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l. Introduction

BlackRock, Inc. (together with its affiliates, “BlackRock”)* respectfully submits its
comments to the Commodity Futures Trading Commission (the “CFTC” or
“Commission”) in response to the CFTC’s request for comment on proposed
governance requirements for derivatives clearing organizations (the “Proposal”).? We
commend the CFTC for advancing the work undertaken by the CCP Risk &
Governance Subcommittee (the “Subcommittee” of the Market Risk Advisory
Committee (“MRAC”) and moving to adopt many of the Subcommittee’s
recommendations on DCO governance through this Proposal.

BlackRock has long advocated for reforms to improve the resiliency of derivatives
clearing organizations (“DCOs”) and central counterparties (“CCPs”), including
reforms to initial margin calculations, default fund sizing, CCP capital contributions
to the default waterfall, disclosures, stress testing, non-default losses, and
governance practices. We believe that CCP governance structures should provide
market participants a forum to communicate their risk perspectives and for those
perspectives to be considered by the CCPs’ governing bodies and, where relevant,
their supervisory authorities. Indeed, we agree with Chair Behnam that “DCOs with
governance structures that embrace the diverse risk-based views of clearing
members and their clearing members’ customers will be better situated to refine
their risk management frameworks to withstand extreme but plausible market
conditionswhile promoting financial stability.”?

!BlackRockis one of the world’s leading asset management firms. We manage assetson
behalf of institutional and individual clients worldwide, across equity, fixed-income,
liquidity, real estate, alternatives, and multi-asset strategies. Our clientbaseincludes
pension plans, endowments, foundations, charities, officialinstitutions, insurers, and other
financial institutions, as well as individuals around the world.

2 See Governance Requirements forDerivatives Clearing Organizations, 87 Fed. Reg. 49,559
(Aug.11,2022).
3 See Opening Statement of Chairman Rostin Behnam forJul.27,2022 Open Meeting.
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BlackRock’s views on CCP governance structures are consistent with the objectives
ofthe DCO Core Principles (“Principles”).* Specifically, Principles O and Q providethe
following requirements:

DCO Core Principle O requiresa DCO to establish governance arrangements
that are transparent, fulfill public interest requirements, and permit the
consideration of the views of owners and participants.

DCO Core Principle Q requires a DCO to ensure that the composition of its
governing board orcommittee includes market participants.

We are pleased to see that the Proposal achieves the goals in Principle Q, and while
the Proposal is a meaningful step towards achieving the goals in Principle O, there
are additional elements which we believe should be included to truly achieve
alignment with the core principle. Many of these recommendations were presented
by the Subcommittee but were not agreed upon by all of the DCOs. We are
encouraged that the Commission is requesting comment on some of these issues,
and BlackRockappreciates the opportunitytocommenton the Proposal.

Il. Proposed Amendmentsto § 39.24(b)

A. Establishmentand Consultation of Risk Management Committees—839.24(b)(11)

We are supportive of the CFTC’s proposal to require DCOs to establish risk
committees that “appropriately reflect the legitimate interest of clearing members,
customers of clearing members,and otherrelevant stakeholders.” While many DCOs
doindeed havesome form of riskcommittee in place, the requirementtoincludeend-
user representation is an important addition as not all DCOs formally include end-
users at these fora. Additionally,specifying thatthe DCO’s board “should respondto
the substance of theinputitreceives ratherthan merely acknowledgingthe input was
received™ will bolster the effectiveness of risk management committees (“RMCs”)
and the board and will ultimately enhance marketresiliency.

However, we believe the Proposal overly emphasizes the board of directors’
responsibility toconsult with RMCs rather than requiring the managementteams,
who are developing,introducing,and managing newrisks to solicit and deliver
relevantinformationto the RMCs. In the absence of requiring the DCO to solicit
feedbackfrom the RMC,thereis a riskthat inputis only received from those entities
that have a seat onthe RMC. As discussed in further detail below,we suggestthe
DCOsleverage the market participantrisk advisory working groups (‘RWGs”) as a
forum to solicit feedbackand thatthe CFTC requirethe RWGsto share relevant
information with the RMC.

“As stated inthe Proposal, Section 5b(c)(2) of the Commaodity Exchange Act (CEA) sets
forth core principles withwhicha DCO must comply in order to be registered and to
maintainregistrationas aDCO (DCO Core Principles)(codified in 7 U.S.C. 7a-1). Part 39 of
the Commission’s regulations implementthe DCO Core Principles.

5 See 87 Fed. Reg at 49,560.



With respectto the Commission’s requestfor commenton § 39.24(b)(11) regarding
theintroduction of new products,we do not believe thata “new productshould be
categoricallytreated as a matterthat could materially affectthe DCO’srisk profile....”
We recognize the need forspeed and innovation in derivatives markets and respect
a principles-basedregulatory framework. Nevertheless,we recommend the
Commission considerguidelines thatwould force a new productto undergo
additional scrutinywhere appropriate. Aspects suchasnewand/orlimited pricing
sources, the addition of a new assetclass, or the introduction of exceedingly long
tenors are appropriate elementstoinclude inguidelines. Considerationshould be
giventoa modelwhere a DCO could itself underwrite new productintroductions as
the currentmodelallows the DCO to introduce newrevenue streams toits
shareholderswhile ultimately externalizing potential lossestoits members,and in
extreme cases, its members’clients.

B. Policiesand Procedures Governing RMC Consultation — §39.24(b)(11)(D)

We agree with the proposed rule provision to require DCOs to maintain policies and
procedures governing DCO consultationwith its RMCs, and to documentthe
activities of its RMCs. Additionally,we believe the Commission should require DCOs
to maintain minutes of RMC meetings. We believe thisisan importantelementto
“promote transparency,accountability,and predictability,and facilitate effective
oversightbythe Commissioninthis area.”

C. Representation of Clearing Members and Customers on RMC — §39.24(b)(1 1)(ii)

We strongly supportthe proposed provisionto adoptthe MRAC Subcommittee’s
recommendationthatan RMCinclude representatives from both clearing members
and customers of clearing members and believe itcloses a gap that had existed in
Core Principle Q as discussed above. In orderto ensure RMCs have a well -
balanced membership representing perspectives from differentbusinesstypesand
models,as well as a variety of large and small companies,we recommend further
specificsregarding composition of RMCs. For example,forend-usermembers,
DCOscould require that a minimum of X% initial marginis represented across a
minimum of Z participants, setting such parametersto ensure thata meaningful
level of risk is represented while preventingdominance by a handful of firms.
Balancing perspectivesisanimportantelementtoa successful RMC.

D. Rotation of RMC Membership— §39.24(b)(11)iii)

An optimal governance structure should include a requirementtoregularly rotate
those who govern, while balancing the expertise and value thatis gained through
experience. We believe the Commission should take a principles-basedapproach
by requiring DCOstoregularly rotate and staggerits RMC membership toensure
that the RMC provides the DCO with fresh perspectives,while allowing the specific
timelinestobe determined bythe DCO.

6 See 87 Fed. Reg. at 49561.



E. Establishmentof Risk Working Groups to Obtain Input —§39.24(b)(12)

We appreciate the proposed establishment of Risk Working Groups to “further
expand and diversify the information availabletoa DCO while making material risk
decisions and toexpand opportunities forthose with a stake in DCO risk
managementtoprovideinput.” Asdiscussed above,we see animportantrole for
RWGsinthe solicitation of memberand end-user perspectives. However,thereis no
proposed connection between the RWGs and the DCO’s key oversight bodies, the
RMC,and theboard. Forthe RWGto be effective at soliciting market feedback, we
recommend thatthe RMC berequired toconsiderthe feedbackobtained atthese
RWGs.

With respectto the suggestedcadence forthe RWG meetings,we believethat
requiring thatthe RWGs convene atleastquarterlyis overly prescriptive. Instead, we
believe abi-annualcadence with arequirementtoconvene more frequently when
warranted isa more reasonable expectation.

II. Proposed Amendments to —839.24(c)
A. Fitness StandardsforRMC Members —839.24(c)(1)

We agree with the Commission’s position and proposedrule torequire DCOs to
establish fitness standards forits RMC members. The material in frontof RMC
memberswill be fairly specializedand will require a certain level of experience and
skills.

B. Role of RMC Members as Independent Experts—839.24(c)(3)

We agree with the Commission’s discussioninthe Proposalto enable RMC
memberstoserve as independentriskexperts, ratherthan “be beholdentotheir
employers’ particularinterests noracting as fiduciaries forthe DCO.” The
Commission proposesto “require a DCO to maintain policies designed to enableits
RMC membersto provide independent,expertopinionsinthe form of risk-based
inputon all matters presented tothe RMC for consideration,and performtheir
dutiesina mannerthat supportsthe safety and efficiency of the DCO and the
stability of the broaderfinancial system.” In order to avoid any potential lack of
clarity, we recommend the Commission require DCOs tospecifyinthese policies
that RMC members would notbe serving asfiduciariestothe DCO, particularly
when acting as a fiduciary tothe DCO may conflict with the RMC’s objective of
supporting the stability of the broaderfinancial system.

V. Request for Comment

A. MarketParticipant Consultation Priorto Rule Change

The Commission hasrequested commentonwhetheritshould alsorequireaDCO
to consultwith a broad spectrum of market participants priorto submitting anyrule

change,if so, what constitutes a sufficiently broad spectrum of market participants,
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and how the DCOs should engage participants. Additionally,the Commission
requests commentonwhether DCOs should be requiredto provide the Commission
with a report of all opposing views.

Which rule changes?

Wethinkit would be impractical to require all rule changestobe subjecttoa
consultation requirementas manyrule changes are notlikelytoaffect the DCQO’s
risk profile. Instead,we recommend the Commission apply risk-based guidelines to
determine which rule changes should be socialized with market participants. Such
guidelines could include changes todefaultfund requirements,loss allocation
procedures,settlement procedures,governance and cash investment policies,
among manyotherrelevantriskrelated matters.

Furthermore,we believe that properly constituted RWGs and RMCs shouldrepresent
a broad spectrum of market participants and as such, consultations with these
groups satisfies the definition of a broad spectrum of market participants. Provided
thatthe RWGs and RMCs are so structured,we do notbelievethereisaneedfora
DCOto seekadditional marketinput.

How should opposing views be handled?

We believe there shouldbe arequirementforthe DCO toreportopposing views to
the Commission,though we recognize the needtofilteroutinsubstantial or
spurious comments. We thinkitis reasonabletorequire such opposing viewstobe
those thatare submitted in written form, as this removes the burden of
interpretation fromthe DCOs. Assumingthe RMCsand RWGs are the venueswhere
a DCO consults a broad spectrum of market participants, itshould notbe a burden
forthe DCOto respond backto these bodieswith the actions taken.

B. RMC MemberInformation Sharing with Firm to Obtain Expert Opinions

We are supportive of allowing RMC members to obtain feedbackfrom experts
withintheir memberfirms,subjectto relevantguardrails. While we are sympathetic
to the concerns regarding confidentiality of the information and therisk inherentin
its potential misuse,we believe there are mechanismsthatcan be employed to
mitigate thisrisk. Forexample,theindividualswhoare provided thisinformation
should be subjectto non-disclosure agreements and could perhaps berequired to
refrain from marketactivities for a set amountof time. For less market-sensitive
issues,the DCO could require market participantstodisclose the individuals with
whom the informationis shared.

Ultimately,therisk disciplinesthatareundera DCO board remit are numerous and
many are bestadvised by a variety of experienced professionals with unique skill
sets. The DCOwill benefitfromallowing its RMC members to consultwith their
own internal expertson issues such as market risk, counterparty risk, operational
risk, model risk and liquidity risk, among others.



We appreciate the Commission’s advancingthe MRAC Subcommittee
recommendations on DCO governance and look forward to continued progress
toward enhancing CCPresilience.

Eileen Kiely
Managing Director, Deputy Head of Counterparty Risk, Risk and Quantitative
Analysis

Samantha DeZur
Managing Director, Global Public Policy



