam Litke from Bl oonberg.
I'"d like to thank you for having ne here and |I'd
| i ke to echo what everyone else said, so | won't
repeat it.

| think fromwhat |'ve read of the rule,
you' ve tal ked about using the identifiers to set
limts but you' re not actually collecting any risk
i nformation with that and derivatives aren't
really like futures contracts. It is possible

usi ng other parts of the rule where you're

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

158

10

11

12

13

14

15

16

17

18

19

20

21

22

requiring the confirmdata to then go and conpute
risk information, but since an over-the-counter
derivative can have nultiple legs and nultiple
underlyings, | think the purpose in the rule the
way it's witten nowit's alittle confusing. |
think if we're tal ki ng about havi ng enough
identifiers so that the Conm ssion and ot her

regul ators are able to see the risk of the deal
and say there is so nuch risk in the market to

t hese products, then you're tal king about within
the context of the confirns having for each field
a specified bit of information. In a swap it's
not even obvious. You mght say I can do a plain
vanilla interest rate swap. |It's cash. There's
cash and there's the fixing rate which may be
LIBOR. Do | identify that as a single asset or do
| identify that as each leg, one leg is cash in
dollars and the other leg is a series of LIBOR
fixings and dollars? | would argue you' d probably
want to go to the very atomc |evel of the second
of you'll end up extrenely confused because cash

on a swap and cash on an interest rate swap woul d
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no | onger be the sanme thing just to give a sinple
exanple. So | think the discussion in the rule is
in the wong place, but if you noved it over to
the confirmdescriptor then | think there's a very
good di scussion to be had and the main thing is to
be as atom c as possible to say for each
I ndi vi dual think and then you get a | ot of
consensus where everyone agrees on what all the
fixings are for exanple.

MR. TUPPER My nane is Bruce Tupper and
I work for the Intercontinental Exchange or |CE
and | manage the Commodities Confirmation and
War ehouse. To foll owup on sone of the comments,
| think it's becone clear that there are sol utions
in the market by asset class. There are many
servi ces, whether they be warehousi ng conpression,
confirmati ons and each of them have to cone up
wth their own schene in order to capture the
concept of a product or trade type. | do agree
with earlier coments to try and understand that's
t he purpose because we, or at |east | can speak

for Intercontinental, create products for a very
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specific reason as an exchange and as a trade
war ehouse but in order to trade the correct
products for the Comm ssion, for exanple, if
you're trying to aggregate up exposure on a
particular index, that nay be a different way than
i n sonme of these products. W say at least in the
commodi ty space, when we were creating our product
schenmes we | ooked toward our custoners' trade
capture systens and the trade capture systens that
were offered by the vendors to cone up a schene
t hat people could collectively wite to and adopt,
but we did that for a specific purpose. So |
t hi nk probably sone clarity on what you're trying
to do wth the products as far as fromthe
Commi ssion's perspective would hel p us.

| do agree that once you have that and
there's a working group, that can be solved. | do
agree that we should probably look at this from
nore of an asset cl ass perspective because | think
each asset class has its own ways of doing it.
Like | nmentioned earlier, CDS has a certain way

and commodities nmay be different and |'msure it's
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different in other asset classes so that that is
probably a consideration for the Conm ssion.

MR. PERSSON. |'m O a Persson from FI NRA
TRACE. |1'd like to echo what Sunil nentioned on
the di ssem nation side and the investor protection
issue in ternms of -- either can understand what
they' re | ooking at based on the identify that cane
out or that sufficient descriptive information is
made avail abl e together with that record so that
t hey understand how to interpret that data. The
other thing I'd like to tie back to wth what you
nmenti oned that we are obviously in the process of
expandi ng TRACE to cover securitized products at
this point and we're going through sone of these
| ssues because there are a fair anmount of
securities that trade assigned CUSIP and clearly a
joint industry regulatory solution is a very good
way to go because whatever as a regul ator we cone
up will have to work for everybody anyway so that
sitting down at the table is very, very hel pful.

MR. ARORA: | think that the subset of

products that is highly standardi zed |i ke the ones
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that trace on ICE for exanple, an identifier that
I f an canonical representation of standardized
products which is a subset of the broader narket,
| think that probably is not a controversial topic
here. |It's the rest.

| want to comment on the verbal
description comments that Sunil and Ken al ready
referenced. |If you look at the CF. R Part 43
that CFTC has put up and |I've gone through it in
gory detail, I think it's a very good starting
point. There is a very detailed set of attributes
with possible values for exanple as | said earlier
what a contract type is, what a subcontract type
I's, what an asset class is, what the underlying
asset is, there is a topology or tree-based
topology that is a very good starting point for
this and | think that that woul d be a description
for the nonstandardi zed products part of the
market and it's al nbst descriptive because it
pretty nmuch |ays out the hierarchy. 1'1l]
underscore that the main point |I'mtal king about

Is that this topology is going to be an organic,
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|l iving topology that's going to i nnovate and
change so that the ownership of that and how you
delink it fromthe rules thenselves is a key
poi nt .

M5. LEONOVA: What is an efficient way
to accommopdat e the innovation of those
I nstrunent s?

MR. ARORA: | think nake the industry as
a whol e responsible to maintain that in
conjunction wth the regul ators because the
regulators will ultimately keep specifying
pur poses. Purposes thensel ves nay change over
time, but | think that way a consortium of
I ndustry participants co-owning that topol ogy
woul d probably nmake it easier to maintain that
prescriptive topology fromjust one of the players
i n the market pl ace.

MR. CHI DSEY: Again | think |ooking at
Is then what's been done with FpM. is a standard
way to describe financial transactions across a
variety of asset classes and instrunment types is a

good exanpl e and when a new i nstrunent needs to be
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created or added there is a working group that
opines on that and ultimately it gets defined via
FpM. and the necessary fields to describe that
particular transaction or instrunent are utilized
so that a simlar sort of nodel can be used going
forward to nmanage this topol ogy.

MR LITKE: | think | agree for the vast
majority of contracts that FpM. is good. | think
for exotics you have to be a little nore carefu
and you need sone sort of scripting |anguage.
There are vendors that sell them There is also
one of your fellow regulators. The SEC has
proposed for exanple for securitizations using
Pyt hon code that's made available. You'd still
have to have standards for it because this would
be a different than their use so you'd have to
standardi ze what the terns neant, but you need
sonething like that in order to accommobdate
I nnovation. The vast mpjority of transactions
will still be done in the standardi zed format,

l et's say sonething |like FpM. and you coul d have

sone rule that said if sone class got over a
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certain size there would be a way to we recogni ze
these are all sort of the same, create an extra
FpM. cl ass and then to conme back to the industry,
but wi thout that you're going to standardi ze
everythi ng which sort of goes agai nst what the
whol e OTC mar ket is about.

MR. ARORA: May | comment on that? |
think on the highly exotic part of the market, the
one way as you said is to essentially have Python
code | evel standardi zation. The potential problem
t here woul d be how nuch transparency to the
players in the market want to give each other to
what nmay be proprietary stuff and that speaks to
conpetitiveness. | think one of the approaches
that within the FpM. groups, the various
partici pants have discussed for the highly exotic
mar ket is again going back to what ultimately wl |
be the purpose of these descriptions for the
mar ket pl ace. It may be possible, I"'mputting it
out there as an idea, to have the notion of a
generic description which essentially captures

just the bare mninmumthat may be sufficient for
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the regul atory purposes and a full-bl own
description is right at the outset taken as not a
possible thing to do in a highly dynam c way.
Internally we have attenpted that and | think we
have succeeded with it pretty well and we're
pretty happy with having this subset and we call
It the generic exotic instrunent. Just a thought.
MR TUPPER 1'd like to follow on on
that point. | do want to caution the Conm ssion
agai nst prescribing a particular nessagi ng
protocol. For exanple, FpM. has had a | ot of
adoption in sone asset classes but probably not so
much in energies. To follow up though, | do agree
wth the idea of having a nore generic reference.
For exanple, within | SDA there is the Cormodity
Definitions Working G oup and their purpose is to
update these indexes that are used in the various
swap transactions. ldeally they can be very
conplicated and exotic but many of them always tie
back to sone kind of description or particular
I ndex regardl ess of the asset class.

We spend a lot of tinme working with that
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group in particul ar because by having those kind
of generic codes that are really the building

bl ocks of nobst swaps and having clarity with those
It allows you to process a | ot nore transacti ons.

| don't want us to confuse having those buil ding
bl ocks versus a very robust nessaging protocol in
order to communi cate the trades. Wen you start
getting into exotics and processing them it cones
back to what is the Conmi ssion's goal. Are you
trying to find a particular exposure for an index?
Even though it's an exotic trade, |'msure that
this group could probably easily do that for you
so that it could cone back to that. Specifically
for commodities, you could use the exanple of the
Commodity Reference Price | ndex Wrking G oup.
They regularly update that and that's sonething
that you could | ook at for product definitions.

MR. CUTINHO | don't often agree with
nmy col |l eague, but this tinme on the panel | do
agree with himthat we cannot prescribe a specific
| anguage. As an exanple, as a business we support

mul tiple standards. Sone are prevalent in the
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securities market, sonme are prevalent in the
standardi zed futures market, sone are prevalent in
t he over-the-counter markets and it's | ess

di sruptive to nmarket participants across the
board. If | were not a technol ogist | would have
t hought you guys are tal ki ng about snakes.

Pyt hon?

To enphasi ze one point, | think we talk
about what is the desired use of this product
identifier? To put it another way, you can't
expect the product identifier to be everything.
You can't expect it to be very uni que capturing
all the details of the trade. You can't expect it
to be at the sane tine very generic. So we have
to choose between the two. Wen the Conmi ssion
says specify the underlying nature of the swap,
what do we really nean by that?

M5. LEONOVA: | guess it's tine to
narrow down what we are tal king about. If we are
trying to achieve too big a goal of capturing the
exposure netrics and at the sane tinme trying to

control the speculative position limt nmechani sm
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do we follow the sane system of product
i dentification or do we have to go in different
ways?

MR, LITKE: | think unfortunately
they're different. | think as soon as you get to
t he specul ative position [imt you need to capture
risk information. Let's say you knew it was
sonething like LIBORs or you're going to do it in
future equivalents, the nere fact that you have a
swap or various kinds of options, just in a sinple
option the delta changes every day dependi ng on
the time to maturity and the price. As you get
into nore exotic instrunments it can vary quite
wi ldly. You could capture that as a risk field,
but that's a conputed nunber that would have to
get reported every day and what gets reported at
the tine of trade is not particularly rel evant.
You m ght want to specify all of the risk fields
that a transaction needs to be mapped to, but even
t hat depends on the underlying nodel you're using
so that you're asking for sonebody to report

sonething that's really sonething unfortunately

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net




Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

170

10

11

12

13

14

15

16

17

18

19

20

21

22

the Comm ssion is going to have to do for itself
which is decide how they want to neasure the risk
on the transaction.

MR. CUTINHO. Since | asked the
question, | have to respond. | echo Adam s point.
It's not just the counterparty information, when
we tal k about exposure we need to understand the
specifics. Exposure to what and position limts?
Let's say, I'll give you an exanple, if you're
| ooking at the very granul ar | evel and you say
that | want to just look at limts on 1l-year --
that nmeans very little because you can have a
party trade very little on the short end of the
curve but take greater exposure to the m ddle part
of the curve or the end part of the curve. In
ternms of exposure and position [imts, what we are
trying to understand is what is the overall goal.
We are starting fromthe premse that it is
systemc risk to understand if that a single
entity has undue exposure or very |arge exposure
to a certain market or a certain part of the

mar ket and the effect that the econony can have on
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that single counterparty and then how it
translates to the rest of the market. |If that's
the case, maybe we need to have a di scussion as an
I ndustry with our participants around here as to
what exactly is the Conmm ssion | ooking at and

per haps we can cone up with sone of the principles
as far as creating the product identification
before we get into the details of how we shoul d
gener at e one.

M5. LEONOVA: (Going to |levels of
aggregation of data based on the product
i dentifications and we don't know, where shoul d at
| east we cut the line off? What |evels are there
and what is the appropriate |evel that we shoul d
be targeting?

MR. ARORA: It would help if you woul d
articulate the purposes to which this aggregation
will be used. That wll help because that's a
very nul tidi nensi onal problem

M5. LEONOVA: Thank you, Kulbir. CQur
| mredi ate mar ket oversight goal again is

specul ative position limts so that when we are
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tal ki ng about that aspect of oversight, we are
goi ng back to the futures equival ents and sone
type of conversion. That's one problemfor us,
how we convert sonething in futures equival ents.
The second question is systemc risk exposure.
When we are trying to capture the system and
decrease exposure, what should we be focusing in
on? 1Is it overall net asset value or whether we
shoul d build in sone kind of curve or what do you
t hi nk shoul d be the focus?

MR, LITKE: | think for the position
limts which fortunately | guess primarily you're
changed with doing that on the agricul tural
commodities to avoid people cornering the market.

M5. LEONOVA: We used to be.

MR LITKE: But | don't think there's a
requi renment to have position limts on for exanple
I nterest rates for a bank. | thought under
Dodd- Frank the banks were specifically exenpt in
ternms of proprietary trading, that interest rate
proprietary trading was still all owed.

M5. LEONOVA: Let's not go into the
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exenptions but assune that we are trying to cover
ever yt hi ng.

MR LITKE: |If you're trying to cover
everything then you're going to have to for each
asset class define what you nean by risk. 1In
comodities it's fairly easy because you're in
sone sense worried about how nuch can a specul at or
corner the market. In interest rates, nobody is
going to corner the market and what you're really
concerned about therefore is how nmuch can they
make or | ose and it becones nore of a prudenti al
supervi sion issue than a market control issue.

For that you' re back to defining how do | want to
nmeasure risk. For systemc risk, you're

I nterested very nmuch in stress tests in the sense
that you' ve got to have sone series of stress
tests around people's portfolios and see how nuch
margin i s going back and forth. But it's
ultimately it's nodel driven so capturing fields
Is not the issue, it's capturing confirmdata in a
standardi zed way so that you can apply nodels to

that confirmdata and conpute the ri sk.
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Ef fectively what you're saying is you want to be a
super- clearinghouse. You want to do the sane
thing that a cl eari nghouse does but you want to do
It across all the clearinghouses so you can watch
all the margins noving through the system and all

t he cl eari nghouses have to have their systens for
nodel i ng t hese things.

MR. CHI DSEY: One comment in thinking
about it froma systemc risk of exposure
perspective | think trying to tie it back to the
product identifier question is that probably
argues for a very segnented set of identifiers
across again the different fields to identify a
particul ar instrunment because ultimately you may
want to ook at risk froma nunber of different
angles so that an identifier that collates a

nunber of different fields across a nunber of

different variables | don't believe wll actually
aid you in that goal. |In fact, the nore finite
the description is the better off you'll be to be

able to run scenarios and | ook at exposures across

a variety of different attributes.
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M5. DREW Fromthe identifier aspect of
things, in us segregating the cash and derivative
product identification process and registration,
we should |l ook at that and study of it across
I ndustry. As to the overall net aggregate
exposure you're going to need across cash and
derivatives. Us looking at it segnented just in
the derivatives space and not being able to roll
up, probably we need to look as a unit to see if
t hat nmakes sense. If there is going to have to be
sone single entity, there's going to be one
hi erarchy tree. Wen you | ook at a conpany such
as Lehman you're going to have to be able to fold
all the positions into one, and not |ooking at it
like that | think across asset class and havi ng
common asset categorizations, product
classifications across both markets, that's where
you're going to do your aggregation in the OFR and
I n your organization. So | think bringing the
trade groups together across cash derivatives
havi ng a common t axonony, having a commopn set of

trade transaction specifications that go out all
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t he i nvest ment banks' doors is needed and t hat
common taxonony i s probably sonething not trivial
for us to put together.

Purely in the cash space, we don't have
a product identifier even though this is in the
nost mature product. W look at ICE, we | ook at
CUSI P, we |ook at SEDOL, all fail providing for
t he cash market how you | ook at a product. So
when we bring in the derivatives space we need to
know the underliers. W can't even tell you
shoul d you put a SEDOL, should you put a CUSIP
dependi ng on what asset you are so that this is a
real taxonomny nodeling session that we have to
have everyone sit down as an industry and really
nodel this to talk about a life cycle and it's not
goi ng to happen cheaply or quickly or else we'll
do it wong and we'll have to be doing it again is
how | | ook at things.

M5. LEONOVA: How far is the industry in
devel opi ng the systens of classification or are
there any devel opnents in the industry right now?

M5. DREW Wthin ny firmthere are

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

177

10

11

12

13

14

15

16

17

18

19

20

21

22

different varieties of asset classification so

t hat each vendor or supplier supplies their own
taxonony. As a community we need to have a

hi gh-1evel matrix of what these categorizations

should be and that's going to be a | ot of heated
debate and I'msure others could add to that.

MR. ARORA: Arguably FpM. is the first
serious attenpt at standardi zation. Keeping aside
| nposi ng a particular protocol, the fact that
I nstead of | ooking at FpM. as a protocol, if you
| ook at it as an agreenent on what set of
attri butes describes a particular kind of
derivative, it's as far as |'maware the first
serious attenpt across players. You're right,

El eanor, that each one of us has internal systens,
but the need to bring it all together is nore
recent.

MR. TAYLOR  Let nme ask, when | was
teaching | used to tell nmy students there is no
such thing as a dunb question. | mght be about
to disprove the rule. |'m hearing people say lots

of things about the need for the inportant |evel

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

178

10

11

12

13

14

15

16

17

18

19

20

21

22

of granularity in this area and | feel noved to
ask you all, the concept here | guess is that each
swap that's reported to a swap data repository is
going to carry a single product identifier. |Is
that the right way to do this? 1Is it possible?
WIIl it work given the nultifarious nature of how
many products there are, mllions if you want to
| ook at it that way in sone asset classes?

MR. TUPPER  This is Bruce from | CE.
There's a subset that you could definitely achieve
what you're saying, but it's going to be difficult
and Kul bir has definitely touched upon this, we've
been taking to a | ot of our custoners about is how
do you capture exotics when that conmes up? As to
your question, it's obviously your interest is
exposure and stress testing. Wth exotics by
nature there may not be a |lot of trade records or
subm ssions to the future SDR, however, there is
usual ly very high notional value to those
transactions and that's what you' re after. The
trick is going to be |I think you can get the

comon trades and | woul d say many of those wll
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be in process today, but with trying to get your
arns around how you're going to classify exotic
transactions and do that in a manner where you get
enough i nformation so you can fall through on your
stress tests and exposures is going to be
difficult. That's the hard part.

MR. LITKE: One thing you m ght have for
t hi ngs that have becone standardi zed have
standardi zed terns and then I think you nentioned
in the rule having sonething called nultiasset and
you coul d al so have sonething called exotic and as
| ong as the exotics are below a certain percentage
of what gets traded, then you wouldn't worry too
much and if it gets above that percentage then you
have and go into a deep drive and ask is there a
new st andardi zed nane we have to add, but there
woul d have to be a process there. It won't give
you risk reporting, but it will give you
I nformati on about volunes in the marketpl ace which
| think is useful informtion.

MR. TAYLOR  Following right on from

that, if we're going to nmake a systemthat says we
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have Buckets A, B, C and D and however nany and
then we have a bucket called exotic where we
haven't classified it, where are the buckets that
we can cl assify and has sonebody done the
classification systemat |east for themthat we
ought to be | ooking to?

MR. LI TKE: Everybody has done them and
they're all different. You even acknow edge that
in the rule where you tal k about people talking
about whet her cross-currency swaps should be
consi dered a forei gn exchange product or a rate
product. In fact, in nost concerns they're
consi dered both. The FX Desk considers themto be
a foreign exchange product and the Swap Desk
considers themto be an interest rate product and
every firmhas a single maturity line usually that
t hey' ve fought over for many years where one
busi ness gets to trade them as the market maker
and the other one gets to use it as a hedger so
that they're called different things once you get
inside that line. W all have them but there

isn't a standard.
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MR. ARORA: David, isn't the heart of
your question if the exotic bucket has nunbers
that worry regulators that that's when it becones
standardi zation? | think one of the ways |inking
It back to ny point about generic, if vol unes
however we define them because it's not just the
nunber of trades, it could be on a particular
di mension be it notional exposure or risk or
what ever, where the risk is "worrisone" then an
attenpt should be nmade it define it into a

st andardi zed product because the vol unes have

reached that |level of threshold. | think up until
that point -- you've alluded to there is no such
thing as a dunb question, | have an anal ogous

t hi ng. Wenever you nake a taxonony or a
classification there always has to be what's

call ed the m scell aneous category or the garbage
category so you just can't figure it out. And I

t hi nk sone kind of a process, | echo Adam s point,
has to be agreed upon to keep changing this

topol ogy or this classification.

MR. TAYLOR A followon question to
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that as well, would it nake sense to approach UPIs
separately by asset class or not? Are there asset
cl asses where it's easier to do this or where it
coul d be done nore quickly? Are there asset
cl asses where we ought to allow nore tinme for it?
I s di stinguishing by asset class sonething we
ought to do?

MR. CHIDSEY: | think if the fundanental
premse is a requirenent that's around the
t axonony and defining that taxonony, | think
| ogically to nmake any headway it's going to have
to be by asset class because again there are
di stingui shing characteristics by asset class. So
| think that drives the need to divide the
di scussi ons and deci sions up by asset class and
then fromthere see if and how a UPI could then be
applied to each asset cl ass.

MR. TUPPER | agree. | think there is
probably sonme gui dance or sone commmonhal ity at a
very high level for the Conm ssion's benefit you
could prescribe sone type of way. | knowin the

proposed rules you did where you were trying to
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put in an asset class identifier as part of the
code and you could begin there, but there are
definitely a | ot of unique attributes to each
asset class and | think in order to have people
accept potential unique product identifiers you're
going to want to |look to the existing systens and
how they're doing and if you can work around t hat
you'll gain an adoption rate that participants are
going to be able to submt you the data and the
way data is arranged, it is different by asset
class. That's just the nature of it.

M5. DREW | think the way that you rol
out could be by asset class, but as a system
designer when | |look to build systens, what | |ike
to do is gather all artifacts and create
relationships in ny nodeling as well as ny donmain
val ues and ny taxonony and then once | have it
nodeled then | would roll it out on an asset class
basis. Just the thought of the entity and how it
applies to the cash, howit applies to the
derivative and the action, we have to | ook at

sol ving that problemusing that ecosystem |[If we
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segnent it, we'll do it really good once for one
asset class and the nodel will conpletely fall
apart when we | ook at the next asset class. Based
on the experience of building a consolidated cash
and derivatives environnent, | nade a | ot of

m stakes in ny past by just doing it segnent by
segnent only to have to redo it. So | woul d
approach it that way as a system buil der.

MR. HAASE: This is Ken from NFA. |
woul d agree exactly with El eanor. You really have
to at the whole thing. You can roll them out
separately but they really have to work with each
other. Going back to one other point as far as
aggregation and things com ng up and what the
regul ator mght want to use the data for. The
ot her question | guess | would ask the Comm ssion
Is do they view thensel ves then as the endpoint or
Is this data being passed up even further to other
agenci es where they nmay be doi ng conbi nati ons so
that any type of standards or anything that you're
setting up obviously has to work with themif

there's a place to bring it all up to one place on
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t op.

MR. TAYLOR |I'mthinking of a question
and | was trying to think howto put it and | nmay
put it badly. | think |I've heard probably several
of you suggest that it would be a good idea for
the industry to be involved in defining this
taxonony and that there be sone nmechani sm for
allowng for future devel opnent in that and not
setting it in stone in the rule. It's always a
goal for a regulatory not to have to anend rul es
and I|"'msitting here thinking on February 7 we
have to go behind a curtain and we can't talk to
you guys anynore and we have to put sonething in
the rule. Wat sort of nmechanismmght it be
useful to establish for industry and regul ator
cooperation on defining and mai ntaining and
evol ving a taxonony over tine? |In other words,
what could we say in the rule that isn't going to
have to be anended | ater that sets up a nechani sm
that can do those things? Did | make sense with
t hat ?

MR. ARORA: Very nmuch. That goes to the
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heart of one of ny points. [|I'mnot a |lawer and |
don't know how to say this, but | think a
prof essional industry organi zati on whose purpose
IS precisely cross-industry partici pant
standardi zation with | think the regul ators being
at the table, if sonehow the rules could reference
such an arrangenent where the ownership of to be
specific the part of the topology is held and if
the rule could reference a nmandate, or what should
| say, a demand to abide by that topol ogy for
every person in the industry, that m ght be one
way. |It's sort of a level of indirection if you
will, but it seens to ne howthat's wordsmthed is
your expertise, but |I think that may be one
starting point.

MR. TAYLOR |I'mgoing to put Ken on the
spot. | know if people here are |ooking for a
body |ike that that could hold this thing, NFA
W Il cross people's mnds. Does that sound
concei vabl e?

MR HAASE: |'Ill give a good party

answer to that and say that just about anything is
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conceivable, but it's up to the board of directors
at NFA to nmake that final decision.

M5. LEONOVA: | want to go back to
mul ti asset classes and m xed swaps. Wat is an
effective systemto classify nultilayered things?
Should it follow the sane system for any product
ID or -- to have one identifier and break it down
by conponent s?

MR LITKE: | think if you nove the
product identifier fromthe trade level to the |leg
| evel you would carry the vast majority of
mul ti asset trades. That would just | eave out
things |i ke basket options. But if you put it
down at the leg level then you effectively say
this leg is this type of product, this leg is that
type of product and that would get you a | ong way
because then a trade is just a portfolio of those
legs. |If | trade an option on three stocks or
even worse on one stock, one commpbdity and one
forei gn exchange, there is no way to really handle
It because it's just going to cone in as nulti.

M5. LEONOVA: It doesn't really help us
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in away that if we accept the fact that we have
multiple underliers, what are you doi ng about
speculative limt position aggregation? Do we
doubl e aggregate them or do we single aggregate
t hen? How do you handle it?

MR LITKE: You can't aggregate that
way. That gets back to ny earlier comrent about
risk based. Utimately for things that go through
a cl earinghouse, the clearinghouse is not using a
standardi zed formula. | don't know if our friends
from DTCC are still here, but for exanple if you
| ook at SPAN margi ning, there's a fornula but
behind it there are nodels and they change the
nunmbers when the nodels change and if you don't
have a risk-based systemfor those things there's
no way to do a standardi zed forrmula. |In many of
t hose transactions for exanple there is sonething
called the gearing factor so that | can have an
option on 5 tinmes X or | can have five options on
X and economcally they're the sane thing, but if
you did your speculative limt w thout a nodel you

woul d think they were two conpletely different
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trades. So if you really want to have specul ate
limts, you're going to have to build sone sort of
ri sk-based systemfor all of those things and
whet her that neans requiring people to submt
nodel s to you or having your own nodels, that's
going to be up to the Comm ssion but you can't do
it inasinplified way and you can't just trust
firms to report their nunbers because of course
every firmhas its own nodels.

MR. CUTINHO. Adam |1'mgoing to
di sappoint you. It's not the DICC who is going to
help with this, but it will be the CVE. So you're
right that when we |ook at risk we don't | ook at
product identifiers. |It's across products so that
we |look at it on a portfolio basis.

MR. TUPPER  Just to try to expand on
Adam s description, when we take in data, we try
to take in data and break it down into its
sinpl est parts and then those nodels are going to
do what they need to do. So fromthe Conm ssion's
perspective, | think if you're going to try to

tackle this, what you're looking to do is create a
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nodel for whatever purpose, you need those inputs
and you need themin their smallest parts and as
cl ean as possible and then you're going to devel op
what ever nodel s around those inputs to get the
reports that you need. | hope that nakes sense.

To sunmmari ze, whenever we're taking in
data we al ways break things down to a leg | evel or
I ndi vi dual reference price | evel and custoners
al ways report exposures based on those particul ar
| egs on that reference in the anount of noti onal
dol l ars they have on that whether they're paying
and receiving and then we pass that trade data on
to various systens that do different things with
that trade record.

M5. LEONOVA: So it should be called not
uni que product identifier but unique nodel
i dentifier?

MR. LITKE: No. The nodel is your
nodel .  You coul d change your nodel. One day you
m ght deci de that you have the best nodel in the
world for this product and a year |ater you've

conme up with an inprovenent on the nodel so that
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you woul d change that. So that's not a uni que

i dentifier per se, it's whatever the Conm ssion
deci des to use. \Wat you need is enough

i nformation in the confirmrecord that is
submtted by the participants to be able to
reconstruct the trade so you can take that trade
and put it into your nodel.

M5. LEONOVA: This nodel is going to be
asset class specific and is going to identify all
the legs that will allow to capture the exposure
If you link it back to the confirnf

MR. LITKE: There is a data nodel and
there is an analytical nodel to price it and then
there's a risk nodel that has to run all the data
nodel s so that there are three different nodels
there. Only one of themis the data which is the
data nodel for the confirm The other two are
really anal yti cal nodel s.

MR TUPPER But there are sources out
there for you to get the individual pieces. Wth
CDS obviously there's Project RED, on commobdities

there are comodity price definitions which are
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done by | SDA so that there are places for you to
create those if you're thinking of these
I ndi vidual inputs that are out there that are
listed. It's what you're going to do with them
afterwards that's really not a product.

MR. CHI DSEY: Another way to look at it
Is there may be an opportunity for unique
identifiers alnost at the field | evel and again
for certain fields wthin a taxonony for a
particular instrunent it may nmake sense to have
identifiers as a way to ensure that there is
consi stency and standardi zati on for that
particular field so that it could actually be
several different types of identifiers for
different types of fields, but totry to roll off
of that together into sone sort of aggregate
product identifier | think is conplicated and |I'm
not sure serves the purpose of what you're | ooking
for around risk and specul ative position limts.

M5. LEONOVA: |I'mtrying to process the
information. |t sounds |like what you're saying is

that we have to conme up with a set of sone kind of
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data fields that will be sufficient in order to in
general terns describe whatever sonething is going
to be is reflective of this product notion. Do |
understand it correctly?

MR. CHI DSEY: | think the short answer
IS yes.

SPEAKER: The | ong answer i s maybe.

MR. TAYLOR | have a question passed to
me from one of your Data Recording and Reporting
Team nenbers who's listening on the phone from New
York. We were talking earlier about the exotic
bucket anong the ot her buckets and he pronpts ne
to ask, and it's a good question, how big do you
t hi nk that bucket is? W have sone infornmation
t hat suggests that vanilla is probably sone high
percentage, 80 to 90 percent of all swaps and we
shoul dn't be all that scared about the exotic
bucket, but what's your sense?

MR. LITKE: Wat we see in our pricing
service, it's probably less than 1 percent, but if
you want to know what sonebody's risk is and you

have a exotic hedged by a vanilla, that could be
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t he unbal anced part of their book so that it's 99
percent of the work and 1 percent of the product.
MR ARCRA: 1'd echo that.
M5. LEONOVA: | want to go back to the
product identifier question that we were
di scussi ng before. You probably saw that we cane
up with sone kind of proposed mininumlist of data

fields that we tried to describe this particular

product by asset class. Is it a feasible
approach? | shouldn't say feasible. Everything
Is feasible. Is it a reasonable way to try to

capture these risk netrics that we were nentioning
and product classification netrics that we were
di scussi ng?

MR. CUTINHO  For risk purposes, you
can't just | ook at that m nimum set of
i nformation. | think Adam was pointing out to
this panel many tines that all the information in
the confirmis essential. That's inportant for
the analytics and it's inportant for risk as well.
| think Kulbir nentioned this before that it's a

great start to have a taxonony and a structural
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hierarchy. What is inportant is it has to be
extendable and then I think we're going back to
what is the original purpose. | think if the
purpose is if you want to find out if a certain
derivative is traded across execution venues and
you want to see at what price it's traded across
t hese venues, that has one |level of requirenents.
If you are | ooking at a counterparty and you want
to find their total risk exposure and then that is
exactly your interest, then we are questioning |
think to sone extent how a product identifier
woul d hel p you get there.

M5. LEONOVA: Are we tal king about
transactional |evel reporting versus portfolio
| evel reporting here? 1It's not a question of
particular data, it's a question of |evel of
aggregation of data on the reporting entity |evel?

MR. CUTINHO Yes. In essence enbedded
in nmy question is what is the purpose of the | evel
of aggregation? |If you're trying to find out
there is a certain type of derivative that's

traded across execution venues, if your objective
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is to find out the price ranges where does it
trade. Wiat is the market? Were is it trading?
Then that has a certain set of aggregation or a
certain set of fields you would use. If you're

| ooking at a portfolio basis, if you' re |ooking at
risk and if you're trying to identify risk, then
when you | ook at a counterparty | think it was
menti oned before that you have to | ook at the
under | yi ng positions, you have to | ook at the
derivative positions, you have to | ook at their
exotic positions, so we don't understand what a
product identifier will help in that respect. You
don't need to |l ook at the product identifier. You
| ook at the risk using the data within the
transactions that is at your disposal.

M5. LEONOVA: It sounds like in your
wor |l d our notion of product identifier is
sonething |ike futures equival ents type neasures
of swaps that we are trying to aggregate for the
specul ative position limt but it's absolutely
usel ess for the risk neasure?

MR LITKE: | think a futures equival ent
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Is a potentially useful risk nmeasure. The problem
Isit's a calculated field that is based on a
nunber of things that are different than the
description of the transaction. You have to nake
sone additional assunptions and know sonet hi ng

el se about the market. |It's useful, it's

soneti nmes necessary but it's al nost never
sufficient.

M5. LEONOVA: | guess we have 15 m nutes
for questions and answers. | see that the
audience is inpatient with asking questions.

MR. TAYLOR W couldn't get any
guestions out of the audi ence before | unch.

M5. LEONOVA: Here is a m crophone.
Wul d you m nd?

MR. AXILROD: | just wanted to throw
sonet hi ng out and see what the panel thinks of it.

MR. TAYLOR  Please identify yourself
for the reporter.

MR. AXILROD: Peter Axilrod from DTCC
In diving deeper into using these sorts of

i dentifiers for risk-nmanagenent purposes or
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ri sk-oversi ght purposes, | tend to share the
skepticism It's alittle like trying today to
manage nonetary policy through the noney supply.
Ten years ago or twenty years ago people thought

t hey knew what noney was. Today it's very, very
hard to define so that it's not going to be a good
instrunment. | think what you're hearing is that
product types, and one way to think of themis
sort of how | SDA master confirns are there? There
are a lot of them and systens tend to divide up
the world that way. | don't know how many there
are in equity derivatives, there mght be 50 or 60
now, credit derivatives have about 30 or 40,
commodities, they're not only | SDA, there are
elite product types and other product types and it
goes on and on. They're very useful. They're
used for as a sort of shorthand and when peopl e
see themthey know what type of instrunent it is.
But | guess | would urge for risk purposes or
position |imt purposes, you' re going to have to
use a blunter instrument. You're going to have to

| ook at exposure to underlyings, what direction it
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Is and whether it's linear or not and add it up
and you're going to have to not be afraid of false
positives. You're going to have a lot of data in
front of you and if sone of it indicates that
there is a problemand you ignhore it because
you're worried that the data is inconplete, you're
going to be in trouble. Wat's wong with having
sort of a rough approach which | ooks at underlying
exposures that is structured in such a way as to
gi ve you sone fal se positives but that just neans
you' ve got a phone call or two to nake?

MR. TAYLOR Are there any reactions
fromthe panel?

MR LITKE: | think it's fine if you're
trying to use it as a first step to | ook at risk.
| think the dealers and the market participants
mght find it sonmewhat problematic if it were used
for hard position limts. So | think it really
depends on whether you're using it for alimt or
you're using it as an early warning signal.

MR. AXILROD: Early warning. | don't

know that hard position |imts is sonething that
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actually works given that it's al nost inpossible
to find a good neasure of this so that it was
sonet hing that would be an early warning and cause
sonebody to drop a dine.

MR. ARORA: | had the sane concerns. |If
it's going to start affecting workflow on a daily
basis, that would worry ne. If it is nore about
an indicative kind of sense to the regulators, |
suspect, Peter, there are going to be a | ot of
foll owup phone calls in your exanple, sir.

MR. TAYLOR  Are there any other
guestions fromthe audience? Cearly they know
everything they want to know. | have one. A |ot
of you were here for all the panels this norning
and obviously | was and | listened all the way
t hrough the discussion of unique counterparty
i dentifiers and there seens to be universal
agreenent that we need them and everybody has a
fairly good idea of what at |east they think they
ought to be and how they ought to work and the
debate is in the details. | listened to this

di scussion and I'mnot quite hearing it. How
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I nportant do you think it is that we have these
identifiers? AmI|l wong? |Is the appetite for a
UPI sonehow | ess than for a UC ?

MR. ARORA: | think it's because of the
conplexity involved and that's why ny initial
poi nt was what purpose m ght help. Maybe one way
to look at it would be to do a volune anal ysis and
| hasten to add that what we nean by vol une needs
to be defined. And maybe if we take it one step
at a tinme, the nore standardi zed products do nake
up the highest volune debt, it may not address one
of your concerns about risk hiding sonewhere in
the system but at the very least that's where
sonet hing can be done. | think the worry that you
hear if | can speak for all is around where the
definitions are nuch nore conplex and nuch harder
to come a consensus on.

MR. TAYLOR  You all are asking in a
sense what for about these. One sort of obvious
answer that occurs to ne, and | thought naybe I
shoul d this because the existing universe of

repositories and if I'mnot overstepping to say
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so, | think nore the European concept about
repositories, tends to be that there m ght be one
repository in an asset class and so in this one

pl ace you can see all at least for that universe
and that's not the Dodd-Frank concept. It
contenplates nultiple repositories. The market
may end up dictating otherw se, but at |east for
sone period of tine one of the purposes | guess of
a product identifier would be able sinply to see
of this thing, what all is out there across all of
these repositories. That's kind of sinple and
basi c.

MR. CHI DSEY: Again | think what you're
hearing is the need for a common taxonony or
common topol ogy, there seens to be universal
agreenent there. Then again within that there may
be an opportunity for identifiers, but the idea of
havi ng a conprehensi ve product identifier at this
point, until you solve the comon topol ogy or
t axonony, the common product identifier is
probably sonmething that woul d need to be

consi dered | ater.
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M5. LEONOVA: So that you're tal king
about an aggregate system of product description
and now it's quasi-agreed is FpM. a | egal
confirmation type but it nmay be a good way of
doing it or maybe not a very good way of doing it
but that's a change of direction that you think we
shoul d fol | ow?

MR. LITKE: For capturing the
i nformation for risk purposes, yes. For answering
the sinpler question of what's here and what's
there for volune studies, you could use a broader
solution. And for price reporting where you want
to see if there is market abuse, for the
standardi zed trades you're going to get all of
your information out of standardized nanes.

MR. TAYLOR  One foll owup question on
the coment that we need the taxonony first which
I think nmakes sense to ne, do you all think there
IS a way to cone together in some consensus on a
t axonony on the tineline that the rule has which
in rough terns at | east would nean doing it this

year ?
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M5. LEONOVA: | can narrow down a
question. Is it possible to agree on a limted
set of confirmations that are going to describe
t he whol e uni verse of products? You can say
maybe.

MR. ARORA: They're both tough questions
and |'ll be optimstic because the nunber of
players in this marketplace is small and | think
that's a positive, but the conplexity is not and |
think that's the negative. It's an aggressive
ti metabl e.

MR. TAYLOR If nore tinme than that were
needed, what do you think it is? Rules can be
structured for things out there further, but too
much further won't sit well.

M5. DREW | think the working groups
that are participating in the LEl conversation,
sone of those fol ks have been in discussion on the
on the common product ID for the last 10 years and
not hi ng happened. Realistically I think | ooking
at what's going on in those working groups and

evaluating after a nonth or so after they have
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sone straw man or hear the finite set of fields we
need to get agreenent on and then readjusting the
July date accordingly, but you have to sit down
and nodel and you have to sit down and not rush
this because if we rush it we'll have to do it
again. The working group that's in place right
now | think is very effective. Al the right

pl ayers are at the table. M advice would be give
it a nonth, cone back and then set an appropriate
time limt once the nodeling is done.

M5. LEONOVA: Does anybody have good
news?

MR TUPPER It's a rule of thunb
typically is a product is standardi zed enough t hat
a clearinghouse is going to accept it, then
there's the first set. |If you're looking for a
set of trades, cleared swaps, you're at a point
where all the data values are pretty standardi zed,
peopl e agree, clearinghouses are clearing on it,
there's your first set. Once you |eave that
product set, each traunch of products dependi ng on

how conplicated they and you' ve heard a | ot about
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the exotics, it's how hard you want to work. The
| ast 1 percent is 99-percent of the work. | agree
wi t h Adam whol eheartedly on that. You coul d spend
a lot of tine on the exotics which we have
di scussed at length. But if you're |ooking to put
tinelines, there is a lot of nention of reporting
cl eared swaps and that would be a great first
start. And then maybe adding a concept into the
rules with the exotics, and then you're going to
have sone products that are kind of in the m ddle.
| do think when you prescribe rules you
do need to provision whatever standardi zati on body
Is going to be tasked by asset class to do this
work. The industry will invent products quickly.
| think everybody here has probably been told I
have the greatest project. You need to list it on
your system You do that because you're a
provi der of central services. And then you have
this m scel |l aneous bucket and out of that bucket
sone things do make it but a lot of themdon't,
but you do need to allow that innovation in the

mar ket because there will be tinmes where you're
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going to have to anend and |ist new products as
they come up and I'd hate to see the rules be so
prescriptive that it wouldn't all ow w ndows for
t hese updat es.

M5. LEONOVA: | guess it's tinme to cal
it a day. W are done with this panel. Thank you
very nmuch for making the trip to Washi ngton, D.C.
and talking to us and we will see you in 15
m nut es.

( Recess)

MR. TAYLOR So woul d the people for
Panel 5 conme up and take their seats, and bring
your nanme tag with you, if you have it. Are the

rest of the Panel 5 folks here? W're going to go

ahead with that, and then we'll take our break
after that. It nakes the afternoon too long if we
do it now

(Pause)

MR. TAYLOR We're mssing a couple of
folks. Let's see -- Arthur and Jd a.
MR MAGNUS: Arthur's here.

MR. TAYLOR Ch. Oh, hello. Right

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

208

1

10

11

12

13

14

15

16

17

18

19

20

21

22

under ny nose. W're mssing d a.

M5. LEONOVA: No, no. QOa is going --
O a made a switch.

MR. TAYLOR  kay.

M5. LEONOVA: Ckay, sorry about that.
So now we are going into our next panel.
Hopefully it will be not as controversial as the
previous one. Now we are tal king about Uni que
Swap ldentification, or Unique Transaction Type
|dentification -- and to give a brief explanation
of why we use this term nology. W discovered
that industry has so many interpretations of what
a "transaction” or "deal" is, that we ended up
calling it just "swap." So there is no hidden
meani ng here. The underlying notion of these
identifiers to keep track of a transaction, and we
understand that everybody does it one form or
another. Wen it cones to the unique ID for swaps
I n our world, we understand that we're going to
have to deal with sonme system of conpressions,
(inaudible) that is kind of dilute. So it's

uni que.
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So by this -- and it has to cone up into
sonething else that brings a notion of what is the
nost, again, efficient and effectiveness system of
tracking, and so it's individual transactions that
w || accommobdate regul atory needs and at the sane
time will fit into the current systens of
counterparties. So, anyway, it has an (inaudi bl e)
how it should be done, where it should start, and
how it should drip down into the SDR

MR TAYLOR And --

MR CUTIHO  Sorry.

MR. TAYLOR  (Go ahead.

MR CUTIHO | beat you to it. Very
quickly, I think I"'mtrying to understand the
purpose or if -- just to rephrase -- you want to
track the transaction and its life-cycle. W do
have a concept today, when we receive swaps for
clearing. It's called a "Platformldentifier,"
because we don't have execution facilities yet.

W do think it will be helpful, but we think it
shoul d be |inked to the execution venue, and

shoul d have sone formof an intelligence to
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prevent collisions.

If the purpose is just to track a
transaction and its life-cycle, one way to -- |
mean, it has to be unique, of course -- things to
keep in mnd are not all transactions are executed
I n execution venues. Sone of themare
voi ce-confirned, or affirnmed, on platforns. So,
to the extent that these IDs are easily avail abl e,
they have a very transparent algorithm | think it
will help -- and not just the clearinghouses, but
it wll help the regulators, as well.

M5. LEONOVA. Ckay, so to expand it --
so, in case of centralized execution we are nore
or less confident that staff for the CMw Il be
able to assign sone kind of nunber. Wen we are
t al ki ng about non-centrally-executed transacti on,
it goes to clearance, we would assune the
cl eari nghouse going to assign the nunber when it's
not going to clearance, or who IS going to assign
t he nunber, or howw Il the flow be (inaudible).
What are we tal king about here.

MR MAGNUS: So, if | may -- |I'mArthur
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Magnus from JP Morgan -- | still think -- first, |
do think there's a big difference between cl eared
and non-cl eared, but even in the cleared
environnent, | think we need to be very -- pardon
the pun -- clear on what we nean by "transaction.”

Let ne tal k about the uncl eared, and
then I'Il conme back to the cleared one in a
second. When we put on a position with a
counterparty -- I'mjust going to nake an exanpl e.
| do a trade with you, Irina, and it's $100
mllion transaction. |'ve now done it, it's an
event, a new transaction.

At sone |ater date, sonething may happen

to that. It may nove to a clearinghouse. Now, it
noves to a cl earinghouse -- and we'll say David's
the clearinghouse -- is that a new transaction?

O is it the sanme transaction? But now the
cl eari nghouse is sitting in the mddle.

Now, if your expectation is -- and | saw
Davi d shaking his head, "No, it's not a new
transaction" -- it does need a new identifier,

t hough. Because ny transaction with David, and
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Irina's transaction with David are gone, and we've
created a new transaction. And it has to be that
way, because | can't report, in any way, shape or
form on ny transaction with Irina any nore,
because | don't have the relationship with her.

So we have a new transaction |ID of sone sort.

A different scenario is | have $100

mllion transaction with you that's bilateral, it
stays bilateral. And then at sone point | want to
| ower the risk to $75 million. | can do that two
ways. In sonme markets, | would do an offsetting
transaction -- a $25 mllion trade with you in the
other direction -- and we'd have two transactions
on the books. | have a $75 mllion position, but
two transactions. In other markets, | mght do a
partial unwind -- unwind $25 mllion of that,

which is an event on the sane transaction.

What |'mtrying to get to here is to say
that we have to be very, very clear, and sit down
and figure out what are the different U cases
we're trying to solve for, so we can figure out

what we are identifying, and which identifiers
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need to live throughout their |ife, and which
don't.

We clearly have a view at JP Mrgan that
If you're doing a conpression, we in effect are
unwi nding all the trades that are bei ng conpressed
and replacing themw th a small er nunber of new
trades -- which is fine, and the conpression
utility can actually provide those new identifies,
but not clear if that's actually what the CFTC is
| ooking for, in terns of what they're trying to
find traceability of.

In the cleared environnent, we're not
sure the concept of "transaction" is neani ngful
over a period of tinme. Because, again, there's
reporting requirenents to the swap data
repositories of a transactional nature throughout
the entire -- quote -- "life of the transaction.”

Now, while many markets, we believe,
that will never lend thenselves to a standardi zed
product -- and each individual transaction, which
Is perfectly clearable because we can think about

the risks holistically are usable -- we are going
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to be able to, in other products, or instrunents,
be able to identify themsingularly by a contract.

So if you think of the CDS | ndex narket,
that's a pretty standardi zed contract. W could
conpress that to a position, very simlar to the
way futures work today. And we would not want to
have to continue to carry around, every day,

I nformati on about the events associated with that
transaction. W'd want to associate it with the
position. In other markets, where we can't get
that | evel of standardization, we're going to have
to do it at a transaction |evel.

So | just think one of the things we
need to do here, very practically, is get, again,
the market practitioners together, who understand
the different markets, outline what the different
use cases are, and then conme up with what is it
you're trying to identify. Are you trying to
identify for, again, trace-type purposes, to
understand the transactional life-cycle over its
life to | ook for market mani pul ation or things

like that? Are you trying to understand what is
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the system c risks presented by the trades that
are on the books at a nonent in tine? Are you
trying to do both? Are there other things you're
trying to acconplish wth understandi ng what all

t hese things are.

And once we understand that, we can
probably come up with a nonenclature, an
I dentification that would work for this. And if
you have the answers to sone of those questions,
we m ght be able to help you now.

M5. LEONOVA: Ckay, then let's start
fromthe sinple solution. |f you are focusing on
how to trail a particular trade fromthe nonent of
execution until the nonent of tine in the future,
do you follow the swap transaction idea that is
mutating through the life-cycle events? O we try
to track the original swap transaction?

MR. AXILROD: Can | take a shot at that
one? We've been doing that for a while. As
Arthur said, in sone cases it's virtually
| npossible. No one wants to take a bunch of

trades that have been conpressed -- there are | ot
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of one-to-nmany, and many-into-one clearing
gi ve-ups, prinme-brokerage give-ups -- you know,
bl ock executions wth splits.

If you want -- if the requirenent is
just to keep an audit history, then, really, as
| ong as the systemthat's doing that can relate
the new trades to the old trade -- so, for
I nstance we know which term nations are
conpressions. W know when the conpressions were
done, because we get themfroma conpression
provider. And we're getting to the point where we
know whi ch new trades also cane as a result of
t hat conpression. Those are reported by the firm
so it's not quite so clear at the nonent. But
it's getting there.

O do you report us new trades? No,
just the termnations. Yes. But as |long as you
have that information, and you know what the |inks
are -- and particularly, know that these new
trades that were conmng on were as a result of a
conpression rather than sone econonmic activity --

Isn't that enough? You know, and as |ong as
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there's the Iink somewhere -- these 10 trades |ink
back to these two, or these two |Iink back to these
10 through a conpression -- wouldn't that be
enough?

MR. PRITCHARD:. | can say a few words
here. This is Raf Pritchard from Tri Optima. |
t hi nk, you know, tal king generally about these
uni versal |IDs, there's no controversy about the
value or the justification or the notivation of
what is being described here. And the rul e-naking
goes into sone | engths about the val ue of
aggregating across different entities, across
different transactions, and forcing limts,
surveillance, et cetera. So | don't think there
wi || be any controversy in these discussions about
the value or the notivation of what is being
descri bed.

And also, in technical ternms -- we've
seen at the prior panels today -- there's no real
controversy about the ability to create universal
unique IDs. W start off with venues that

generate these I Ds, and we can conbi ne those wth,
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you know, prefixes or suffixes for those venues,
and we can cone to a universal schene of unique
IDs. So that's not controversial, | think.

You know, what Peter and Arthur are
alluding to is the practicality and the
feasibility. | think Arthur nade an excel | ent
poi nt that, you know, what having these universal
swap identifiers inplies is a certain uniformty
of behavior in the market that where a certain
scenarios arises -- and he very clearly enunerated
several good exanples -- that everybody's going to
behave the sane way. And that doesn't happen at
the nmonment. Participants in the OTC market do, by
and |large, performon their contracts, but they
don't necessarily record themin the sane way.

And so sonehow we're going to have to
cone up with a rule book -- as Arthur said, a
prescription -- of what each scenario is, and how
to behave, in terns of do we create a new trade do
we retire an old trade and create a new one, |ike
Peter is talking about? O do we create two? O

what exactly happens?
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And sonebody has to wite that rul e book
and mai ntain that rul e book so that everybody can
followit. And that is where, | think, the
controversy around this is going to cone in.

And secondly, an issue is that, you
know, there's a lot of infrastructure. Sonebody
earlier was tal king about these identifiers are
enbedded i n thousands of systens around the
I ndustry. And they are. And often, those party
systens create records, you know, very early on,
when the trade is agreed to. And so we'd have to
feed back these unique trade identifiers into
t hose systens. And that's a significant anount of
rewor k. You know, when you design a software
solution -- and that's what our business is,
software solutions -- you design the data nodel
first. And when you design the data nodel, you
design the identifiers and keys first. And if you
try to change the keys to the data nodel s of
t housands of systens, then that's, you know,
digging up every street and avenue in the city to

-- you know, nobody's arguing about the benefit
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here. But it's really the anpbunt of re-work
I nvol ved in universally applying them

And so | think sonme of the solutions
Peter is tal ki ng about, about using what's there
at the nonent and, you know, |inking backwards and
forwards to identifiers, and using sone of the,
you know, identification systens that are out
there and linking across themis going to give a
much nore faster delivery of this benefit.

MR. TAYLOR Does it help with that
particular issue -- you know, the re-working of
systens -- if the use of these USIs applies to new
swaps going forward after the inplenentation date,
but doesn't apply, in the sane way, at least, to
what are going to get called "pre-enact nent

swaps," or "transition swaps," the one between
July last year and the inplenentation date?

MR. PRITCHARD: | think that's -- just
qui ckly, it's going -- OIC swaps, one of the
t hi ngs we' ve pointed out in our discussions here

iIs the rate of turnover in the narket. W see 3.9

mllion |live contracts in our rates repository,
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but only 4,000 or 5,000 a day. And it's going to
take years and decades for that approach to get to
a place where everybody's got these uni que swap

I dentifiers.

MR TAYLOR  Ckay.

MR. PRITCHARD: So this approach of
reusing and |inking anongst the identifiers that
are there will deliver value. It nay be a good
thing to do in the long term but it's going to be
a long wait.

MR MAGNUS: | would also just add to
that that the systens that, you know, the nmjor
swap deal ers use today, and ot her narket
partici pants use today, whether you start using
these new identifiers on a particular date in the
future or say it applies retroactively is al nost
I material. Because | have to nmake the changes to
the systemin order to capture and record those
identifiers, and be able to pass themin every
si ngl e nessage that we have, anong systens, in
order to fulfill the requirenents that you're

trying to acconpli sh.
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So once | can do that, we can probably
very quickly conme up with a way, in a relatively
short anmpunt of tine -- it mght take a year or
two, but relatively short conpared to the term of
our derivatives book -- be able to go and get to
identifiers that are for the uncl eared derivative
popul ati on.

MR. AXILROD: | guess | think you can't
solve this problemby trying to map to |ots of
various different identifiers just because you
t hen have no way of enforcing -- | lose ny grip on
how you do inventory control. [In other words,
uni que identifiers, especially under a system
where, you know, sonething's getting reported one
pl ace for public dissem nation, and anot her pl ace
for regulatory reporting, you can have those out
of sync very quickly, and no check on whet her
you' re capturing everything, unless there are
uni que identifiers.

| do think the technol ogi cal problem
t hough, is -- Raf is right, everybody -- these

identifiers are essentially the key to everybody's
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system And naybe just adding two digits requires

arewite of every single table in sonebody's

system

So |l think if they are being created
fromnultiple sources -- say, for instance, the
execution venues -- they ought to be standardized

-- in other words, so that the people to whom
these things are reported can deal with them
And, in a way, | would say that the SDRs, if they
don't create them at |east should say, "Here's
the format in which these identifiers have to be
provided."” And maybe if there's a prefix for
other, for different execution venues, you know,
for sure that prefix should not be made public, or
t he i ndividual identifier should not be nade
public, because there's just not enough trading to
-- I f people know which platformit canme from
they' Il know who did it.

So, as long as these identifiers are
private, or only for the regulators, that's okay.
But you really have to make sure that the SDRs can

handle all of this stuff once they're reported to
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t hem

MR WLLIAMS: |If | mght -- Jon
Wl lianms from Tradeweb. And, by the way, thank
you very nuch for the opportunity to participate.

You know, | think one of the things, you
know, as we | ook at our execution business
currently, across a nunber of different asset
cl asses, both cash and derivatives, you know, we
feel very strongly that froma uni que swap, or a
uni que transaction |ID standpoint, there does need
to be kind of a point of initiation. And that
point of initiation is the point of execution.

Because | would think that, you know,
contained within the notion of a transacti onal
identifier is the concept of -- not to borrow from
earlier panels -- but the counterparties involved
in the transaction. And so the notion of trying
to report enough of the details that enconpass the
physi cal transaction -- not just the details, the
mechani cs of the swap -- to do that at the point
of the SDR, when actually the uniting of the

counterparties and the conponents of the swap
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happens at the point of execution, would be

probl ematic fromkind of a sequencing perspecti ve.
One of the things that, you know, that

we certainly do now -- again because, you know, we

traffic across a nunber of different asset

cl asses, with a | arge nunber of counterparties,

and interact with a lot of, you know, other

participants in the trade, |ike TTCC, Iike

Markit SERV -- is we certainly create a new

transaction identifier. And it varies. There's a

fair anmount of, you know, honogeneity, in terns of

the |l ogic behind the construction of the

i dentifiers, but each asset class has an

appropri ate nunber of characteristics that

describe it. W then transmt those identifiers

-- for exanple, to TTCC, and they respond in kind

Wi th whatever identifier they have created for

that particular transaction, and we associate the

two together, and are able to track themin

| ockstep with each other throughout the life-cycle

of the trade.

You know, | guess one of the other
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t hi ngs, you know, fromlistening to sone of the
other panels is, | think, the key is going to be,
obviously, a very -- and this is where there's
going to be a fairly, a need for a fairly

br oad- based anpunt of cooperation across market
participants -- is a very kind of agreed upon, as
cl ose to standardi zed as possi bl e, nethodol ogy or
t axonony for describing not just, you know, the

| arger transaction but the pieces of the
transaction -- again, those uni que counterparty
identifiers, and then ultimately those uni que
product identifiers.

MR. CUTIHO | just want to acknow edge,
and actually highlight one of Arthur's points
bef or e.

It doesn't matter whether we're tal king
about seasoned swaps, or things that are
bilateral, or swaps going forward. But if a
product is standardized, and if clearing is
provi ded on a positional basis, then there is no
ability for a clearinghouse to then report the

transaction identifier on an ongoing basis. So it
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nmeans nothing. |It's just a net position at that
point in tine.

CDS as a SNAK is a good exanpl e.

MR. MAGNUS: Then again, | do want to
caution that many asset classes you will not be
able to do that. And so we just have to be very,
very careful when we use that term nol ogy.

Again, | want to go back and -- there
are one or two other attributes | think are very
I nportant. One is, if we have identifiers out
there, the identifiers itself should adhere to the
general policies of good data managenent, which is
t hey should not nmean anything. There should be no
meani ng ascribed to the digits, characters, that
make up that al phanuneric or nuneric or character
string -- in ternms of who the parties were, where
It was executed or anything else. Those are
attri butes of the transaction, and they should go
sonmewher e el se.

And | think maybe it m ght nake sense
just to think about the whole work flow. In

addition to the use cases, one of the concerns
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that we certainly have, as we |ook at all of the
NPRs, not just the data one, is how the

I nformation is going to flow between the vari ous
parties in the system and howit's all going to
fit together.

And a transaction IDis an interesting
one, because that's sonething that's going to have
to cut across, and isn't as well defined as the
earlier discussion this norning, on counterparty
or legal entity identifier, whichis alittle bit
cl earer, because they do have contracts for those.

And so | think we do need -- you know,
again, and I'"'mgoing to use -- | think the way to
nove this forward, again, is to get a very snmall
group of people in a roomto define the problem
we're trying to solve. Because there is a
di fference between a transaction, and I'Il call it
a "deal" on ny books. And this is a problem-- |
started in derivatives back when we were
converting all of our -- Mrgan was converting all
of its parallel loans into swaps under an | SDA

Master Agreenent. And | renenber havi ng
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di scussi ons, whiteboard di scussions, in the room
about the difference between a transaction and an
I nstrument.

And the reason | bring this up, because
when we do, in the OIC nmarket, an instrunent
effectively is a unique instrunment -- well, say, |
do a trade with Bruce, where Bruce and | have done
a trade together, that instrunent only exists for
the two of us. And no one el se needs to know
about it in today's market, that we' ve done that
particular instrunent. So any transactions on
that instrunent are really between us, and we use
our own nonencl ature.

We're now noving into a nmarket where we
have to share that with other people. And we have
to think about the difference between what is ny
position in that instrunent at the end of the day,
that m ght only exist between two parties, and the
event and the way that m ght change through sone
transaction that m ght occur which is a one-tine
event .

And the way you tal k about the SDR and
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the continuation data, we tal k about what is the
mar k-t o- market of a transaction over its life?
But a transaction only exists at a point in tine.
The position | have, or that instrunent, the
position in that instrunent, occurs for the life.

And that's where this data nodeling
exerci se becones really conplicated. But if you
break it down into its parts, we mght be able to
conme up with a nonenclature that actually wll
allow us to get to a solution.

MR. TUPPER  Thanks, Arthur. This is
Bruce Tupper with ICE. [I'mactually -- just to
kind of summarize, I"'mreally glad you got all
t hi s feedback.

Because when | read this section | had a
| ot of concerns, because operating a repository
for intercontinental exchange, | quickly got a
call fromthe cl earinghouse. And they said to ne,
"Oh, ny God. We just roll up the open interest.
And I'mnot really interested in an ID, nor do |
have the systens to do that."

And then to Arthur's point, you got a
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great view into how one, you know, one |arge

deal er handl es trades, although -- that's not to
say it's right or wong -- other dealers may just
anend a trade, and keep the life -- the trade

open. And as a central provider of services, we,
in our system we're required to architect a
system that could do both.

And then, you know, Peter also said
that, you know, you're going to be generating a
| ot of IDs, and then this is going to be very
burdensone on the SDR, because we're going to be
ultimately the one where all this stuff's com ng
into, and | need to tie out everyone's trade ID --
which is a lot of columms. Because every tine
soneone gives you another ID, you're trying your

best to manage your tables, and |ink back all the

| DS.

And fromthe suss perspective, | think
the old -- they could easily generate uni que |DS,
but once they report, they're really -- they're

not really involved in what |ife-cycle processing,

or what's going to happen post-trade. So, you
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know, this is not to -- because we al so, our
exchange guys are doing this and they're |ike,
“"Yeah, great. | can issue an ID." And I'mli ke,
"Yeah, that's great. You're just -- you're around

for one night, then you're gone -- and we're
going to be living with these trades for possibly
years.

So I think, going back to what Arthur's
saying, | think it would hel pful to know what
you're trying to do wwth this ID. | think you're
going to run into difficulties trying to get every
potential, just call them"market participant” to
be able to manage them because not all of them do
it.

| can't tell you that the SDRs probably
are best suited to do it. Because when we deal
with -- I'lIl speak to it from our perspective,
when we deal with it, we get unique |IDs from each
person, and we show that to them where we process
it. But to us, we always put our own behind it.

So that's fairly easy for ne to do that in one

single system And if | had to handl e maybe a few
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other, or foreign entities, it would be sonme work,
but it's doabl e.

Once you start stepping out of that
central processor, and if you quickly get to a
cl eari nghouse, or you go back to other custoners
-- i f you get out of the world of the swap
deal ers, the idea of adding other columms to their
dat abase, and tracking other IDs is going to
beconme very difficult. You know, they're going to
have to go back to their vendor, the vendor is
going to give thema quote in order to do this,
because they don't do it today. Wlereas a firm
| i ke JP Morgan will just add the col um.

So | think we need to kind of figure you
-- and I'mechoing Arthur -- is that what woul d
you like to do with the ID? And it's not so nuch
the creation ID, but it's the ability to keep that
| D appended to the trade correctly, and nove
t hroughout all the different reporting entities.

MR. AXILROD: | guess | don't know that
it's really that hard. As |ong as your

standardi zi ng the nunber of digits, and it's not
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too big, and everybody knows and can deal with it
-- | know that, you know, the smallest mnunici pal
utility may not be able to do that. So | think
comodities is sort of alittle bit different when
you get to -- you know, there's a | ot of end-user
to end-user trades in commodities. And the
technol ogical abilities of nunicipal utilities and
ot her small players may not be there. So | think
you need to sort of consider that sonmewhat
separately.

But for the large financial derivatives,
nost peopl e who have to report are technologically
sophi sti cat ed enough. Al nbst everybody has their
own trade identifiers. And I think, you know,
giving up trades for clearing is just another
I nstance of many-to-one, or one-to- many. There
Is a contractual relationship between the
cl eari nghouse and the counterparty.

| think as | ong as you can sol ve that
many-i nto-one or one-into-many audit trail, it's
not -- actually, we don't necessarily do it the

greatest today. W can do it, but it's alittle

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

235

1

10

11

12

13

14

15

16

17

18

19

20

21

22

bit convoluted. As long as you can do that, |
thi nk you will have your universal identifier.

Maybe |'m m ssing sonet hi ng.

MR. MAGNUS:. Peter, | just think about
applying that in the uncleared nmarket. Because |
t hi nk when you get to clearing, and you have that
central counterpart and you can apply an IDto it,
it's one thing. But there are going to be deals
that are going to end up being bespoke, and w |
be bilateral. And the Dodd-Frank Act, and all the
draft rules |I've seen cater for that.

And so we need to nmake sure that
what ever identification systemwe cone up with
al so caters for that.

MR. AXILROD: No, | agree. | just
didn't think it was that difficult for people that
are used to technology. |It's going to be very
difficult for people who are not. And you just --
| do think that if you -- | nmean, what we do is we
map firnms' IDs to our | Ds because, you know, if
you make everybody who's a market partici pant redo

all their systens, it's going to be difficult.

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

236

10

11

12

13

14

15

16

17

18

19

20

21

22

But as long as the SDR is sure that they
can track things with a unique identifier, | don't
know t hat the people comunicating with the SDR
need to use that identifier. They could use their
own if the SDR has linked it to a unique
i dentifier.

MR. MAGNUS: And that probably is the
practical solution for inplenenting sonething
sooner, is to nake that a requirenent of the SDRs,
to provide that -- potentially provide that
capability.

MR. PRITCHARD: Yeah, | think Arthur and
Peter have got it just right there. For the
non-cl eared exanple that we spoke about, as | ong
as parties report their trade to the sane SDR --
which | think is foreseen in the rul e-making --
and they use a consistent internal ID, which is
uni que fromtheir point of view, consistently over
that reporting, then the SDR itself can be
responsible for prefixing with it's own bit to
provi de the universal unique feature when

reporting upwards to the Conm ssion.
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MR. MAGNUS: As long as we still get
standardi zed market practice. Because the exanple
| gave before, of that $100 million deal going to
$75 mllion, in certain asset classes it's done
one way, in other asset classes it's done anot her
way, and we have to decide if we -- or certain
firme wll do it one way or another way. And we
have to decide if we need to standardi ze that.

MR AXILROD: It's not only across asset
cl asses, actually. Wthin each asset class JP
Morgan does it one way, and Morgan Stanl ey does it
another way. And it gets -- (laughs).

MR. PRITCHARD: And | would think that
you'll get pretty nmuch the sane value with a | ot
| ess expense if you let the SDR translate it, and
don't inpose standardization on every |ast end-
user.

M5. LEONOVA: Ckay. Then if, say, IDis
generated on the SDR level, it has to drip down
back to the original execution clearing and
everything el se.

Is it feasible from --
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MR MAGNUS: Right.

M5. LEONOVA: So how do you envi sion
audit trail of individual books if you cannot
track the SDR trail to, say, docunentation of a
particul ar counterparty in their books?

MR. AXILROD: That's part -- | nean,
there's a little bit of latency, but it's part of
the Act -- Act. In other words, when we get it --
| nmean, Jonathan described it. Wen we get a
trade in, when we send that trade back, if -- or
If we get a confirned trade in, when we send it
back it has our identifier onit. W don't apply
identifiers to information with unconfirmnmed
trades, because you have this doubl e-counting
I ssue. You potentially get two | egs of the sane
trade in with different identifiers, and then you
have to nmake one go away once it gets confirned.
You can do that, but it's a technological -- nore
of a technol ogi cal hurdl e.

M5. LEONOVA: So you are tal king about a
system of mapping of identifiers?

MR AXILROD: O7?
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M5. LEONOVA: Mappi ng.

MR. AXILROD: Well -- that's correct.
In other words, when you have a central identifier
you can map it to the firms identifiers. But
once trades are confirnmed, they go out -- unique
I dentifier generation can be done pretty quickly,
and then your acknow edgnent back, you can have
your own identifier attached toit. So firms can
use it or not, as they see fit. Mst firns don't
use it. Mst firnms use their own identifiers and
It works fine.

MR. CUTIHO As a technologist, | think
it's not very efficient to have a central system
just issue |IDs, and every systemin the chain,
just go and contact it every tine. | don't
believe that will work very well.

| think if the goal is to have an
Identifier at different points in tine and
recogni ze themas events for a life-cycle, you
could have nultiple identifiers and perhaps the
SDR manages the conplexity of tying the different

Identifiers together to give you an audit trail.
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But | don't think polling a systemto
get an ID every tine is a very efficient approach.

MR. TAYLOR Let nme summarize a bit, and
get feedback fromyou all am | summari zi ng
correctly.

What we've got in the proposed rule is
not a systemwhere there's a central giver of all
the swap identifiers. W called it a "first
touch" approach. The way we've got it is, if
there's a platforminvol ved here, a (inaudible) or
a DCM they create the swap identifier.

No platform but you've got a dealer or
an MSP who presunably has sophisticated systens,
and is going to be the reporting counterpart, the
way the statute is set up, they create the
identifier. And if it's end-users on both sides,
where there may not be systens, the SDR creates
the identifier.

| think I hear you all saying you |ike
that, as opposed to -- you know, in terns of who's
creating it. Am1l right or wong about that?

MR. MAGNUS: As long as there's no
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intelligence in the identifier. And by
definition, if a SEF or swap dealer is issuing
identifiers, there has to be sone controlling
mechanismto either give it a block of identifiers
they can use or whatever. And that imedi ately
neans that it has sone intelligence init, and
soneone can reverse-engi neer based on the
i dentifier.

MR. TAYLOR The only intelligence, if
-- 1 don't know whet her you should call this
“intelligence" or not. But if there is any built
in the way we wote it in the proposed rule, the
proposed rule is saying that each of these
“creators" of an identifier would get a small code
that just identifies them And that would be
either the beginning to the end of the identifier
itself. | mean, to be honest, we nodel ed that on
Tag 50 distribution from CVE where, you know, each
cl earing nenber can give Tag 50s, and once piece
of the identifier says which clearing nenber. And
t hat keeps them all unique.

| don't know whether you call that
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“intelligence" or not. But is that problematic?

MR, MAGNUS: Well, it certainly
identifies parties to the transaction --
potentially. So we have JP Morgan does a private
transaction with sonebody, and our little tag at
t he begi nning, and everyone knows we have the
number "5." If there's a "5" at the begi nning of
the transaction identifier, they know it canme from
JP Morgan, they know that JP Morgan did the deal.

So | guess part of it would be what is
the -- howw Il that data be used, and what is the
publication of that data?

If | assign that deal to sonebody el se,
does it keep that sane unique identifier, or "deal
identifier" |I'"mgoing to use, instead of
"transaction" -- or is the very nature of the fact
that 1'mnow not in that, and now soneone el se is,
Is the transaction, and the actual instrunent, you
know, has a unique identifier?

Again, this goes back to the nodeling
| ssue that | said before, and we just have to be

car ef ul .
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If only the SDR and the supervisors get
to see that, probably less of a problem-- but not
cl ear how the supervisors are all going to share
this information, how widely spread it will end up
bei ng.

MR AXILROD: Two things. One is, if
you accept that as true, then the SDR has to
create the identifier. You have to have -- if
there's nore than one SDR for a particul ar product
type, you have to have sone way of assuring that
each SDR i s producing unique identifiers.

And | guess | would say, generally, the
program by which you use the reporting parties' --
remenber, the -- right, the initial, in sonme ways
-- right -- the initial trade, if it cones froma
platform that identifier is going to becone
irrelevant | ater, because it's really the deal er
with the continuing reporting obligations.

| don't think it will work at all just
to use the dealer identifiers. And the reason is,
what we found is the dealers |ike to change them

And for various good reasons. There's a nerger,
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there's sonmething on. They're changing their

I nternal systens, they're changing their
identifiers. There's lots of reasons why deal ers
m ght want to change their identifiers. And we've
actually had to put in a programthat allows
dealers to go in at will and change their
identifiers. And the way we nmanage that is we
have our own identifiers, so that's what keeps the
audit trail.

So | don't really thing you can get away
fromthe repository maintaining their own
identifiers at sone |evel.

MR. TAYLOR So, if |'m understanding
right, if you were redesigning this you would say,
yes, if it's executed on a platform the platform
should create the identifier at the begi nning.

But if it's not, forget the dealers, the SDR
should create the identifiers or all of the

non- pl at f orm execut ed.

MR AXILROD: | don't know that it
really matters who creates it. | honestly don't
think it does -- as long as the SDR can nanage a
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single identifier all the way through. In that
case, | would suggest it's probably easiest for
the SDR to create it, because it's its systens
that have to maintain this over their life. And,
frankly, we could work with a |ot of providers and
say, "Here's how you have to give it to us," but
it's easier and safer if we create them oursel ves.

MR. TAYLOR And then the other thing |
t hought | heard sone consensus on was you all
don't think the swap identifier is useful after a
swap is cleared.

Am | right about that?

MR. CUTIHO For a position-based
clearing -- yes. After that point, it's just a
position, and that position.

MR AXILROD: | guess | --

MR. CUTIHO Net |long, net short. For
trade- based clearing, we keep the trade open. But
there are termnations. Once they're term nated,
the I1Ds go away -- | nean, the swaps go away. A
cl eari nghouse doesn't maintain trades.

MR AXILROD: | guess |I'mnot sure |
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agree wth that. You have to -- when a trade is
executed, you want to know whether it went to
clearing or not. So you have to still -- you
know, unless we get to the point, and | hope we
do, that, you know, there's automatic clearing at
poi nt - of -t rade.

But under nost nodels -- not all --
that's not the case yet. And you're going to have
to say, "This trade went to clearing here.”

So what you really want is, you know,
you have a cleared position that has an
identifier. It goes up and down, but you really
want to be able to say, "This trade went to
clearing,” and be able to sort of docunent that,
and "This trade didn't."

MR, MAGNUS: But that actually
reinforces, |I think, exactly what Sunil said, and
what | was saying earlier -- is that "transaction"
Is an event, and a "position" is a position. And
In certain cases where you have position-based
cleared instrunents, you will not care about the

transaction once it noves to cl eared.
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And you basically said, "I have the
transaction. It gets nme to cleared. But once
it's cleared, | don't want to do continuation

reporting -- which is the other piece of this
NPR -- on a transactional level. | want -- the
cl eari nghouse will want to only report on the
position that, let's say, JP Mdrgan has, or its
clients have, in, you know, in ID6, settling in
Decenber, you know, 2016.

MR, AXILROD: Arthur, I think we're
violently agreeing.

MR. MAGNUS: Yes, we are violently
agr eei ng.

MR. AXILROD: | think there's, at that
point there's no difference --

MR. MAGNUS: Right.

MR. AXILROD: -- between the contract
and the position.

MR. MAGNUS: Right. But --

MR. AXILROD: They're the sane thing.
You don't have the independent trade anynore.

MR. MAGNUS: -- but for those things
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that are maintained on a trade basis, that you
can't get to a position, you're going to have to
mai ntai n sone senbl ance of what that individual

uni que deal is for its life.

MR, AXILROD: Al | was saying is, for
us it's the sanme thing. It looks -- a position or
a trade | ooks exactly the sane to us. |It's just a

contract between two parties.

MR. CUTIHO  And anot her nuance | would
| ike to add, post-clearing, is that thereis a --
| think Arthur pointed to this before -- there is
a swap identified at the point where it's affirned
or executed, but once cleared, it's broken into
two. And we're both -- you know, with the CCP
bei ng the counterparty on both ends.

At that point in tinme, on an ongoing
basis, you know, it would nmake nore sense for us
to report on a cleared identifier of that
position, even if it is trade-based clearing,
rat her that, you know, the original execution.
Because we have broken the connection between the

two counterparties.
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MR. TAYLOR If a regulator is wanting
to followthis "thing" over its life, and this
thing gets cleared -- this may be anot her dunb
question. But suppose we have a swap identifier
that doesn't live very long. You know, you're
followwng the life of this swap identifier for,
you know, two hours or sonething, and then it
says, "This went to clearing." Thereafter, in
what you just said, is your |ID wuld get repl aced
by a cleared-trade identifier, or whatever we call
it. Is that a useful -- how would that work?

MR CUTIHO It's based on the purpose.
So if your purpose is to track the life-cycle post
clearing, then you want to know the cl eared
identifier. Because at that point in tinme, the
CCP is the counterparty, not the (inaudible).

MR TAYLOR | think that would be the
pur pose.

MR. AXI LROD: That's what happens today,
both in clearing and in prine brokerage, where
It's exactly the sane process, where you have a

| ot of prinme brokers net and conpress with their
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counterparties. That's what happens.

When the CCP, or a prine broker, steps
in the mddl e and becones a counterparty to the
trade, we get fed the identifier of the person who
stepped in the mddle. Sonetinmes we can attach
that to a particular transaction as an assi gnnent,
and sonetinmes we can't because it's a nany-to-one,
so we just keep a record that that's what
happened.

But if we know what the cleared
positions are, and we have the clearer's
identifier, it's just the sane as a counterparty
giving us an identifier. W just want to nmake
sure that we've kept themall separate, and we've
got the appropriate inventory.

MR. MAGNUS: Again, if | do a
transaction with Bruce, the nonment | nove it to
clearing, | no |onger have a relationship wth

Bruce. That transaction does not exist. So

there's no way you can -- or that deal does not
exist in ny records anynore. | now have a deal
with -- 1'"l'l use Sunil -- with Sunil as the
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clearer, in that particular exanple. And Bruce
has a position with Sunil.

Now, | may do another trade wth
sonebody else that flattens ny position out, so |
actually have no position anynore. |'mnot going
to track anythi ng, because those two positions are
equal and offsetting and |I'm done. |'ve assigned
it, or whatever. Bruce nay go add on to his
posi tion.

And this is not terribly dissimlar to
what you're doing in the futures market today,
where an FCMin the futures market is required to
keep the transactions that |led to the end-of- day
position. But once you get to the end of the day,
and everyone's confirnmed and agreed the end-of -day
position, they basically stick those in an archive
somewhere, and wll make it available if you ask
themfor it. But they don't report it anywhere.

And that's not a terribly dissimlar
concept. And, again, it goes back to what are we
trying to trace? Wiat is it that you want to

trace -- quote -- "through its life-cycle?" Do
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you want to understand what JP Morgan's position
Is over tine and how we got there? O are you
trying to understand, literally, an individual
transaction, and keep it alive nmuch |Ionger than it
really is alive, for sone purpose that, quite
frankly, |I'mnot sure about?

MR. TUPPER  Yeah, and just, if | may --
if the SDRis providing the reporting function --
the SDR is mandated to provide reporting
functionality to the Commssion -- right? So if
we're able to provide you that rolled-up reporting
functionality each day, that gives you the net
positions, | think -- you know, | kind of agree
wth Arthur -- I'mtrying to struggle with what is
t he need for the Conm ssion to know, behind the
scenes, the audit trail, howit calculated that
net ?

Because if, you know, the SDR woul d be
receiving the cleared positions fromthe DCOs, and
then the uncl eared positions would cone in from
the reporting entities, and then they could

aggregate up these net positions for you --
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MR. AXILROD: | nean, | think the
regulators -- | don't think anyone's saying trying
to trace a trade that you can't trace anynore
because it doesn't exist anynore. But | think the
regul ators probably want to know if the world has
changed fromtoday to tonorrow, why that happened.

And whet her you call that, you know,
"audit trail" or whatever, you're going to want to
know "This went to clearing," and you're going to
want to nmake sure that it foots -- that everything
that went to clearing actually results in the net
position that the clearer is reporting, that sort
of thing -- would be ny guess.

MR. PRI TCHARD: | think, you know, we
run a rates repository (inaudible) where we get
3-point-sonething mllion live contracts in, and a
| ot of themare cleared. So, you know, we sinply
get a set of live contracts every reporting cycle,
and sone of themare cleared and sone of them
aren't. And if they want to | ook at sonething
el se, like the history, then they can construct

that in sone way.
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But fundanentally what's being reported
Is a set of |live contracts. And whether they're
with a party and a cl eari nghouse, or party and a
party -- but it does point up, for sone of the
sort of clearing scenarios that were alluded to
over there, that these rules -- if you want to
have a universal set of identifiers, will need
rules for what constitutes a new I D being
generated or not.

MR, TAYLOR Let ne ask both Pete and

Raf -- because you illustrate the conceptual
uni verse here, | think, on continuation data
reporting.

Take a cleared trade. A swap was nade.
It went to clearing. And now, over its existence,
it Is being reported to you.

Pete, you're getting life-cycle events,
I f | understand properly. And Raf, you're getting
snapshot s.

What's in those, and who's giving it to
you? Is it comng fromthe cl earinghouse? |

mean, wal k through that.
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MR. AXILROD: It depends. |If the
cl eari nghouse is doing its own life-cycle event
processing and reporting it, then we're getting it
fromthe clearinghouse.

Most cl eari nghouses -- | nean, not
everyone at this table, but one of the two at this
table -- oh, this is going to change -- is
actually using DICC s sort of trade warehouse to
doit. So, in a sense, we would -- the
repository, if you will -- would get that
I nformation fromthe warehouse.

For other credit events, we either
generate it. For the non-standard trades --
whi ch, by the way, given the | ast session, |
believe include all the AIG trades, so | am
wonderi ng whet her a category of "non-standard, "
and throwi ng everything into that bucket woul d
hel p us nuch.

That aside, | think -- | nmean, this wll
-- you'll see this in our comment letter. But I
t hi nk you ought to be, repositories ought to have

the flexibility of using whatever nethod is
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easi est and best for the nmarket participants.

For the trades that are non-standard, it
may be easier and better, you know, for us,
I nstead of asking people to report the life-cycle
events, to just have themreport the snapshots --
especially if there's alot of |[ife-cycle events.

When there are not too many life-cycle
events, you know, it mght be easier to have
peopl e just report the changes, or report the
life-cycle events.

So, right now, for
el ectronically-confirned trades -- which is what
we deal with for credit, but not for equities,
where we're sort of going to have to change what
we do, because it's actually nmuch nore |ike what
Tri Optima does -- but for electronically-confirnmed
trades, | would expect that it's just easier for
everybody to have the life-cycle events reported,
because they're either going to be conputed
centrally, or they're going to be confirned.
They're confirmable |ife-cycle events, they'll be

confirmed electronically, and they'll cone in for

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

257

1

10

11

12

13

14

15

16

17

18

19

20

21

22

trade. So they're not electronically confirned,
it may be that the only way you can get themis by
snapshot s.

But | think, | really think that
repositories -- right? -- if one is good enough,
and the other -- if both are good enough -- right?
-- then the repositories ought to have the
flexibility to use whi chever they want to use.

You know, if it's good enough for credit, it
shoul d be good enough for rates. |If it's good

enough for rates, it should be good enough for

credit.

That's our view.

MR. PRITCHARD. Well, "Il just follow
on briefly there. | think that the two -- you

know, fromthe point in tinme of the state
reporting approach to repositories, the two
advantages -- and | think Peter was saying it's
easier in circunstances, but we'd totally agree,
is that it's nore robust, because you're not
dependent on anything that was ever previously

reported. You sinply get a full refresh. |If
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sonebody's got a zero position, they don't report.
If they've got a non-zero position, they do
report. And you just get that fresh, from scratch
every day, so it's nore robust and

sel f-correcting.

And, secondly, you don't need any of
t hese rul es about the scenario under which the
trade was done, or the history of howit got to be
t here, because you sinply just report all
out standi ng positions every day. And it nakes it
a lot sinpler to know that you're in conpliance,
and that you just report --

MR AXILROD: | can't let that go
un-commented on. | actually think it's a lot |ess
robust. And the reason | think it's a |lot |ess
robust is because a snapshot sinply won't tell you
why sonet hi ng happened. It wll just tell you
t hat positions changed, and you won't really know
was this a tear-up? Was this a conpression? Was
this an assignnent? Was it a price-formng event?
Was it not a price-formng event? Is it rel evant

to the market? What's going on?
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So | think, | nmean, that would -- | know
we could go back and forth for a while. But I
woul d take the opposite view

MR. MAGNUS: | would just add one thing
to that, which | think you' ve highlighted in both
of your comments, and there's truth to both of
what you're saying -- is that this goes back to
saying we need to be objective-based in what we're
trying to acconplish with the reporting and with
the identifiers.

And, you know, | would argue fromJP
Morgan and from many of the industry groups that |
sit in, we believe that the regul ati on shoul d not
stipulate the technical nethod for acconpli shing
the objectives. It should state, "Here's the
obj ectives of what | want to see at the end of
every day for continuation reporting,” and the
I ndustry should figure out what is the best way to
do it for that asset class, which nmay be the right
way to do it today. And it may be that three
years from now, you know, the industry may change,

and it mght be better to do it a different way.
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And for CDS it may change and you want to do it a
different way, also.

But it should be objective-based, and
not actually dictated in the regul ation, what
nmet hod of reporting to the repositories you should
use, whether it's |ife-cycle or totally placed.
You shoul d state what the objectives are, and
we'll figure out how to neet those objectives.
And we'll work with you to figure that out.

MR. TAYLOR We've let this discussion
-- because it was so interesting -- bleed a bit
into the QA tinme. | suppose | don't feel too
bad, because | think Pete's the only person in the
audi ence -- and he's not in the audi ence anynore
-- who asked a question. So we're probably safe.

But | will open it up. |[Is there anyone
who wants to ask a question relating to any of
this? There's a couple m crophones out there if
anyone does.

(No response.)
MR. TAYLOR  Passive investors. \Wat

can we say? Wat else do you think?

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

261

10

11

12

13

14

15

16

17

18

19

20

21

22

M5. LEONOVA: (kay, then. | guess we're
going to have a 20-m nute break for coffee. Thank
you. | really appreciate your nmaking it here.

MR. TAYLOR Ckay. We're ready for
Panel 6, the |last of the day, but sone very
i nteresting topics. | think everybody is here.
Does everyone have their nane tags? Yes.

W' ve noved, you know, into a different
arena. Not identifiers now but there were
I nteresting questions before us about whether
there would be utility in sonme sort of naster
agreenent |ibrary or sone sort of portfolio data
war ehouse and we wanted to get nore input about
that. So that's the topic here.

And let's start with the first question
we have, which is should a separate coll ateral
war ehouse system be established as part of an SDR
to enable the systemc risk and prudenti al
regulators to nonitor collateral nanagenent and
gross exposure on a portfolio |level for swap
participants? And if so, how do we do that?

MR MAGNUS: So allow nme to take a stab
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at that. W' ve been talking about that. This is
Art hur Magnus from JP Morgan.

One of the other hats that | wear though
Is co- chair of ISDA's Collateral Comnmttee. And
it's sonething that we've been discussing in that
forumfor a long time. And then in reading the
NPR we got a little bit concerned because there
are concepts in there that do not work at all in
the bilateral space. So particularly, we cannot
ascribe -- in the valuation data that you have, we
cannot ascribe collateral to an individual
transaction. The bilateral OIC space is on a
contractual or portfolio basis. W have | SDA
mast er agreenents and CSAs primarily, credit
support annexes, and they dictate what
transactions are part of that portfolio and how
that collateral is to nove. And we provide a cal
to our counterparties if we are the val uation
agent for collateral and they provide it to us on
a portfolio basis. W reconcile the transactions
that underlie that on a transactional basis but

the collateral is pooled.
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And for what I'mgoing to call exposure
collateral -- not variation margin, and that is
just because the termvariation margin as we use
It in the bilateral space is different than the
draft definitions that you've provided and the way
it is used in the future space. And | want to
suggest that we need to keep them separate and be
consistent. And that will be in several of the
coment letters | think you'll get in the not too
di stant future.

So I"mjust going to call it exposure
margin when I'mtalking in the bilateral space and
"Il use variation margin for the cl eared space.
But for exposure margin, it generally is an offset
for mark-to-market. So you could argue that the
col l ateral we have you could prorate it anong al
t he deal s based on the mark-to-market but it's
never an exact match because of the point in tine.
Initial anmount, which is a separate anount that we
get fromcertain counterparties, can be cal cul ated
any nunber of ways. Sonetines it's on a deal

basis but frequently it's on a portfolio basis
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al so.

So in thinking about that and thinking
about the prudential and systematic risk oversight
that the regulatory comunity abroad needs, the
only way that you're going to understand what our
true risks are and what our true counterparty
exposures are is on a portfolio basis. Therefore,
we woul d strongly support the creation of a -- I'm
not going to call it a warehouse because that
actually has other connotations and coll ateral,

I ncl udi ng physically where the collateral m ght be
stored. So I'mgoing to call it a collateral

eval uation repository. Just to be clear, it |ooks
| i ke other repositories and it's on a portfolio
basis where it would have in it a variety of
attributes, including the mark-to-market of the --
the mark-to-markets of the portfolio or the
exposure that we have to each other on a net basis
-- sorry, on a gross basis wthout any benefit of
any credit support. And what is it after
collateral, which is a specific type of credit

support. Qoviously, there may be other credit
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support which is very hard to -- it's very hard to
put in there what is the value of a particular
lien we may have on property, plant, and

equi pnent, or whatever it happens to be.

So we would recomend that type of an
approach. And then we could al so provide for you
what is the cash and narketable security
collateral that is behind that. And if you want
to know where it is we can tell you that al so,
whi ch we think woul d serve the purposes of the
system c oversight that you are trying to
acconpl i sh.

So I'lIl stop there. W can tal k about
how you get that and build such a thing if you're
I nt er est ed.

MR. TAYLOR W are but maybe let's go
around on the first question first and then we'l|l
conme back to how do we do it.

MR. PRITCHARD: Maybe | can talk a bit
there. This is Raf Pritchard from Tri Opti ma
again.

So we've tal ked in sonme of our previous
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di scussi ons about repositories, about the
diversity of goals that have been set out for
repositories, systemc risk nonitoring being one
but not the nobst inportant one, but an inportant
one, but also market risk surveillance and
enforcenent, and realtine reporting. And one of
the things that we've alluded to is that that's a
different -- that's got a diverse selection of
goals and as a software architect it kind of sets
up sone chall enges as to which one you're going to
nmeet when you design the repository. So | think,
you know, what Arthur is describing there, a
collateral valuation repository does definitely
address the systemc risk goal nmuch nore directly.
And we' ve been providing an exposure
managenent service for sone tinme now whereby
parties can exchange their data on their line item
OIC swap basis and eval uations. And what that
enables themto do for their collateral process is
to reconcile the total exposure they have between
each other early in the 24-hour cycles so that

they can get to noving and settling the coll ateral
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and delivering the risk mtigation that that
provides. And I think, you know, fromwhat we can
see we get 75 percent of the noncleared OIC swap
live contracts through that service and the | arge
nunmber of dealers and firnms on that. And you can
see that if you took that and extrapolate it
upwards a | ayer so that you aggregate it across
the firms positions you would get to a pretty
good view of systemc risk. And so we, you know,

| think it's a good approach towards system c ri sk
nmonitoring and it's a feasible one, too.

MR WLL: It's Mchael WII here from
docCGenix. | would agree with Arthur to the extent
that a different beast is required as far as the
nature of the repository here. W are definitely
| ooking at a portfolio animal, if you Iike. \Were
| would slightly disagree with himis really in
ternms of the level of information that is stored
within that particular repository. W're here
today to discuss two central thenes that have been
enshrined by Congress in the Dodd-Frank Act, and

nanely these are transparency and accountability.
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To achi eve these objectives, it's ny
view that you, as regulators, will require access
to information that's been reduced to data from
three distinct but related docunent types. These
are the confirmations, which (inaudible) very
well, the economc terns. But we also need sone
I nformati on concerni ng enforceabl e nmaster
agreenents and enforceable credit support
agreenents. The master agreenents thensel ves
i nclude the | egal and credit ternms, and the credit
support agreenents contain the margin terns.

As |'ve watched you promnul gate these
rules, | think it's right and proper for ne to
perhaps be a little concerned that you are, in
fact, mssing an inportant part of the picture by
focusing primarily on the economc data to the
exclusion of legal credit and margin data. And as
a result there's perhaps a risk that you m ght be
unabl e to achi eve the transparency and
accountability objects of Dodd- Frank.

In short, if you only have access to the

econom c data, in ny view you'll have a nere
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one-third of the information you need to eval uate
counterparty credit risk. And counterparty credit
risk is, of course, a key conponent of systemc
risk. In any crisis or |egal proceedings, in ny
viewit's inevitable that the legal credit and
margin terns enshrined in the naster agreenent and
credit support agreenent will take center stage.
The events of the past couple of years are no
exception.

Wiy is data fromthese | egal agreenents
Inportant? Well, it's really quite sinple.
They're the primary nmechani sm by which the parties
manage and mtigate their counterparty credit risk
exposure to each other. So | do believe it's a
good idea to have a coll ateral agreenent data
repository and that swap deal ers and nmaj or swap
partici pants should be asked to submt data to it.
Once you have this repository and you have access
to the credit support data, you' re going to have
access to a nunber of key pieces of information.
For exanple, is a relationship actually

collateralized? | think currently data rel eased
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by | SDA i ndicates that 22 percent of all bilateral
rel ati onshi ps are not supported by coll ateral
arrangenents.

You'll be able to have a very
transparent view as to the nature of the
collateral the parties are using. You'll have
I ndi cati ons of whether they're using cash,
government or agency securities, perhaps any other
col l ateral agreed between the parties, and
sonetinmes in these agreenents one of the parties
wll have the right to say | unilaterally decide
that this is eligible collateral and the other
party wll have nothing to say about it. You'l
| earn about val uati on percentages and haircuts, as
well as mninmumcredit requirenents for the
collateral. Frequently collateral will need to be
highly rated to be eligible.

Threshol ds al so are of great interest
because they're used to cal culate exposure. |I'm
referring here, of course, to independent anounts,
thresholds, m nimumtransfer anmounts, and initial

margin. And this is inportant. These thresholds
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are extrenely sensitive to mnor changes in credit
rati ngs and asset val ue decli nes.

Anot her inportant factor will be the
nature of the relationship. 1Is it bilateral or
unilateral? |In sone agreenents only one party has
the obligation to post collateral. You'll be able
to find out rights of the parties to substitute
coll ateral, valuation procedures and di spute
mechani sm the rights of the parties to reuse or
rehypot hecate the collateral, as well as the scope
of the collateral coverage. Indeed, it's not
uncommon for parties to actually excl ude
transactions fromthe collateral arrangenents. So
| think we need to go a little bit further.

MR. PICKEL: Bob Pickel from | SDA. Far
be it for ne to suggest that there's not a wealth
of information in nmaster agreenents and credit
support annexes. (Laughter.) There is plenty,
and it is very inportant, and as M ke suggests, at
critical tinmes it is, you know, in many ways the
nost i nportant information.

| guess | would circle back to a thene
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t hat we've been sounding in sone of our comrent
letters. | think it's been sounded to sone extent
today. We certainly sounded it yesterday with the
New York Fed and Sarah Josephson fromthe CFTC and
ot her global regulators, and that is let's figure
out what the critical first steps are here in
terns of the information that you feel you need.
Yes, | think there's a lot of -- the risk that get
created, the exposures that get created are
created through those transactions that are put

on. And so it's inportant for you to have a

w ndow i nto that information.

It may very well be that it's inportant
for the CFTC to have the kind of information that
M ke suggests and we can | ook at that over tine.

I think nost inportantly you shoul d have -- nake
sure that the prudential regulators are requiring
their regulated entities to maintain this

I nformation. Cbviously, nmake sure they've got
mast er agreenents in place and there are other
mast er agreenents. | think the LEAP one was

neasured earlier today. That they know what the,
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you know, obviously you have access to the naster
agreenent. You know what's in that. There's a
schedule to that. That's the structure. |It's
really those variations fromthe master that are
nost relevant in many things |like cross defaults
and the credit support annexes, various threshol ds
and triggers and things like that that are very

| nportant.

So |l think it's inportant for the
regulators to require the institutions to have
that in place. And there can be -- there are
mechani sns, and M ke |I'm sure would be happy to
tal k about them that may facilitate the nore
ready access of the entity to that information.
And we'l|l see how that devel ops over tine. But I
guess | would, you know, circle back to the notion
of phasing in. Let's think about what's nost
I nportant, what the first steps are as we consi der
t hese other issues of master agreenents and credit
support annexes.

MR. TROQZZGO  Pat Trozzo from Reval .

Just to extend sone of the good points that have
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been brought forward here today, taking it up to
maybe a little higher level first, is, as | read
the rules, | believe there still needs to be
further definition of what are the goals in the
area of overseeing or neasuring and tracking
system c risk. Like many things in our business,
the devil is in the details. And those details
will drive a lot of the issues that we're hitting
upon here today and answer to sone of the
guestions -- many of the questions here in this
panel. So | think that first needs to be --
questions of if you are | ooking to what degree to
neasure it, right now potentially the rules are
witten that you're limted to nore of a current
exposure approach of | ooking at counterparty
credit exposure as opposed to maybe sone
alternative neans. So | think that definition
needs to be further extended and clarified. And
then that will help drive a lot of, if you wll,
sone of the answers to these questions.

And then one other thing I'll add is

there's the |l egal aspects of netting and so forth.
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Al the points brought forward here are correct
and | agree but there's one other area what |
woul d call nore of the econom c | ook of the
exposure across an enterpri se between one
enterprise and another enterprise and | ooki ng at
the overall exposure, that on the bilateral nmass
agreenents doesn't necessarily cover it. There is
a related party effect of nultiple agreenents that
may cone into play here and | call that nore the
overall economc |look. So that also I think needs
to be taken into consideration when | ooking at
overall systemc risk and counterparty credit
exposure.

M5. GOLDMAN: Hi . |I'm Melissa Gol dman
from Gol dman Sachs. | would also like to
reiterate the points nade by both Arthur and
Robert in terns of the way we view the coll ateral
risk and being at portfolio |level and the need to
be able to represent it that way to get the nost
accurate view of where the risks |ive.

| would, to Mke's point, | would |ike

t he agreenent sort of data simlar to sone of the
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conversations that we had around the product
identifiers in that the -- you could think of the
masters and the CSAs as a -- al nost as an exotic
i n how we need to nodel that data and represent
that data. And it's not always at all
straightforward in terns of how that becones
represented within a data nodel.

Additionally, | think there's, you know,
a significant anmount of interpretation that
happens with that data and so to be able to sort
of go through that -- the cost of going through
that interpretation and then systemcally
representing it in a central repository would be a
qui te expensi ve exerci se.

MR. AXILROD: Can | just nmake it
unani nous in the sense that | think, you know, the
obvi ous m ssing piece fromwhat everyone had been
doing was the collateral. You sinply are not
going to understand -- this nmay not be sufficient
but you sinply are not going to understand
system c risk or exposures unless you understand

what collateral is held where and essentially
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parties' legal rights toit. So yes, | fully
support making that fact transparent to
regulators. | think that | also agree that on a
bilateral basis, just as on a cleared basis,
right, nobody collects collateral, whether cleared
or uncleared, on a trade by trade basis entirely.
They do it on a portfolio basis generally. So
you're stuck with portfolio- based coll ateral
reporting, which neans that you're going to have
to put together all the various valuations that
you got in the individual repositories, assun ng
that they're conplete and accurate. You probably
ought to include in what's reported to
repositories as maybe static data or sonething

el se, whether this particular counterparty or this
particular group of transactions actually is done
on a collateralized basis or not. But the

I nportant thing really is to conpare the val ue of
the portfolio with the value of the collateral.

If there's a very big disparity, you know you
probably have to nmake sonme nore inquiries.

The other thing that you really need to
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get a handle on is, you know, and this will cone
down to concentrations, but what collateral m ght
a counterparty have to put up with very snal
novenents in the market or a particular event. So
If you' ve got -- if it looks like a party is going
to have to conme up with collateral upon the
occurrence of certain events that they're just not
going to be able to cone up with. And this
I ncl udes across cleared and uncl eared trades. And
you won't understand it unless you get the whole
pi cture across cl eared and uncl eared trades.
You're not going to know whet her a
particular event wll drive that party under and
essentially, you know, cause the systemto
collapse. And in that event, the legal right to
require people to post collateral isn't so
I nportant as the practical realities really. |Is
this guy extended to the limt of the anount of
collateral he can post? WII| certain sorts of
events nake it so it's going to be inpossible for
himto post variation margin? Shoul d peopl e be

collecting additional either CCPs or bilateral

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

279

10

11

12

13

14

15

16

17

18

19

20

21

22

counterparties? Collecting additional sort of
initial margi n because these positions are just
too concentrated and you need to do sonething to
protect yourself against the fact that when the
position starts to deteriorate, generally this
firmwon't be able to conme up with anything to
provi de anybody.

So | think you need to concentrate. A,
we need to have a repository like this. You need
to know where the collateral is and you need to do
sonething to figure out, you know, these sort of
exposure to events over concentrations that are
going to make it difficult if not inpossible for a
firmto put up additional collateral.

MR MAGNUS: | would just add to that
that, you know, JP Morgan has spent tens of
mllions of dollars to build systens to take the
data that we have in our naster agreenents and in
our transaction and data repositories to | ook at
our exposures in different ways to understand what
happens when a counterparty gets downgraded or a

trigger or sonething happens in the market to
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stress test the portfolio. These are very, very
conpl ex cal cul ati ons and we nake them avail able to
our prudential regqulators already on a requl ar
basi s.

| think this is incredibly inportant
I nformati on and, you know, ny first, you know, the
first thing | would say is, you know. Dodd-Frank
Is going live inthis year. |If you're going to
collect this data and do sonething with it it's
going to take years to do. |It's taken us years to
build the infrastructure as we have to nmani pul ate
this data and use it effectively in our risk
managenent regi ne. As has been pointed out in
numer ous ot her places, you know, a huge percentage
of the market share -- | think the CFTC has quoted
over 90 percent of the market share is
consolidated in five dealers which are all subject
to prudential regulation in this country. And we
al ready share wth those prudential regul ators
significant information about our portfolios and
what happens in various scenari o0s.

My short termrecomendation, certainly
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until we can sort of what we're doing because |
think this is inportant and | think Dodd- Frank
says you should have -- you need -- we need to
make sure this information is available in sone
form-- you should I ook through the Financi al
Stability Counsel, as well as working with the OCC
and the Fed who are generally the prudenti al
regul ators through the -- | guess it's the
menor andum of under standi ng (MOU) process that you
have between regul atory agencies to share this
I nformati on because that will give you a huge view
of the risks that are currently being run in the
mar ket pl ace.

| think that a master agreenent library
I s probably, you know, an expensive definition of
what is in Dodd-Frank. And quite frankly, | think
we have so many fish we have to fry, if you wll,
I n order to inplenent what we have to inpl enent.
We ought to focus on that first and then cone back
to this one at a |ater date because this one --
there's so many different ways you can use that

data that just collecting it w thout understanding
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how you're going to use it | think would be
difficult and just incredibly conplicated and
expensive. So we're going to put it into
repositories and we're not going to use it because
we can't figure out what we're going to do with
it. And if we're not going to spend the tens and
hundreds of mllions of dollars you're going to
have to spend to actually crunch it, then we're
probably not the best use of our tine at this
nonent in tine. And it's probably sonething we
shoul d be com ng back to after we nove sonewhere
down the road. And | would echo what Bob said
earlier and what we suggested to the ODSG
yesterday through the I1GC, is that we need to
nove in increnental steps to inplenent this. This
IS a sweeping piece of |legislation, as we all

know, and it contains many structural changes to
the infrastructure. And we need to work together
and we need to do it in a stepwise fashion in
order to inplenent this in a way that is not going
to disrupt the market and di srupt commerce in the

United States and potentially nove jobs and
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busi ness out of the United States.

MR. AXILROD: | woul d agree.

MR. TAYLOR Before --

MR. AXILROD: Oh, sorry.

MR. TAYLOR  Before he does that
foll owup, | thought sonewhere in the course of
that you shifted over frominformation about
collateral to master agreenent library. And I
just want to make sure which one we're tal king
about .

MR MAGNUS: | was -- | was particularly
tal ki ng about the master agreenent library. As |
said before --

MR. TAYLOR Let's save that one.

MR. MAGNUS: -- | support -- as | said,
| support and JP Morgan supports the idea that we
shoul d create a single portfolio repository for
| ooki ng at exposure-related information and the
credit support and collateral against it to be
very cl ear.

MR. TAYLOR (Ckay. Let's -- let's beat

one horse to death before we do the other one.
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MR WLL: ay, | would actually
di sagree wth that and the reason why, perhaps not
surprisingly, is that the only way you can get a
conpl ete view of the exposure you have to a
counterparty is a conbination of econom c data
contained in the confirmations, the master
agreenent, and the credit support agreenent. |
understand the points and actually woul d endorse a
phased approach. | think that's a good idea. But
| think if you as prudential regulators want to be
-- want to have advance know edge of say a ratings
downgr ade hedge trigger that it inpacts a
particular party, I'mnot sure with Arthur's
proposal that you would actually have any advance
notice. It would just happen. However, if you
had access to information in the nmaster agreenent
which required a party to post collateral, then
you would. You would know it was com ng.

MR, AXILROD: | would say anen. First
-- first, I"'msorry, to Arthur. (Laughter.)

You' ve got to understand the coll ateral.

Right? The |ast place anybody wants to be is, you
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know, big counterparty exposures and not having a

clue what the collateral is. And | can just see,

you know, Senator, | don't know why | didn't know
but we didn't know. | guess ny successor wll
figure that out. | think that's a -- | think you

really have to get that first things first.

MR WLL: | think sone senators have

actually been told, Senator, | didn't know.
(Laughter.)

M5. GOLDMAN:  And just to echo Peter's
point, | nean, you have to wal k before you run and
| think there's a whole slew of data that's out
there that's going to be relevant froma risk
managenent perspective even beyond the stuff that
we're tal king about here but it's really about
where, you know, the core of the risks exist. And
in fact, | think the industry is noving towards,
you know, sone of the biggest risks around
portfolio reconciliations and di spute resol utions.
And so where, you know, we see the biggest issues
focusing our tinme and our resources around that

rat her than on sonme of the collection of this data
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whi ch then woul d absolutely need to be, you know,
I nvested in the collection and then beyond t hat
nodeled in a way, that would give neani ngful kind
of risk information.

MR. PICKEL: And | think -- and |
realize for certain types of entities, the CFTC
m ght becone a prudential regulator. But of
course, the nost active participants in these
mar kets are going to be the large financi al
institutions who will be -- have a different
prudential regulator. And obviously, as Arthur
and Melissa nentioned, you know, there needs to be
coordination with themon this information.

You know, collateral is critical.
Whet her that just neans that -- whether that neans
the prudential regqulator has to know all the
details or whether it needs to be confident
through its oversight of the entity, that the
entity has a good handle on that and that the
prudential regulator has the opportunity at any
time to find out what that position will be or is,

| think that's a different scenario than kind of
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everything getting, you know, flowng into the
prudential regulator. It's a question of making
sure that the regulated entity has the
nmet hodol ogies in place, the practices in place to
make sure that they are tracking it properly and
in turn the prudential regulator can see that.

MR. PRI TCHARD: Can | just comment
there? | think (inaudible) swapped out a
repository hat on again and it's interesting what
Mel i ssa said. She characterized the coll ateral
ternms as an exotic because there's a sort of walk
before you run aspect to this which is, you know,
we' ve heard about the exotics bucket today already
and | think you really need to be sure that you're
capturing all those trades in sone detail and
capturing the valuations of all those because if
you' re not doing that effectively, then know ng
about the what if scenarios on your
collateralization is really of secondary
i nportance. So | think to Arthur's point about
t he phasing and putting things in order, then it's

really inmportant the repository captures accurate
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-- the accurate conpl ete popul ati on, exotic as
wel | as standardi zed, and gets values on that on a
continuation basis. Then captures the exposure at
the relationship |level and then can start | ooking
at the nore exotic sort of scenarios on the
col |l ateral.

MR. AXILROD: | guess | woul d never
di sagree wth a statenent that they swap data
repository out have the best possible, nost
accurate, nost up-to-date swap data that the
regul ators want to see. And | agree with that.
But | honestly think that you could equally say
wi t hout understanding the collateral the swap data
i nformation isn't very relevant either. This is
one of those cases where you really need to have
both and it's not -- you're not -- | don't think
you ought to sequence the -- what Arthur called
the collateral reporting repository with the swap
data repositories. They ought to be, whether
it's, you know, sequenced maybe by a coupl e of
nont hs but that's the basis. You need to see all

that i nformati on.
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MR. MAGNUS: No, no, Peter, | agree with
that. Wat | was sayi ng sequence was if you want
detail ed nmaster agreenent infornmation.

MR. AXI LROD: No, no.

MR MAGNUS:. | totally agree that the
swap data repositories and this portfolio
repository probably need to cone into existence.
There's rel ationships potentially between them
that we could devise through interesting use
cases. But they're going to be separated by
what ever the practicality is of building them
We' || probably build them on i ndependent tracks
and they' ||l be done when they're done but it'll be
around each other. [It's the nore detail ed naster
agreenent information that | was conmmenting on.

M5. GOLDVMAN.  And by the way, | was
echoi ng that sanme comment. Ckay.

M5. LEONOVA: Can we focus on
| ndependent tracks for collateral data warehouses
and what ever el se we are tal king about right now?
You can't keep nanes straight.

MR TAYLOR And let's do -- let's do
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the collateral piece first. There seens to be
passi onate unanimty around the table that the
answer to our very first question, should we have
a separate collateral warehouse system is yes,
absol utely.

Wel |, the next question was, how should
this be done? And | thought | was hearing in what
sone of you were saying the notion that there
m ght be one SDR warehouse repository or whatever
you want to call it here, that that infornmation
m ght not be sitting in each of the SDRs but m ght
be sitting in one |ocation. (Qbviously, the other
possibility is that it sits in each SDR with
respect to the swaps that got reported there.

M5. LEONOVA: It doesn't really matter
whether it sits in the sane SDR, not whether it's
t he sane system or not.

MR TAYLOR  Yes.

M5. LEONOVA: \Wether we want to keep
two separate systens and if they are separate how
we link themor we try to nerge it all together.

MR MAGNUS: So logically -- forget
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about where it physically resides -- there should
be one -- as we will probably end up with one
hopeful | y asset class repository for each asset
class, the regul ations, the draft regul ations
provision that we mght end up with nore than one,
that i nformati on cannot be housed with the asset
class information. It needs to logically be kept
in a portfolio that cuts across asset cl asses
because the information i s across asset classes.
The portfolio |I described before, which | did not
put that adjective on it, Is across asset cl asses.
The | SDA master agreenent and the CSA cover all
asset cl asses sinultaneously between two | egal
entities. So therefore, it needs to be in a
separate pl ace.

Now, whether or not we have nultiple
repositories that have this information, that
coul d becone inefficient and then you have to
figure out, well, which one does it go in and who
I s doing the reporting, which are other things
we'll figure out over tine. There are probably

advant ages when you start tal king about that, at
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| east for the | arge players, to have |arge players
put their entire portfolio in it and not have, for
exanple, I'mgoing to use Gol dman because Meli ssa
Is sitting next to ne. |f Mrgan has -- if one
Morgan entity has a portfolio with Goldman to say
that Morgan is always going to be reporting it
actually probably makes sone sense for both of us
to report it fromour vantage poi nt because that
actually provides with the biggest players sone
useful information to you about whether or not
we're val uing those portfolios roughly the sane.

MR. TAYLOR No, | have had prudenti al
regulators say to ne it's interesting, it's useful
to know that AIG just to take a random exanpl e,
thinks this collateral is worth, you know, $100
billion and the counterparty things it's worth $10
mllion.

MR. MAGNUS: Thing that that I would --
and | would absolutely agree with that. The ot her
thing that | would say is the biggest issue that
we had around transparency with that situation was

the fact that there was a | ongstandi ng di spute of
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a very large size that was not transparent to the
supervisory community. As we told the -- as we
told the ODSG yesterday, we believe that we've
actually solved that through the commtnents
process of providing reporting of |arge disputes
on a regular basis to our prudential regulators.
At | east now they have the tools to identify that.
W al so have portfolio reconciliation and a few
other tools that are com ng out in your draft
regul ations also that would prevent that type of
Situation. But | absolutely agree that you woul d
want to see both sides of that if you can. And
obviously there are certain counterparties in the
market if I'"'mdealing with a smaller corporate,
for exanple, that probably would not be reporting
into that portfolio repository. |t probably
doesn't nmake sense to force themto do that to be
a player.

MR. TAYLOR Two follow up questions to
that. One of themis | take the point. | think I
t hought sone agreenent to this that this goes

across asset classes. And | think it's obvi ous
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that the statute at |east permts a repository for
a single asset class. | nean, it doesn't say that
repository can't do multiple asset classes but it
doesn't say it has to either. Does that suggest
then this really needs to be in a separate pl ace
as opposed to each SDR?

MR. MAGNUS: Again, to the point |
started to answer Irina's questionis it needs to
| ogi cally be separate fromthe asset class
repositories. | nean, if there was one uber
repository that we had globally that covered the
entire derivative world, that's a different story.
That's not going to happen under any scenario |
can think of.

So we're going to have asset cl ass
specific repositories. W'II|l probably have
multiple repositories in an asset class as we
start going international. But if a prudenti al
regul ator wants to see, and particularly a
system c reqgul ator wants to see what JP Morgan's
position is to any other counterparty, we should

be reporting that sonmewhere so that our prudenti al

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

295

10

11

12

13

14

15

16

17

18

19

20

21

22

regul ators can see that at a summary level. W
provide that information today by the way and they
have access to that information. They have to
cone to us to get it and they have regul ators and
supervisors onsite who go into our systens on a
regul ar basis to see that but if they want to see

It in aggregate then you need to report it

somewher e.

MR. PICKEL: | think that having the
repository -- I'mnot going to contradict ny
menbers here. |f they want to have it, they'l]|

build it, they'll make it, and they'll nmake it
available to the regulators. But ultimately, that
can't be any substitute for the prudenti al

regul ators really getting in there and
under st andi ng what the collateral positions are,
what the policies are. That's what | would get
back to. The repository may be a good first | ook
to see what the big picture issues are but if the
wor k' s not being done at the regulatory level in
the institutions, then the repository is not going

to be all that useful | don't think.
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MR. MAGNUS: And Basel Il actually
supports that because we have to actually do sone
fairly conpl ex exposure cal cul ati ons that take
i nto account all of this information in order to
produce ri sk graded asset requirenents under Basel
1. And our prudential regulators are the ones
who have to sign off on the nodels that we're
actually using. And so they are -- | can assure
you they are spending a huge anount of tine
di ggi ng through how those nodel s work and what
I nformation goes in the controls over those nodels
and everything else. So one would hope that we're
doing a reasonably good job calculating in a way
that the supervisory community is confortable with
so that the results that cone out of that would be
of use to the various regul atory bodies and we
woul d not try to replicate those cal cul ati ons
externally. But again, reporting it could add
value. And if you're going to want that
I nformation, | can understand nany reasons why you
m ght want to see it in a data store so you can

| ook across organi zations and not only see how
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much exposure JP Morgan naybe has to a particul ar
MSP or an end-user, but how nuch five other

deal ers have and see it in sone aggregated way.
That becones useful in a repository. But short of
that | would go with Bob's approach, which was the
prudential regul ation approach.

MR. TAYLOR Let ne ask all of you, are
you thinking that this information needs to sit at
| east in a separate system as opposed to, you
know, this is (inaudible) all the regul ator
assets?

SPEAKERS: Yes.

MR. PRITCHARD: Yeah, | think if I can
just go back to your original nultiple repository
guestion, | nean, in order for parties to agree
their exposure between each other which they then
subsequently collateralize, they submt that live
contract on a cross asset class basis to a single
venue, exposure nanagenent service, that then
reconcil es them

And secondly, as both Arthur and Melissa

al lude to, you know, collateral is not really
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nmeani ngful at the transaction or |ife contract
|l evel in OIC derivatives. |It's only really at the
relationship level. And so the fundanental, you
know, the trade repositories are at the trade
| evel and then this collateral or this exposure
view woul d then be at the relationship level. And
that would be -- there's sone advantages of that
because it, you know, as we've seen there are
multiple repositories and this would pre-aggregate
t hat .

M5. LEONOVA: May |? | didn't get
(i naudi bl e) discussions on Panel 4 and 5. Does it
nean that we want to ultimately track the naster
agreenent identifier rather than transaction
identifier itself and link all individual

positions (inaudible) naster agreenent?

MR. AXI LROD: | guess eventually but |
think you'd want -- I'msure this thing is going
to evolve but you need to stop right -- you need

to stop the bleeding. And you know, so far not
much of what we've been tal king about actually

affects the AIG type of situation which was the
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| ar gest single contributor of TOC derivatives to
the 2008 crisis. And this sort of thing does.
Right? |If you have -- if you have the positions
and if they get very concentrated, which neans
that the concentrated positions are sort of
domnating the portfolio, if you will, to relate
it back to the other discussion, the exotics are
now a | arge part of a systemically inportant
firms portfolio. The next thing you want to know
Is what's the valuation. Do parties agree and is
there collateral? And | guess the only -- the way
to do that is by having a separate coll ateral
reporting portfolio. | understand that
supervisors need to do their jobs, too, but I
agree. |I'msort of a belt and suspenders guy.
I"'mnot going to rely on one thing to prevent the
system from going under. Yes, it's very inportant
that prudential supervisors nmake sure that firns
do the type of risk nmanagenent they're supposed to
do but I'd also |like to have the suspenders as
sort of an early warning system And it's

posi tions concentration values collateral, and if
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you see those getting out of whack you've got a
probl em

MR WLL: | actually think --

M5. LEONOVA: |I'msorry. ON what |eve
are you tracking collateral? You have to tie it
to sonething. What are you tying it to?

MR AXILROD: Oh, you're tying it to the
portfolio because that's what the firns do. So,
but it's just going to be the case if you have --
if you' ve witten $80 billion in notional exposure
to nortgage securities and the rest of your
portfolio is, you know, $10, $20 billion, that's
going to drive your collateral requirenents. And
It's just because the firms position is very
concentrated. So you'll be able to -- it doesn't
have to all be tied together perfectly in a nice,
you know, in an all singing, all dancing nodel
base systemto get sone use out of that. | think
at a very rough |l evel you need the basic data.
And as | ong as you have the basic data, sone of
the things are just going to pop out at people.

And that's the stuff you'll get, you know, and
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that's likely to be the nost obvious stuff that's
going to create systemc risk. |[If there's stuff
you won't see unless you apply a very exotic,
fancy nodel, okay, so you'll mss it. Wat you
don't want to mss is this sinple, obvious stuff
that -- just sone basic informational sort of
throw in your face.

MR WLL: Irina, | actually think you
do need two new categories of identifier. One for
the master agreenent, one for the CSA

MR PRITCHARD: | think if it's hel pful,
Irina, in our exposure nmanagenent service, what
corresponds to the relationship nost directly is
an agreenent. That's -- when parties set up
sonething that they're going to resolve the
di spute over the exposure on, often the
relationship that they're nodeling there is an
agreenent, sone kind of collateral agreenent.

M5. GOLDVMAN:  Yeah, | nean, | would
agree with the points that you need to be able to
roll up your transactions under the appropriate

agreenent and then apply the appropriate
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collateral to that and sort of bring that
altogether. And | think you al so probably want
the ability to then | ook at, you know, maybe
separately the broader uncoll ateralized exposure

I n which case you m ght go back to the SDR to, you
know, to pull that using again a common identifier
to bring that picture together.

MR. MAGNUS: But the definition of an
agreenent in that particular instance, Raf, is
just the fact that, let's say Mdorgan and Gol dnman
agai n, using that exanple, have agreed that we
have an agreenent and we're telling you that
there's an agreenent there. [It's an | SDA Master
and you don't have any other information about
t hat agreenent.

MR. PRI TCHARD:. Correct, yeah. For the
avoi dance of that, that is true.

MR. MAGNUS:. Yeah. And, you know, the
m ni mal anount of agreenent you need to know is
this particular Mdrgan entity, this particul ar
Gol dman entity, this is the agreenent nane and

this was the date it was execut ed.
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MR. PRITCHARD: Yeah, | was just saying
that's what it corresponds to.

MR MAGNUS: Yes.

MR. PRI TCHARD: W don't have any data
about it.

MR MAGNUS: Right. And that's the
i nportant thing. And that is how we actually pul
portfolios together today, and that does work.

MR. TRQZZO  You know, again, if you
| ook at it you're going to have, you know, we're
going to take, w thout nentioning nanes, say
Counterparty A, Counterparty B. Their whole
portfolio is going to be spread across the
relative SDRs. Whether there's nmultiple SDRs in
an asset class or one in each. But they're spread
across asset classes and nultiple SDRS. kay, so
first of all, the first step is you've got to find
sonme nechanismand rule to net those. That's
driven by an agreenent. ay? So there has to be
sone connection there. | agree with Arthur that
this gets very (inaudible). It takes years to

build. No doubt about that. But maybe there is
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sone phase-in approach or first |ayers.

M5. LEONOVA: (kay, what is a phase-in
approach? That's what we're trying to get out of
you.

MR. TRQZZO We'Il conme back. But you
have to connect those because there's been sone
di scussi on on whether -- | think you need not only
the transactions with the SDR and sone rules too
net those which are driven by the naster
agreenents so you're going to need sonething from
there. And it wll then connect to a CSA which
shoul d be housed in a separate warehouse. That's
what we all agree. You need all those pieces.

Wthout all those pieces, regardl ess of whatever

phased-in tinefranme it is, you will not have your
counterparty credit exposure. You will not have a
feel of systemc risk. So you need themall. And

t he phase, you know, how do you phase it in? You
know, that starts getting into sonme of the other
poi nts bel ow regarding the technol ogy and
timefranes.

MR WLL: | think you could have
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actually parallel phased approaches for the CSAs
end also. | know |I'mtouching on ground I
shouldn't really go to in terns of nmaster
agreenents, but the naster agreenents.

MR. AXILROD: Can | just very quickly,
in terns of phasing in, | know you sort of want to
have the roadmap of where you're going but | think
totry to figure out what the end state is going
to look like nowis just going to get people sort
of running around in circles. And | would say,
| ook, this is the nost inportant thing is that we
need to get done in the next year, you know,
before year end or the first half of 2012. And
just fair warning, by the way, another shoe is
going to drop but we need to get sone -- we need
to get sone experience with this. And | would say
gi ven, you know, the industry is just now trying
to deal with -- because they've been dealing wth
SEFs and cl earing and everything else. They're
just now sort of waking up to, oh, we've got all
these reporting requirenents and it's a big

technical challenge. And they'll do it. | nean,
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everyone's determned to do it but it's a
technical challenge to get it done. So | think
for really through the mddle of 2012, if you can
focus on getting accurate trade data into the
repositories and accurate data around, you know,
collateral collected under CSAs into another
repository, that's going to be very difficult to
do but that wll be a huge step forward in terns
of , you know, regulators' ability to oversee the
mar kets and their counterparties. And | think a
| ot of good would cone of that.

MR. TAYLOR Let ne ask, | think you all
are envi sioning, and, you know, Bob is sitting
here on behalf of his nenbers and a couple of the
nmenbers are here, you know, who will have to do a
| ot of reporting, counterparty reporting. It
sounds as though this vision would nean we are
adding a reporting streamfor the reporting
counterparty. You have to report the transaction
data, you know, that's required for the swap to an
SDR and you have to report to sone collateral SDR

let's call it, collateral information. Am1l right
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that's what you're envisioning and can that be
done?

MR, MAGNUS: Well, 1'd actually take a
slight step back. Again, | use the words
"collateral” and "valuation repository” originally
and intentionally because what you're | ooking at
I s the exposure under -- is the master agreenent
or any other naster agreenent. And first of all,
not everything is collateralized under it, so the
first question that you want to ask yourself if
you're |l ooking at systemc risk is what is the
exposure, you know, that JP Morgan has to AIGif
AlG were to default? 1'lIl use AIG as an exanpl e.
If we did SpotFX with themor we do certain
transactions with themthat are not covered by the
CSA, they would never be in a portfolio just
| ooking at collateral or the collateralized risk.
So that's sort of one piece of it.

So what you really want to understand is
what is our exposure to the counterparty, that's
question nunber one. And then what is the anount

of exposure under the CSA and what is the val ue of
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the collateral against it? You nay additionally
want the -- what is that collateral nmade up of, so
you can | ook for other concentrations and things
like that in the collateral, which, to ne, that's
a second order. Let's just get the first bit |
just said first.

The linkages is going to be sone kind of
a portfolio identifier, which will link to a |egal
agreenent. But we have to be careful what [ egal
agreenent we do and we want to keep it very, very
sinple inits initial incarnation. But the reason
why we're recommending this is as a practical
response to what you have in the NPR where you're
asking for valuation of collateral data because
you believe you need that for your supervisory
functions. And what we're suggesting is we woul d
rather do it that way in a single repository where
we can give you it on a portfolio level, which is
a |logical way to make sense of it, than a
transactional |evel where we would only be able to
do it arbitrarily and we can't provide that

information in a useful manner. So to us, we're
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trying to help you get to a solution that we think
Is a practical solution to achieve what you want,
but we're also trying to say yeah, but don't nake
us give you information at a transactional |evel

t hat doesn't nmake sense.

M5. LEONOVA: (kay, going to portfolio
| evel data, do you propose universal reporting of
the portfolio level or only on the |evels for
deal ers and MSPs?

MR. MAGNUS: |'msorry, when you say as
a swap dealer would we have to report on all our
counterparties or are you saying --

M5. LEONOVA: No, |'msaying --

MR. MAGNUS. -- everybody who plays in
t he mar ket ?

M5. LEONOVA: You're here tal ki ng about
portfolio valuation, (inaudible) house, whatever
we are calling it right now Are we tal king about
uni versal reporting requirenent of all
counterparties or are we tal king about reporting
requi renments inposed only on swap deal ers and NMSPs

who actually have | arge portfolio exposures --
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MR. MAGNUS: | would certainly reconmend
that only sophisticated players would be able to
do that. Many of the smaller players rely on
their dealers to actually provide that information
to them anyway, and to i npose on that portion of
the market the technical requirenent that they go
and provide that doesn't, to ne, feel like it
makes a | ot of sense. | would --

M5. LEONOVA: How nuch market do you
believe it can recover?

MR, MAGNUS: Well, we -- if you get --

I f nost of the deals today are between a swap
deal er and ot her players in the marketpl ace,
there's very little -- there's very few deal s that
' maware of between -- and maybe Bob has industry
data that | don't have privilege to, between let's
say in between MSPs or between MSPs and end users
by using your definition.

MR, AXI LROD: Qutside of commoditi es.

MR. MAGNUS: Qutside of commodities.

And again, |I'mtalking derivative transacti ons,

not physical. So even comodities | would argue
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t hat, when you tal k about derivatives, they're
general |y between executing brokers or dealers.

So | think if you had the deal ers doi ng
the reporting, you would capture the vast mpjority
of the transactional data, nost of the risk. |If
you di scover through the trade repositories, which
wi Il have all of the transactions and all the
positions that parties have, that there are
pl ayers who are doing deals with each ot her that
are not reporting to this portfolio |evel
col l ateral and valuation repository, then | woul d
suggest they m ght be nore system c than they've
|l et on to. Maybe they should be registered as an
MSP, and that's a different dial ogue which you as
a prudential regulator can go and have a
conversation with that about.

MR. TAYLOR Let nme do a followup to
that. Are you all suggesting, you know, as part
of the continuation data that we wanted to get
over the existence of a swap, we were asking for
val uati on data, are you suggesting that all of

t hat val uation data reporting ought to go into
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this collateral SDR rather than into the regular
SDR, if I may call it that? You know, unpack
that. And then you mght also talk about, | nean,
you know, the statute has this setup where one
counterparty reports, it's not two. And | heard
you all saying, you know, it'd be nice to know the
vi ew of each counterparty about what the
collateral is worth. How do we deal with that?

MR. PI CKEL: Yeah.

MR. TAYLOR  Go ahead, Bob.

MR, PICKEL: Well, | was going to say
that | think, you know, realistically, you know,
once the trades are on, they're bei ng managed, as
we' ve tal ked before, as part of a portfolio, so it
really is this portfolio |evel information.
Because you're going to have thousands of trades
potentially underneath the naster agreenent,
governed by the nmaster agreenent, and they're all
going to be, you know, fluctuating in value based
on market prices versus the price of the contract.
You're going to be | ooking at your exposure across

all those on a netted basis. You're going to be

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

313

10

11

12

13

14

15

16

17

18

19

20

21

22

calling for collateral on that basis. So, yes,
actually I think it probably is far nore rel evant
to be looking at that valuation at that |evel than
to be valuing every single contract as
cont enpl at ed.

MR. PRITCHARD: And | think, you know,
fromthe current industry practice, a huge anount
of the industry is currently conparing their
exposure and reconciling their values of the |ive
contracts. If, you know, we are piloting sone
parties who want to reconcile the collateral held
In respect to that is a newer addition to that
service. But we're seeing 6 mllion live
contracts on a reqular basis being -- having their
val ues reconciled centrally.

MR WLL: | guess what woul d be
I nteresting actually is to see whether the parties
agree in terns of the events that trigger the
obligation to post collateral (inaudible). |
nean, it's sonething that doesn't happen in the
| egal agreenent area, so to speak. Wth confirns,

you know, you have a reconciliation agreenent
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bet ween the parties, but currently you have --
there's not very nuch translation of the text into
data, so it's very difficult for the parties to
actually reconcile their particular views.

MR. AXILROD: | guess | would take -- |
know |I' m owned by the conmunity generally, not the
banks, but the banks, the investnent managers, and
so forth and so on, and the custodi ans, but ||
risk taking a sonewhat contrarian view. |'mjust
going to note that it's not incoherent to report
trade | evel valuations or position |evel
valuations, if you wll. That's not incoherent.
You know, i ndividual positions are val ued.

There's a ot of themand, as Raf noted, a | ot of
peopl e report them anyway to vari ous service
providers. Banks report themto their custoners,
so forth, and so on.

You can't deal with collateral that way
because collateral relates only to the entire
portfolio. So let ne just leave it there. It's
certainly possible to, you know, sort of report

mar ket -t o- mar ket for each position that's in a
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repository. | think there's a |lot of use for it.
| don't know how -- |'ll let others address, you
know, whether that should be phase one or phase
t wo.

M5. LEONOVA: |If | may foll ow up on your
coments. So before you nentioned that when there
is a difference between coll ateral and net
exposures, then we have a problem |If you do a
de-eval uation on a transactional level, what is
the margin of error when we start to pull it all
t oget her that gets exposure?

MR. AXILROD: Well, | was going to say,
you know, you've got the exact sane problemwth
cleared transactions, right? Ceared transactions
are valued daily, but the initial margin is
collected on a portfolio basis. It's the sane
thing. And if you want to start | ooking, when you
see sonething alarmng, the first thing you're
going to ask yourself -- and you can either call
soneone up or it could be right at your fingertips
-- is, wait, there's a big disparity between the

portfolio value and the anmpbunt of collateral. The
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first thing you want to look at is what's making
up the portfolio and what's the value of the
pi eces of the portfolio?

MR. TROZZO | would just comment that
-- this is Pat Trozzo fromReval. |f you just
| ook at and have data reported on the portfolio
| evel, yes, collateral, | agree, is posted on a
portfolio level. But then the Conm ssion or the
users of this information would | ose sone dat a,
woul d | ose sone information. You talk about, you
know, for an exanple | ooking at potentially
concentrations. Wat caused this net exposure?
You might find in many cases you could have 1, 000
transacti ons between 2 dealers and you m ght find
sone small fraction of those make up 90 percent of
t he exposure. You would lose that if you don't
have it on a trade-by-trade basis.

MR. TAYLOR So | think | hear you all
saying | eave the transaction |evel val uation
reporting that we asked for, add coll ateral
reporting to a coll ateral SDR

MR. PRI TCHARD: Because one opportunity
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there, David, is that you can cross-check between
the two. You could see sone of the exposures at
the transaction | evel and see the alleged total
exposure on the relationship |evel.

MR. MAGNUS:. | think, again, you have to
| ook at holistically how all these different rules
fit together. And the way the SDRs are being
defined is they're one-sided reporting, not
two-sided reporting, the way we report to you
today, Raf. And so the valuation -- and there's
anot her NPR out there on portfolio reconciliation
whi ch the industry very nuch supports. W've been
pushing portfolio reconciliation for a while to
get at the disputes that underlie that.

W vol unteered and we have al ready
delivered informati on to supervisors where there
are disputes in our portfolio. The regulations
w Il probably require us to do nore reporting on
that. Qur prudential regulators are going to be
checking that we are capturing that information
because it's now enshrined in Basel Il1l1. So

there's a whole bunch -- a panoply of things to
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make sure that these portfolios are accurate and
tie-up. The question is what are you | ooking for?

And | want to be careful when you talk
about collateral, Peter. There's the exposure,

t he net exposure, between two parties on a total
portfolio basis. There is the gross
collateralized exposure, i.e., the exposure |
woul d have to you, Peter, wthout any credit
support. And then there's the anount of
col l ateral supporting that agreenent. And there
may be a difference because of things in the

agr eenent or what not.

The point you're naking, which I think
Is really the valid one, banks take risks every
day. That is what we're in the business of doing.
The question is, are we controlling those risks?
Are we managing it well?

And a certain amount of risk is okay and
you want to have the infornmation available to
prudential regulators so they ask the right
questions. Had this type of reporting that we

have today w thout these repositories been in
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pl ace back a couple of years ago, the prudenti al
regul ators woul d have said, ny god, you have a
huge exposure to AIG tell us nore about it. And
we woul d have had a very interesting conversation
and they woul d have started | earning all Kkinds of
I nteresting things that they wouldn't have been
very happy with. And they woul d have had nuch
nore visibility on that |ong before it becane a
headl i ne.

So I'min total support, but |I'm not
sure you necessarily want that market-to-narket
I nformation on a transactional basis. | don't
think you need it. | do think we do need to do
reconciliations of portfolios, which we are doing
and the industry supports. And | think the nost
| nportant thing you need to |look at from a
system c point of view are the big nunbers and use
that to drive the conversations that you have wth

the entities that you're regul ating.

MR. AXILROD: | guess it depends on how
qui ck a reaction that you want, right? | think
that, you know, the nore -- if it's not too hard

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

320

10

11

12

13

14

15

16

17

18

19

20

21

22

to provide those marks, and it nmust not be because
you' re providi ng themtoday, you know, | guess the
guestion is, that information could be val uable
because you could relate it to, you know,
concentrated positions or so forth. And | guess,
you know, whether you need it or not, it's likely
to be a building block to sonething el se, naybe
you could do it later. Al I'msaying is it's not
I ncoherent to ask for it at the position |evel.

M5. GOLDVMAN:  Yeah. The only thing |
woul d argue is, you know, to the extent that it

ends up bei ng needed based on sort of triggering

MR. AXI LROD: Yeabh.

M5. GOLDMAN. -- a conversation that
that information should be deened readily
avai | abl e, you know, to the regul ators upon, you
know, an inquiry, so.

MR. AXI LROD: Yeabh.

MR WLL: Are you saying that they have
to come to you or you go to themwth the

I nformati on?
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M5. GOLDMAN: It would be themcomng to
us.

MR WLL: Ckay.

MR. MAGNUS: We go to our regulators
every day and give themtons of reports about our
positions, our |arge positions, and a whol e bunch
of other reports that our prudential regulators
get on our credit exposures. So they have that
I nformati on avail abl e.

MR WLL: And I think what's
Interesting here is there's nuch tal k about
exposure, but what |I'mparticularly concerned
about having been a | awer is potential exposure.
You know, what's actually going to happen just
around the corner? You as regulators really need
to decide what |evel of interest you have in that.

MR TROZZG Well, if | may, that's what
| was trying to conment on before, defining what
you nean by | ooking at and nonitoring and
nmeasuri ng systemic risk. Wat is being put
forward currently in the rules is can it lead to a

nmeasure and nonitoring of systemc risks? But as
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it's witten right nowit's limting to current
exposure and not saying sonething |like "potenti al
future exposure" or sone other nmethod. Not that
"' m necessarily saying you have to do that, but it
Is -- right now you are limted to one specific
form

MR, MAGNUS: But | would just -- again,
"' mnot sure Dodd-Frank actually suggests that we
woul d be required to report potential exposure of
t hese data stores. W do calculate it, we do
provide that information to our prudenti al
regul ators already in nunerous fornms and it is
revi ewed again as part of our capital
cal cul ati ons.

MR. AXILROD: No, Arthur, | agree. And,
again, |I'mnot suggesting it. Al |'mjust
pointing out, as currently witten, you are
limted to this one formof exposure. That's all
' m sayi ng.

MR. PICKEL: And | would get back, |
nmean, | don't know the -- what people here may

nmean by "potential future exposure,” that, you
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know, typically in the Basel context neans sone
estimation of how prospective market price
fluctuations may affect your exposure. Mke's
tal ki ng about, you know, what's enbedded in the
contract that given circunstances m ght, you know,

spring to present an issue. And there | think

it's inportant for -- again, | get back to the
prudential regulators. |It's inportant for themto
understand and to grill, frankly, their regul ated

entity, where do you have these types of triggers?
Where do they exist? W are they -- which
counterparties are they wwth? Were are these
areas of potential concern? So that the
regulator's alerted to where those things m ght
pop up in the future.

MR WLL: | would prefer instead of the

term"grill," perhaps "learning." (Laughter) I
mean, a serious point here, there is actually a
| ot of expertise available around this table in
ternms of risk nmanagenent, et cetera, and | would

encourage you to learn as nuch as you can from

everybody here and also fromthe law firns,
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frankly, because they're | ooking at these as users
as well.

MR, PICKEL: | nean grill. (Laughter)

MR. TAYLOR Let nme ask one nore
question as quickly as we can about coll ateral
war ehouse, and then just have to ignore the other
horse. We'Ill shift over to master agreenents
bef ore we're done here.

This was the [ast question on the |ist,
but in this picture of a collateral SDR that we
have begun to tal k about, are you all envi sioning
that it's doing anything nore than having a
war ehouse function wth this data? And then the
question was, if there's nore, does that transform
t hat warehouse into sone sort of SRO?

M5. GOLDMAN: | would just say | think
part of the reason why we're kind of labeling it
as opposed to a "warehouse," a "repository" is
because the expectation that it's not doing a
whol e | ot nore than just the sourcing of that --

MR. TAYLOR  Ckay.

M5. GOLDMAN: -- and just the ability to
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aggregate, you know, across the bal ances that end
up being in there.

MR. TAYLOR So you're not seeing it as
an SRO

M5. GOLDVMAN:  Ri ght.

MR. TAYLOR It's just the data's there
and the regulators can't use it.

M5. GOLDVAN:  Yes.

MR. AXILROD: | would say no. You know,
it's there. |It's going to be a big task to get it
t here.

MR MAGNUS: | also think there are
enough system ¢ and prudential regulators and, for
that matter, as we do push-out under Dodd- Frank,
there'll be other SROs and ot her bodies who w |l
be | ooking at that data and have an interest in
that data, who will | ook for concentrations and
ot her issues that they mght find in that data.

So | certainly would not suggest that the
repository -- and | woul d pl ease encourage you to
change the term nol ogy and not use the term

"war ehouse" and use the term"repository.” And |
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woul d al so suggest that you don't just call it
"collateral." What we're really talking about is
"exposure and col lateral"™ or "valuation and
collateral" or sonething along those |ines because
it is nore than just collateral information that
we' re suggesting you put in there.

MR. TAYLOR Al right. Let's shift the
di scussion -- we have a bit of tine left -- to the
mast er agreenent issue. Should there be a naster
agreenent |ibrary of sone sort? How should we
handl e -- you know, what information about naster
agreenents do we need and how should we get it?

MR WLL: Lots. I think it's critical

that we do actually have a master agreenent

library. W'Il cone on to whether it actually
shoul d be conbined with a collateral library. But
the master -- credit report agreenents and

confirmations constitute a single agreenent. And
we're comng up to the Gscars, so I'mgoing to
give you a very interesting anal ogy here.

In many ways, an | SDA relationship is

| i ke a Hol |l ywood novie. It has a script, it goes
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t hrough many drafts, it gets heavily negoti at ed.
There's a cast of characters, and there's one or
nore events that can place these characters into

j eopardy and, of course, there are consequences
that flow fromthese events. So let's take a | ook
at the cast of characters. |It's nore than just
the party executing the contract that you need to
be concerned about. | characterize these guys
really as the parties in the |eading role.

There are characters in a supporting
role that can actually trigger a default or sone
kind of event in relation to the master agreenent.
These m ght be a credit support provider, a
guarant or, or soneone providing a form of
security. And also this category known as
"specified entities." These are third-party
entities, frequently established in different
jurisdictions, whose fortunes are cl osely
correlated to those of the contracting party
itself. Now, there m ght be no specified entities
for a particular agreenent, but there can be

sonetinmes four or five specified entities and it
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can go even broader to all affiliates. So if
you're a large organization it mght that a
default on paynent of a bond will trigger sone
pretty significant consequences for you in terns
of the nmaster agreenent.

The point to take away here is the
rel ationship of necessity establishes a conpl ex
web of interconnectedness that can extend to
entities other than the contracting parties. So
If you're going to effectively nonitor systemc
ri sk, then you need to know with a great deal of
specificity for any given rel ationship precisely
who is connected to whom Access to naster
agreenent data wll provide that particul ar aspect
of transparency.

MR. PICKEL: | guess |'d have to say |
agree wth everything that M ke says and |
di sagree with his conclusion. | don't know -- |
don't see why the need for all that information --
and it is very inportant information and every one
of these institutions who engages in derivatives

activity ought to be charged with nmaking sure that
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t hey have that information, they understand all

those details, but | just don't see why that has
to be put into sone central repository. | don't
know what that gains the system | don't know

whet her that gains the CFTC in its oversight. But
certainly, again, grill or hold people to the
charge, they need to have that information and
they need to be able to access it and they need to
use tools that may be available to themto
facilitate the access to that information. | just
don't see why that |eads -- the need for that

| eads to a central data repository of master

agr eenents.

MR WLL: | nean -- sorry. There's
currently a proposal for an affiliate's database
that's going to be accessible, | believe, on a
private basis. |If you maintain that affiliate's
dat abase, if everybody has to report all their
affiliations, then you mght actually get an
| naccurate picture because you may assune that
everybody is associated with a particular naster

agreenent when, in fact, it's just a small subset
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of entities that are associated with that
particular master agreenent. So if you really
want to understand who's connected to who, | think
you do need to go to that level. But | do take
Bob's point about the effort involved in that.

MR. TAYLOR Since there are two views
about that let's explore a little bit. If we need
I nformati on about naster agreenents, but we assune
for the nonent in arguendo that it's too costly,
too burdensone to put it all into sone naster
agreenent SDR, how do we get that information?
Does master agreenent information sonehow need to
flowinto a regular SDR with the transaction
I nformati on or what?

MR AXILROD: | would say no to flow ng
that in. That's even harder, | think, to have it
flowin with the trade information. Because
typically today, the way trade information works
when it's submtted to a repository or a confirm
engine is that one agreenent is referred to,
sonetines it a master confirmati on agreenent,

sonetines it's a naster confirm it's whatever the
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| onest | evel master agreenent is. That agreenent
actually refers then to -- you can chain then
t hrough agreenents to find all of them

But | guess | agree that, you know, when
you want -- when sonething else is ringing an
alarmbell -- you want a pretty good basic alarm
system -- when sonething else is ringing the alarm
bell, you know, the market participants should be
able at a nonent's notice to tell you here's how
It works.

MR. PICKEL: And, again, | think that
that's certainly true, you know. The question's
whet her that's a before the fact or an after the
fact -- or not the fact, but is there a way to get
that informati on when you need it? And do you
rely on the fact that you're regul ating these
entities and you've got requirenents for themto
have the procedures in place, to understand what
their exposures are, and have the details that
they coul d access readily, quickly when you ask
themfor it about what their contractual

arrangenents are”?
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M5. LEONOVA: So say it's nice to have,
but it's not critical.

MR. PRITCHARD: Yeah. As a repository,
| think, to agree with Peter, we wouldn't see
ourselves as a great channel for you to receive
master agreenent information. | nean, as Melissa
characterized it as an exotic, it's very hard to
summari ze sort of the primary terns of a master
agreenent. You either have the detail or you have
nothing at all. And as a repository it's kind of
far fromwhat we're nmanagi ng.

MR. TROZZG But | would think at |east
at a mninmum/|level, you know, one of the first
keys of the agreenent is to decide with all this
data across the various SDRs between two
counterparties is it netables and not netabl es?
What is netables? Those little first |evel
definitions are in the agreenent. So at a m ni num
you need that, so you have a roadmap to deci de
what do you -- and it's tracked agai nst each
ot her.

MR. MAGNUS: But, again, we're providing
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the portfolio | evel netting --

MR. TRQZZO  Well, that's assumng if
you provide it on portfolio |evel.

MR, MAGNUS: Well, but I"'magoing to
assunme that they're going to do that because while
a master agreenent nmay specify the netting that is
theoretically allowed in the event of bankruptcy
of a counterparty, it wll only be if the
bankruptcy regine in that country allows it that
It happens. So one of the other factors, for
exanple, that a firmlike mne uses is we have
confidence factors around both the ability to
perfect a security interest in collateral and the
netting opinions for different jurisdictions. And
when we have nultijurisdictional agreenents, which
we do frequently with certain types of
counterparties --

M5. LEONOVA: Arthur, may | clarify? So
what you're saying is that your portfolio exposure
already is kind of having built-in netting
arrangenents that are in (inaudible)?

MR MAGNUS: Yes, we've done the math
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for you taking into factors that are both in the
agreenent and our business judgnent or our | egal
j udgnment and the | egal opinions that would all ow
us to mani pul ate that data.

MR. TRQZZO. But then --

M5. LEONOVA: And what nmkes you think
that you're right?

MR, MAGNUS: Well, one, we are
supervi sed and these cal cul ati ons and what not are
revi ewed on nunerous bases. Many of the | egal
opi ni ons have actually been reviewed and are built
by the industry by law firns around the world and
are put together by ISDA. But as any of the
| awyers in this roomwould probably tell ne,
nothing in lawis absolutely certain until it gets
before a judge, which is why we | ook at data on
both a net and a gross basis.

MR. TAYLOR And if you think it's
certain then, you' re snoking sonething.
(Laught er)

MR. MAGNUS: That's al so true.

MR. TRQZZO. True. But if |I -- again, |
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think we're mxing alittle two different things
her e.

MR MAGNUS: Yeah.

MR. TROZZO | agree. |If the rules
state that you're reporting valuations on a net
portfolio basis between two counterparties,
whoever the reporting counterparty is, reporting
entity, then that's fine. But if you -- within
the rules right now, you're reporting valuations
on an individual transaction basis. So if that
stands, you need to have sone roadmap of deci ding
what you add and what you subtract. And that's
the only point 1I'll nake.

MR WLL: | nean, there's actually an
| nportant point here is the existence of a nmaster
agreenent in the CSA doesn't necessarily nean that
that agreenent's going to be enforceable. So if
you want to add an extra |ayer of conplexity here,
you actually start to have to go and | ook at | egal
opi ni ons, sonething very close to ny heart.

MR. AXILROD: Yeah. | nean, you can

sort of imagine a process that m ght work over
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time. | nean, if these CSAs are standardi zed
enough and they're enough accepted | egal opinions,
right, CCPs in sonme jurisdictions are in the sane
pl ace as nornmal counterparties. In the US.,
they're not -- they all have to get opinions sort
of for each jurisdiction that their counterparties
are in. Al the banks get opinions wth respect
to each jurisdiction that their counterparties are
in. A lot of these are published. So if you get
to sort of, you know, a set of standard CSA
positions and standard sort of jurisdictions in
which we're not too worried about cl oseout risk
and the courts won't allow you to net, then
there's sonet hing useful in understandi ng where,
due to sone relation or other, sonebody isn't
followng that standard. |It's a good client of
mne; I'mnot following the standard. |'mtalking
off the top of ny head, but | think it requires a
| ot nore information gathering even to know how
you coul d nmake this useful.

MR. PICKEL: | would point out we have a

very good nodel for this. [It's the Basel process.
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In the early 1990s, they recogni zed cl oseout
netting under the | SDA contract -- well, not the
| SDA contract, under an industry naster agreenent,
so long as there were | egal opinions obtained and
updat ed annually. And we've provided access to
t hose opinions to many regul ators around the
wor | d; happy to do so with the CFTC and the SEC.
But the regulators rely on the banks to do the
anal ysis on the | egal opinions subject to the
regul ators agai n questioning them probing them
grilling them and asking themwhy they feel in
that particular circunstance, wth that
counterparty and that jurisdiction, they feel that
that opinion is of a sufficient |evel of certainty
that they can net. So that process has worked.
And, | think, let's reflect on the fact
t hat whatever the situation with AIG was, this
architecture is there, it wrks. Yes, there are
questions in terns of making sure that you' ve got
the I egal opinions. And we're happy to, you know,
work with the Comm ssions to hel p them understand

what exists and how it has worked very well and
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how it can work, you know, well|l under the new

structure going forward.

But | think if we start -- Mke, if we
start saying, well, you know, the agreenent m ght
be, you know, subject to -- you got to -- it nmay

be subject to question until you get all these

| egal opinions, that's all built in already.

Let's not suggest that there's sone question as to
the enforceability of these contracts. O herw se,

we' ve got a serious, serious problemhere, M Kke.

MR WLL: |'mnot saying that, Bob.
Believe ne, |I'mnot saying that.
MR, PICKEL: |'msure you're not because

you' ve worked too closely with us over the years.

MR WLL: Yes. No, absolutely, and |
desi gned - -

MR. PICKEL: But let's not suggest that
there's sonme doubt.

MR WLL: No, |I"mnot doing that.

MR. TAYLOR It's -- I'mtrying nostly
just to ask questions, but let's put it this way:

If you assune for a mnute -- and | do -- if you
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| ook at the recordkeeping rules, basically they
say you have to keep records of anything that has
anything to do wth your business in swaps, and
you have to be able to produce them when asked --
a fair enough sunmary -- that woul d nean naster
agreenents are available to regulators for the
asking if sonething else says to them gee, we
need to go |l ook at this naster agreenent. Does
that sound satisfactory to you all as opposed to
getting themall in a warehouse sonewhere?

MR. MAGNUS: Yes. | would say yes and |
woul d say we actually have those requirenent today
because there are other rules, at |east for
deal ers, that require us to keep docunents and
what not for periods of tine. And so we have them
and we do produce them for our prudenti al
regul ators today and we could product them for
you.

MR WLL: | should say that'l|l be a |ot
of pages that you'll have to review, so you won't
be able to access the data i mediately. And the

one thing you mght want to think about is if
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you're dealing with a dealer in distress, for
exanpl e, and you have to cone in and reqgul ate that
particular entity, you're going to be reading a

| ot of paper. It mght be better to have the data
avai l able even if it's not reported to you in that
particul ar circunstance.

M5. GOLDMAN:.  Yeah, | would just add
you're reading the data and then you're
I nterpreting the | anguage as well in terns of, you
know, what the representation neans.

MR. TAYLOR  Maybe we'll send the
prudential regul ators.

We've bled a little bit into our QA
time, which, again, I don't mnd because it's not
an active question- asking audience. But | wll
say if anyone's got any questions for this panel
or that you' d like us to kick around, please feel
free to cone to a mc. There are a couple out
there. Anyone?

|s there nore?

M5. LEONOVA: kay. Any final comments?

Any burning issues that you want to utter right
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now? O course, Mke, you have it. (Laughter)

MR, WLL: Actually -- | apologize. |
al ways have to have the last word. What | woul d
actually like to just pose is whether it actually
woul d be a good idea to conbine the coll ateral
war ehouse with the nmaster agreenent warehouse. |
personally think that in certain circunstances the
credit support agreenent is actually deened to be
part of the nmaster agreenent, and consideration
shoul d be given to actually nerging the functions
t oget her.

MR. TROZZO | agr ee.

MR. MAGNUS: Again, | think there are
terns that are in agreenents that are very hard to
gquantify and put in there, and so you'll never get
a conpl ete characterization that you can
standardi ze and put into a repository and know
that if you're looking at it in the repository
with the attributes that were specified, that you
have the correct interpretation and there isn't
sonething el se. These are bilateral contracts

bet ween people. And yes, they do follow a
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standardi zed tenplate, but they are allowed to --
and they do -- contain custom zed terns.

And | will tell you that one of the
several functions that | do at JP Morgan is | run
our credit risk mddle office and | support a | ot
of our credit executives. And the nonment a nane
gets into distress we have a procedure that we
follow And one of the first things we do is we
pull the master agreenents and get the |awers to
| ook it over to see what's init. And we do not
rely on the (inaudible) that we've done of that
agreenent because it's just too nmuch of a risk at
that nonment in tine when that event occurs to rely
on any interpretation that m ght have been done
t hree years ago.

So | think that the right approach --
and certainly at the onset of this so as not to
create a burden, and we have enough things that we
have to do -- is to focus on that which we have to
do, get the high-level information to sound the
alarmbells as a first step. And we can cone back

and we can explore with you, you know, when we're
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all alittle bit nore calmand not witing -- |
forget how many rules are being witten, and we're
| npl enmenting those rules. W can then go back and
calmy figure out what we want to do.

| also think, in a couple years, the
| andscape is going to |l ook very different than it
does today. There'll be a lot nore in the
clearing sector, which will be governed by nuch
nore standardi zed agreenents because of the very
nature of clearing than the bespoke agreenent.
And that mght yield different risks or different
things that we mght think are inportant. And so
we shouldn't junp the gun and do that.

| think we definitely have to recognize
that master agreenents exist; that's how we define
our portfolios. But beyond the existence of the
master agreenent, | think you need to rely on, in
a crisis, getting those naster agreenents and
require, you know, the prudential regulator firns
will ook at it. And there are technol ogies
avail able that, theoretically, look at this stuff

and get it in different ways. But | still think

Ander son Court Reporting -- 703-519-7180 -- www. ander sonreporting. net



Public Roundtable to D scuss Swap Data Recordkeepi ng & Reporting Requirenents Page:

344

10

11

12

13

14

15

16

17

18

19

20

21

22

nothing is going to change that in a crisis we're
going to have a | awer review the agreenent.

MR. TAYLOR | f nobody el se has anyt hi ng

substantive, | do have one thing I'd |ike to cl ose
with, and | address this -- there are people in
t he audi ence who are on panels and -- all of you

in the audience for that matter, but |
particularly address it to the panel. W've had
this conversation with a few people during the
breaks, but | just thought |I would enphasize it.
It seens so obvious to us, but you all may not
think of it this way.

The comrent period for our rule closes
on February 7, and the effect legally is that
after February 7 we go behind a curtain and we
can't talk to you anynore. So if there is any
| nput that you would like to give us beyond what
you' ve said here today, please send us comrent
letters. | nean, feel free. | nean, |I'm asking
for an increase in our workload, but it's going to
actually be very valuable. | nean, no matter how

valuable it is, after February 7 we can't get it,
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so | encourage you. You have positive/negative
comment s about, you know, any of the issues we've
t al ked about today, please do send things in.

MR WLL: Well, I, for one, now know
who the Wzard of Oz is.

MR TAYLOR |'msorry?

MR WLL: I, for one, now know who the
Wzard of Oz is.

MR. TAYLOR Pay no attention to the man
behi nd the curtain, yes.

M5. LEONOVA: Again, | thank you very
much for making this trip to Washington, D.C., in
such horrific weather. W greatly appreciate your
time and | ook forward to hearing fromyou again.

MR. TAYLOR  Thank you all.

(Wher eupon, at 4:55 p.m, the

PROCEEDI NGS wer e adj our ned.)

* * * * *
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|, Christine Allen, notary public in and
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thereafter reduced to print under ny direction;
that the witnesses were sworn to tell the truth
under penalty of perjury; that said transcript is a
true record of the testinony given by w tnesses;
that | am neither counsel for, related to, nor
enpl oyed by any of the parties to the action in
which this proceeding was call ed; and, furthernore,
that | amnot a relative or enpl oyee of any
attorney or counsel enployed by the parties hereto,
nor financially or otherwise interested in the

outcone of this action.

Notary Public, in and for the District of Colunbia

My Comm ssion Expires: January 14, 2013
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