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Amendment No. 1 to SR-FICC-2024-003 

Fixed Income Clearing Corporation (“FICC”) is filing this partial amendment 
(“Amendment No. 1”) to SR-FICC-2024-003 (“Proposed Rule Change”), which was filed with 
the Securities and Exchange Commission (“Commission”) on February 27, 2024. 

The Proposed Rule Change consists of modifications to FICC’s Government Securities 
Division (“GSD”) Rulebook (“GSD Rules”) to (1) enhance the VaR Floor by incorporating a 
“Minimum Margin Amount” and (2) expand the application of the enhanced VaR Floor to 
include Margin Proxy, as described therein. 

In describing the below amendments to the Proposed Rule Change, FICC has marked 
bold, underlined text to represent language to be added, and bold, strikethrough text to 
represent language to be deleted, by this Amendment No. 1. 

*** 

Please replace the text on page 5 of the Proposed Rule Change with the following text: 

*** 

As a result of this proposal, Members may experience increases in their Required Fund 
Deposits to the Clearing Fund.  Based on an impact study conducted by FICC, on average, at the 
Member level, the proposed Minimum Margin Amount would have increased the SOD VaR 
Charge by approximately $22.45 22.43 million, or 17.6917.56%, and the noon VaR Charge by 
approximately $23.22 23.25 million, or 17.44 17.43%, over a 2-year impact study period. 

*** 

Please replace the text on pages 15-21 of the Proposed Rule Change with the following 
text: 

*** 

Impact Study 

FICC performed an impact study on Members’ Margin Portfolios for the period 
beginning July 1, 2021 through June 30, 2023 (“Impact Study Period’).1,2  If the proposed rule 

 
1 GSD increased the minimum Required Fund Deposit for Members to $1 million on Dec. 

5, 2022 (see Securities Exchange Act Release No. 96136 (Oct. 24, 2022), 87 FR 65268 
(Oct. 28, 2022) (SR-FICC-2022-006)); however, for the purpose of this Impact Study, the 
$1 million minimum Requirement Fund Deposit is assumed to be in effect for the entirety 
of the Impact Study period. 

2 GSD adopted a Portfolio Differential Charge (“PD Charge”) as an additional component 
to the GSD Required Fund Deposit on Oct. 30, 2023 (see Securities Exchange Act 
Release No. 98494 (Sep. 25, 2023), 88 FR 67394 (Sep. 29, 2023) (SR-FICC-2023-011)); 
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changes3 had been in place during the Impact Study Period compared to the existing GSD Rules, 
the aggregate average daily start-of-day (“SOD”) VaR Charges would have increased by 
approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 
have increased by approximately $3.03 billion or 14.05 14.06%, and the aggregate average daily 
Backtesting Charges would have decreased by approximately $622 million or 64.46%. 

The impact study indicated that if the proposed rule changes had been in place, the VaR 
model backtesting coverage would have increased from approximately 98.86% to 99.46% during 
the Impact Study Period.  Specifically, if the proposed rule changes had been in place during the 
Impact Study Period, the number of VaR model backtesting deficiencies would have been 
reduced by 443 441(from 843 to 400 402, or approximately 53 52%). 

The impact study also indicated that if the proposed rule changes had been in place, 
overall margin backtesting coverage would have increased from approximately 98.87% to 
99.33% during the Impact Study Period.  Specifically, if the proposed rule changes had been in 
place during the Impact Study Period, the number of overall margin backtesting deficiencies 
would have been reduced by 280 (from 685 to 405, or approximately 41%) and the overall 
margin backtesting coverage for 94 Members (approximately 72% of the GSD membership) 
would have improved with 36 Members who were below 99% coverage would be brought back 
to above 99%. 

Impacts to Members over the Impact Study Period 

On average, at the Member level, the proposed Minimum Margin Amount would have 
increased the SOD VaR Charge by approximately $22.45 22.43 million, or 17.69 17.56%, and 
the noon VaR Charge by approximately $23.22 23.25 million, or 17.44 17.43%, over the Impact 
Study Period.  The largest average percentage increase in SOD VaR Charge for any Member 
would have been approximately 66.88%, or $97,051 (0.21% of the Member’s average Net 

 
however, for the purpose of this Impact Study, the PD Charge is assumed to be in effect 
for the entirety of the Impact Study period. 

3 Margin Proxy was not deployed during the Impact Study Period; however, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during the 
Impact Study Period, the aggregate average daily SOD VaR Charges would have 
increased by approximately $4.2 4.16 billion or 20.98 20.97%.  The impact study also 
indicated that if the proposed rule changes had been in place and the Margin Proxy were 
deployed, the VaR model backtesting coverage would have increased from 
approximately 98.17% to 99.38% during the Impact Study Period.  Specifically, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during the 
Impact Study Period, the number of the VaR model backtesting deficiencies would have 
been reduced by 901 899 (from 1358 to 457 459, or approximately 66.3 66.2%). 
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Capital),4 and the largest average percentage increase in noon VaR Charge for any Member 
would have been approximately 64.79%, or $61,613 (0.13% of the Member’s average Net 
Capital).  The largest average dollar increase in SOD VaR Charge for any Member would have 
been approximately $268.35 268.51 million (0.34% of the Member’s average Net Capital), or 
19.05 19.06%, and the largest dollar increase in noon VaR Charge for any Member would have 
been approximately $288.57 289.00 million (1.07% of the Member’s average Net Capital), or 
13.65 13.67%.  The top 10 Members based on the size of their average SOD VaR Charges and 
average noon VaR Charges would have contributed approximately 51.84 51.87% and 53.63 
53.64% of the aggregated SOD VaR Charges and aggregated noon VaR Charges, respectively, 
during the Impact Study Period had the proposed Minimum Margin Amount been in place.  The 
same Members would have contributed to 49.86 50.08% and 51.48 51.52% of the increase in 
aggregated SOD VaR Charges and aggregated noon VaR Charges, respectively, had the 
proposed Minimum Margin Amount been in place during the Impact Study Period. 

*** 

(b) Statutory Basis 

*** 

As a result of the recent extreme market volatility, FICC’s VaR model did not achieve a 
99% confidence level for all Members during the COVID period during March of 2020 and the 
successive interest rate hikes that began in June 2022.  The Minimum Margin Amount is 
intended to allow the VaR Charge to be more responsive during market conditions when the VaR 
model projections do not closely correspond with observed market price changes.  Backtesting 
studies indicate that the aggregate average daily SOD VaR Charges would have increased by 
approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 
have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate average daily 
Backtesting Charges would have decreased by approximately $622 million or 64.46% during the 
Impact Study Period, and the overall margin backtesting coverage (based on 12-month trailing 
backtesting) would have improved from approximately 98.87% to 99.33% during the Impact 
Study Period if the Minimum Margin Amount calculation had been in place.  Improving the 
overall backtesting coverage level would help FICC ensure that it maintains an appropriate level 
of margin to address its risk management needs. 

*** 

Rule 17Ad-22(e)(4)(i) under the Act5 requires a covered clearing agency to establish, 
implement, maintain and enforce written policies and procedures reasonably designed to 
effectively identify, measure, monitor, and manage its credit exposures to participants and those 
exposures arising from its payment, clearing, and settlement processes by maintaining sufficient 

 
4 The term “Net Capital” means, as of a particular date, the amount equal to the net capital 

of a broker or dealer as defined in SEC Rule 15c3-1(c)(2), or any successor rule or 
regulation thereto.  See GSD Rule 1 (Definitions), supra note 1. 

5 17 CFR 240.17Ad-22(e)(4)(i). 
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financial resources to cover its credit exposure to each participant fully with a high degree of 
confidence.  As described above, FICC believes that the proposed changes would enable it to 
better identify, measure, monitor, and, through the collection of Members’ Required Fund 
Deposits, manage its credit exposures to Members by maintaining sufficient resources to cover 
those credit exposures fully with a high degree of confidence.  More specifically, as indicated by 
backtesting studies, implementation of a Minimum Margin Amount by changing the GSD Rules 
and QRM Methodology as described herein would allow FICC to limit its credit exposures to 
Members in the event that the current VaR model yields too low a VaR Charge for such 
portfolios and improve backtesting performance.  As indicated by the backtesting studies, the 
aggregate average daily SOD VaR Charges would have increased by approximately $2.90 billion 
or 13.89%, the aggregate average daily noon VaR Charges would have increased by 
approximately $3.03 billion or 14.05 14.06%, the aggregate average daily Backtesting Charges 
would have decreased by approximately $622 million or 64.46% during the Impact Study Period, 
and the overall margin backtesting coverage (based on 12-month trailing backtesting) would 
have improved from approximately 98.87% to 99.33% during the Impact Study Period if the 
Minimum Margin Amount calculation had been in place.  By identifying and providing for 
appropriate VaR Charges, adding the Minimum Margin Amount to the VaR Floor would help to 
ensure that the risk exposure during periods of extreme market volatility is adequately identified, 
measured and monitored.  Similarly, the proposed change to expand the application of VaR Floor 
to include Margin Proxy would enable Margin Proxy to be a more effective risk mitigant under 
extreme market volatility and heightened market stress.  By improving the effectiveness of 
Margin Proxy as a risk mitigant under extreme market volatility and heightened market stress 
would help ensure that the margin that FICC collects from Members is sufficient to mitigate the 
credit exposure presented by the Members.  As a result, FICC believes that the proposal would 
enhance FICC’s ability to effectively identify, measure and monitor its credit exposures and 
would enhance its ability to maintain sufficient financial resources to cover its credit exposure to 
each participant fully with a high degree of confidence, consistent with the requirements of Rule 
17Ad-22(e)(4)(i) under the Act.6 

Rule 17Ad-22(e)(6)(i) under the Act7 requires a covered clearing agency to establish, 
implement, maintain and enforce written policies and procedures reasonably designed to cover 
its credit exposures to its participants by establishing a risk-based margin system that, at a 
minimum, considers, and produces margin levels commensurate with, the risks and particular 
attributes of each relevant product, portfolio, and market.  FICC believes that the proposed 
changes to adjust the VaR Floor to include the Minimum Margin Amount by changing the GSD 
Rules and QRM Methodology as described herein are consistent with the requirements of Rule 
17Ad-22(e)(6)(i) cited above.  The Required Fund Deposits are made up of risk-based 
components (as margin) that are calculated and assessed daily to limit FICC’s credit exposures to 
Members.  FICC is proposing changes that are designed to more effectively measure and address 
risk characteristics in situations where the risk factors used in the VaR method do not adequately 
predict market price movements.  As reflected in backtesting studies, FICC believes the 
proposed changes would appropriately limit FICC’s credit exposure to Members in the event that 

 
6 Id. 

7 17 CFR 240.17Ad-22(e)(6)(i). 



Page 7 of 21 

the VaR model yields too low a VaR Charge in such situations.  Such backtesting studies 
indicate that the aggregate average daily SOD VaR Charges would have increased by 
approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 
have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate average daily 
Backtesting Charges would have decreased by approximately $622 million or 64.46% during the 
Impact Study Period, and the overall margin backtesting coverage (based on 12-month trailing 
backtesting) would have improved from approximately 98.87% to 99.33% during the Impact 
Study Period if the Minimum Margin Amount calculation had been in place.  By identifying and 
providing for appropriate VaR Charges, adding the Minimum Margin Amount to the VaR Floor 
would help to ensure that margin levels are commensurate with the risk exposure of each 
portfolio during periods of extreme market volatility.  Similarly, the proposed change to expand 
the application of VaR Floor to include Margin Proxy would enable Margin Proxy to be a more 
effective risk mitigant under extreme market volatility and heightened market stress.  By 
improving the effectiveness of Margin Proxy as a risk mitigant under extreme market volatility 
and heightened market stress would help ensure that the margin that FICC collects from 
Members is sufficient to mitigate the credit exposure presented by the Members.  Overall, the 
proposed changes would allow FICC to more effectively address the risks presented by 
Members.  In this way, the proposed changes enhance the ability of FICC to produce margin 
levels commensurate with the risks and particular attributes of each relevant product, portfolio, 
and market.  As such, FICC believes that the proposed changes are consistent with the 
requirements of Rule 17Ad-22(e)(6)(i) under the Act.8 

4. Self-Regulatory Organization’s Statement on Burden on Competition 

FICC believes the proposed rule changes to (i) modify the VaR Floor to incorporate a 
Minimum Margin Amount and (ii) expand the application of the VaR Floor to include Margin 
Proxy, each as described above, could impose a burden on competition.  As a result of the 
proposed rule changes, Members may experience increases in their Required Fund Deposits.  An 
impact study during the Impact Study Period indicates that on average each Member would have 
had an increase in the SOD VaR Charge and the noon VaR Charge of approximately $22.45 
22.43 million, or 17.69 17.56%, and $23.22 23.25 million, or 17.44 17.43%, respectively.  Such 
increases could burden Members that have lower operating margins or higher costs of capital 
than other Members.  It is not clear whether the burden on competition would necessarily be 
significant because it would depend on whether the affected Members were similarly situated in 
terms of business type and size.  Regardless of whether the burden on competition is significant, 
FICC believes that any burden on competition would be necessary and appropriate in furtherance 
of the purposes of the Act, as permitted by Section 17A(b)(3)(I) of the Act.9 

*** 

Please replace the text on pages 29-30 of the Proposed Rule Change with the following 
text: 

 
8 Id. 

9 15 U.S.C. 78q-1(b)(3)(I). 
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*** 

As a result of this proposal, Members may experience increases in their Required Fund 

Deposits to the Clearing Fund.  Based on an impact study conducted by FICC, on average, at the 

Member level, the proposed Minimum Margin Amount would have increased the SOD VaR 

Charge by approximately $22.45 22.43 million, or 17.6917.56%, and the noon VaR Charge by 

approximately $23.22 23.25 million, or 17.4417.43%, over a 2-year impact study period. 

*** 

Please replace the text on pages 47-58 of the Proposed Rule Change with the following 
text: 

*** 

Impact Study 

FICC performed an impact study on Members’ Margin Portfolios for the period 

beginning July 1, 2021 through June 30, 2023 (“Impact Study Period’).10,11  If the proposed rule 

changes12 had been in place during the Impact Study Period compared to the existing GSD 

 
10 GSD increased the minimum Required Fund Deposit for Members to $1 million on Dec. 

5, 2022 (see Securities Exchange Act Release No. 96136 (Oct. 24, 2022), 87 FR 65268 
(Oct. 28, 2022) (SR-FICC-2022-006)); however, for the purpose of this Impact Study, the 
$1 million minimum Requirement Fund Deposit is assumed to be in effect for the entirety 
of the Impact Study period. 

11 GSD adopted a Portfolio Differential Charge (“PD Charge”) as an additional component 
to the GSD Required Fund Deposit on Oct. 30, 2023 (see Securities Exchange Act 
Release No. 98494 (Sep. 25, 2023), 88 FR 67394 (Sep. 29, 2023) (SR-FICC-2023-011)); 
however, for the purpose of this Impact Study, the PD Charge is assumed to be in effect 
for the entirety of the Impact Study period. 

12 Margin Proxy was not deployed during the Impact Study Period; however, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during the 
Impact Study Period, the aggregate average daily SOD VaR Charges would have 
increased by approximately $4.2 4.16 billion or 20.98 20.97%.  The impact study also 
indicated that if the proposed rule changes had been in place and the Margin Proxy were 
deployed, the VaR model backtesting coverage would have increased from 
approximately 98.17% to 99.38% during the Impact Study Period. Specifically, if the 
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Rules, the aggregate average daily start-of-day (“SOD”) VaR Charges would have increased by 

approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 

have increased by approximately $3.03 billion or 14.05 14.06%, and the aggregate average daily 

Backtesting Charges would have decreased by approximately $622 million or 64.46%. 

The impact study indicated that if the proposed rule changes had been in place, the VaR 

model backtesting coverage would have increased from approximately 98.86% to 99.46% during 

the Impact Study Period.  Specifically, if the proposed rule changes had been in place during the 

Impact Study Period, the number of VaR model backtesting deficiencies would have been 

reduced by 443 441 (from 843 to 400 402, or approximately 53 52%). 

The impact study also indicated that if the proposed rule changes had been in place, 

overall margin backtesting coverage would have increased from approximately 98.87% to 

99.33% during the Impact Study Period.  Specifically, if the proposed rule changes had been in 

place during the Impact Study Period, the number of overall margin backtesting deficiencies 

would have been reduced by 280 (from 685 to 405, or approximately 41%) and the overall 

margin backtesting coverage for 94 Members (approximately 72% of the GSD membership) 

would have improved with 36 Members who were below 99% coverage would be brought back 

to above 99%. 

Impacts to Members over the Impact Study Period 

On average, at the Member level, the proposed Minimum Margin Amount would have 

increased the SOD VaR Charge by approximately $22.45 22.43 million, or 17.69 17.56%, and 

the noon VaR Charge by approximately $23.22 23.25 million, or 17.44 17.43%, over the Impact 

 
proposed rule changes had been in place and the Margin Proxy were deployed during the 
Impact Study Period, the number of the VaR model backtesting deficiencies would have 
been reduced by 901 899 (from 1358 to 457 459, or approximately 66.3 66.2%). 
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Study Period.  The largest average percentage increase in SOD VaR Charge for any Member 

would have been approximately 66.88%, or $97,051 (0.21% of the Member’s average Net 

Capital),13 and the largest average percentage increase in noon VaR Charge for any Member 

would have been approximately 64.79%, or $61,613 (0.13% of the Member’s average Net 

Capital).  The largest average dollar increase in SOD VaR Charge for any Member would have 

been approximately $268.35 268.51 million (0.34% of the Member’s average Net Capital), or 

19.05 19.06%, and the largest dollar increase in noon VaR Charge for any Member would have 

been approximately $288.57 289.00 million (1.07% of the Member’s average Net Capital), or 

13.65 13.67%.  The top 10 Members based on the size of their average SOD VaR Charges and 

average noon VaR Charges would have contributed approximately 51.84 51.87% and 53.63 

53.64% of the aggregated SOD VaR Charges and aggregated noon VaR Charges, respectively, 

during the Impact Study Period had the proposed Minimum Margin Amount been in place.  The 

same Members would have contributed to 49.86 50.08% and 51.48 51.52% of the increase in 

aggregated SOD VaR Charges and aggregated noon VaR Charges, respectively, had the 

proposed Minimum Margin Amount been in place during the Impact Study Period. 

*** 

2. Statutory Basis 

*** 

As a result of the recent extreme market volatility, FICC’s VaR model did not achieve a 

99% confidence level for all Members during the COVID period during March of 2020 and the 

successive interest rate hikes that began in June 2022.  The Minimum Margin Amount is 

 
13 The term “Net Capital” means, as of a particular date, the amount equal to the net capital 

of a broker or dealer as defined in SEC Rule 15c3-1(c)(2), or any successor rule or 
regulation thereto.  See GSD Rule 1 (Definitions), supra note 4. 
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intended to allow the VaR Charge to be more responsive during market conditions when the VaR 

model projections do not closely correspond with observed market price changes.  Backtesting 

studies indicate that the aggregate average daily SOD VaR Charges would have increased by 

approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 

have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate average daily 

Backtesting Charges would have decreased by approximately $622 million or 64.46% during the 

Impact Study Period, and the overall margin backtesting coverage (based on 12-month trailing 

backtesting) would have improved from approximately 98.87% to 99.33% during the Impact 

Study Period if the Minimum Margin Amount calculation had been in place.  Improving the 

overall backtesting coverage level would help FICC ensure that it maintains an appropriate level 

of margin to address its risk management needs. 

*** 

Rule 17Ad-22(e)(4)(i) under the Act14 requires a covered clearing agency to establish, 

implement, maintain and enforce written policies and procedures reasonably designed to 

effectively identify, measure, monitor, and manage its credit exposures to participants and those 

exposures arising from its payment, clearing, and settlement processes by maintaining sufficient 

financial resources to cover its credit exposure to each participant fully with a high degree of 

confidence.  As described above, FICC believes that the proposed changes would enable it to 

better identify, measure, monitor, and, through the collection of Members’ Required Fund 

Deposits, manage its credit exposures to Members by maintaining sufficient resources to cover 

those credit exposures fully with a high degree of confidence.  More specifically, as indicated by 

backtesting studies, implementation of a Minimum Margin Amount by changing the GSD Rules 

 
14 17 CFR 240.17Ad-22(e)(4)(i). 
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and QRM Methodology as described herein would allow FICC to limit its credit exposures to 

Members in the event that the current VaR model yields too low a VaR Charge for such 

portfolios and improve backtesting performance.  As indicated by the backtesting studies, the 

aggregate average daily SOD VaR Charges would have increased by approximately $2.90 billion 

or 13.89%, the aggregate average daily noon VaR Charges would have increased by 

approximately $3.03 billion or 14.05 14.06%, the aggregate average daily Backtesting Charges 

would have decreased by approximately $622 million or 64.46% during the Impact Study Period, 

and the overall margin backtesting coverage (based on 12-month trailing backtesting) would 

have improved from approximately 98.87% to 99.33% during the Impact Study Period if the 

Minimum Margin Amount calculation had been in place.  By identifying and providing for 

appropriate VaR Charges, adding the Minimum Margin Amount to the VaR Floor would help to 

ensure that the risk exposure during periods of extreme market volatility is adequately identified, 

measured and monitored.  Similarly, the proposed change to expand the application of VaR Floor 

to include Margin Proxy would enable Margin Proxy to be a more effective risk mitigant under 

extreme market volatility and heightened market stress.  By improving the effectiveness of 

Margin Proxy as a risk mitigant under extreme market volatility and heightened market stress 

would help ensure that the margin that FICC collects from Members is sufficient to mitigate the 

credit exposure presented by the Members.  As a result, FICC believes that the proposal would 

enhance FICC’s ability to effectively identify, measure and monitor its credit exposures and 

would enhance its ability to maintain sufficient financial resources to cover its credit exposure to 
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each participant fully with a high degree of confidence, consistent with the requirements of Rule 

17Ad-22(e)(4)(i) under the Act.15 

Rule 17Ad-22(e)(6)(i) under the Act16 requires a covered clearing agency to establish, 

implement, maintain and enforce written policies and procedures reasonably designed to cover 

its credit exposures to its participants by establishing a risk-based margin system that, at a 

minimum, considers, and produces margin levels commensurate with, the risks and particular 

attributes of each relevant product, portfolio, and market.  FICC believes that the proposed 

changes to adjust the VaR Floor to include the Minimum Margin Amount by changing the GSD 

Rules and QRM Methodology as described herein are consistent with the requirements of Rule 

17Ad-22(e)(6)(i) cited above.  The Required Fund Deposits are made up of risk-based 

components (as margin) that are calculated and assessed daily to limit FICC’s credit exposures to 

Members.  FICC is proposing changes that are designed to more effectively measure and address 

risk characteristics in situations where the risk factors used in the VaR method do not adequately 

predict market price movements.  As reflected in backtesting studies, FICC believes the 

proposed changes would appropriately limit FICC’s credit exposure to Members in the event that 

the VaR model yields too low a VaR Charge in such situations.  Such backtesting studies 

indicate that the aggregate average daily SOD VaR Charges would have increased by 

approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 

have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate average daily 

Backtesting Charges would have decreased by approximately $622 million or 64.46% during the 

Impact Study Period, and the overall margin backtesting coverage (based on 12-month trailing 

 
15 Id. 

16 17 CFR 240.17Ad-22(e)(6)(i). 
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backtesting) would have improved from approximately 98.87% to 99.33% during the Impact 

Study Period if the Minimum Margin Amount calculation had been in place.  By identifying and 

providing for appropriate VaR Charges, adding the Minimum Margin Amount to the VaR Floor 

would help to ensure that margin levels are commensurate with the risk exposure of each 

portfolio during periods of extreme market volatility.  Similarly, the proposed change to expand 

the application of VaR Floor to include Margin Proxy would enable Margin Proxy to be a more 

effective risk mitigant under extreme market volatility and heightened market stress.  By 

improving the effectiveness of Margin Proxy as a risk mitigant under extreme market volatility 

and heightened market stress would help ensure that the margin that FICC collects from 

Members is sufficient to mitigate the credit exposure presented by the Members.  Overall, the 

proposed changes would allow FICC to more effectively address the risks presented by 

Members.  In this way, the proposed changes enhance the ability of FICC to produce margin 

levels commensurate with the risks and particular attributes of each relevant product, portfolio, 

and market.  As such, FICC believes that the proposed changes are consistent with the 

requirements of Rule 17Ad-22(e)(6)(i) under the Act.17 

(B) Clearing Agency’s Statement on Burden on Competition 

FICC believes the proposed rule changes to (i) modify the VaR Floor to incorporate a 

Minimum Margin Amount and (ii) expand the application of the VaR Floor to include Margin 

Proxy, each as described above, could impose a burden on competition.  As a result of the 

proposed rule changes, Members may experience increases in their Required Fund Deposits.  An 

impact study during the Impact Study Period indicates that on average each Member would have 

had an increase in the SOD VaR Charge and the noon VaR Charge of approximately $22.45 

 
17 Id. 
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22.43 million, or 17.69 17.56%, and $23.22 23.25 million, or 17.44 17.43%, respectively.  Such 

increases could burden Members that have lower operating margins or higher costs of capital 

than other Members.  It is not clear whether the burden on competition would necessarily be 

significant because it would depend on whether the affected Members were similarly situated in 

terms of business type and size.  Regardless of whether the burden on competition is significant, 

FICC believes that any burden on competition would be necessary and appropriate in furtherance 

of the purposes of the Act, as permitted by Section 17A(b)(3)(I) of the Act.18 

*** 

  

 
18 15 U.S.C. 78q-1(b)(3)(I). 
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On pages 66-69 of the Proposed Rule Change, please replace Exhibit 3 (FICC Impact 
Study) in its entirety with the information on the following pages, which have been redacted and 
filed separately with the Commission.  Confidential treatment of such pages is being requested 
pursuant to 17 CFR 240.24b-2. 

*** 

EXHIBIT 3 

 

The information contained in this Exhibit 3 is subject to exemption from mandatory 
disclosure under Exemptions #4 and #8 of the Freedom of Information Act because the 
information concerns (i) trade secrets and commercial information that is privileged or 
confidential and (ii) the supervision of Fixed Income Clearing Corporation (FICC), a 
financial institution. This Exhibit 3 contains electronic files, each embedded in a one-page 
document for filing efficiency, as listed below. The information contained in the embedded 
files is not intended for public disclosure. Accordingly, this Exhibit 3 has been redacted and 
confidential treatment requested pursuant to 17 CFR 240.24b-2. An unredacted version was 
filed separately and confidentially with the Securities and Exchange Commission. 
Notwithstanding the request for confidential treatment, FICC believes the substance of this 
Exhibit 3 is clearly and adequately described in the accompanying Exhibit 1A and Form 19b-
4 narrative to this filing, thus allowing for meaningful public comment. 

 

 

Embedded Files: 

 FICC Impact Study; spreadsheet file; FICC Impact Analysis – VaR Results. 

 FICC Impact Study; spreadsheet file; FICC Impact Analysis – Margin Proxy Results. 

 FICC Impact Study; spreadsheet file; FICC Impact Analysis – Backtest Results. 
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*** 

On pages 73-74 of the Proposed Rule Change, please replace Exhibit 5b (Proposed 
changes to the QRM Methodology) in its entirety with the information on the following page, 
which has been redacted and filed separately with the Commission.  Confidential treatment of 
such page is being requested pursuant to 17 CFR 240.24b-2. 

*** 

EXHIBIT 5b 

 

The information contained in this Exhibit 5b is subject to exemption from mandatory 
disclosure under Exemptions #4 and #8 of the Freedom of Information Act because the 
information concerns (i) trade secrets and commercial information that is privileged or 
confidential and (ii) the supervision of Fixed Income Clearing Corporation (FICC), a 
financial institution. This Exhibit 5b contains one electronic file embedded in a one-page 
document for filing efficiency, as listed below. The information contained in the embedded 
file is not intended for public disclosure. Accordingly, this Exhibit 5b has been redacted and 
confidential treatment requested pursuant to 17 CFR 240.24b-2. An unredacted version was 
filed separately and confidentially with the Securities and Exchange Commission. 
Notwithstanding the request for confidential treatment, FICC believes the substance of this 
Exhibit 5b is clearly and adequately described in the accompanying Exhibit 1A and Form 
19b-4 narrative to this filing, thus allowing for meaningful public comment. 

 

Embedded File: 

 Proposed changes to the QRM Methodology; 26 pages; proposed changes to Methodology 
Document – GSD Initial Market Risk Margin Model.  
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Amendment No. 1 to SR-FICC-2024-801 

Fixed Income Clearing Corporation (“FICC”) is filing this partial amendment 
(“Amendment No. 1”) to SR-FICC-2024-801 (“Advance Notice”), which was filed with the 
Securities and Exchange Commission (“Commission”) on February 27, 2024. 

The Advance Notice consists of modifications to FICC’s Government Securities 
Division (“GSD”) Rulebook (“GSD Rules”) to (1) enhance the VaR Floor by incorporating a 
“Minimum Margin Amount” and (2) expand the application of the enhanced VaR Floor to 
include Margin Proxy, as described therein. 

In describing the below amendments to the Advance Notice, FICC has marked bold, 
underlined text to represent language to be added, and bold, strikethrough text to represent 
language to be deleted, by this Amendment No. 1. 

*** 

Please replace the text on page 6 of the Advance Notice with the following text: 

*** 

As a result of this proposal, Members may experience increases in their Required Fund 
Deposits to the Clearing Fund.  Based on an impact study conducted by FICC, on average, at 
the Member level, the proposed Minimum Margin Amount would have increased the SOD 
VaR Charge by approximately $22.45 22.43 million, or 17.6917.56%, and the noon VaR 
Charge by approximately $23.22 23.25 million, or 17.4417.43%, over a 2-year impact study 
period. 

*** 

Please replace the text on pages 16-18 of the Advance Notice with the following text: 

*** 

Impact Study 

FICC performed an impact study on Members’ Margin Portfolios for the period 
beginning July 1, 2021 through June 30, 2023 (“Impact Study Period’).1,2  If the proposed rule 

 
1 GSD increased the minimum Required Fund Deposit for Members to $1 million on 

Dec. 5, 2022 (see Securities Exchange Act Release No. 96136 (Oct. 24, 2022), 87 FR 
65268 (Oct. 28, 2022) (SR-FICC-2022-006)); however, for the purpose of this Impact 
Study, the $1 million minimum Requirement Fund Deposit is assumed to be in effect 
for the entirety of the Impact Study period. 

2 GSD adopted a Portfolio Differential Charge (“PD Charge”) as an additional 
component to the GSD Required Fund Deposit on Oct. 30, 2023 (see Securities 
Exchange Act Release No. 98494 (Sep. 25, 2023), 88 FR 67394 (Sep. 29, 2023) (SR-
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changes3 had been in place during the Impact Study Period compared to the existing GSD 
Rules, the aggregate average daily start-of-day (“SOD”) VaR Charges would have increased by 
approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 
have increased by approximately $3.03 billion or 14.05 14.06%, and the aggregate average 
daily Backtesting Charges would have decreased by approximately $622 million or 64.46%. 

The impact study indicated that if the proposed rule changes had been in place, the VaR 
model backtesting coverage would have increased from approximately 98.86% to 99.46% 
during the Impact Study Period.  Specifically, if the proposed rule changes had been in place 
during the Impact Study Period, the number of VaR model backtesting deficiencies would have 
been reduced by 443 441(from 843 to 400 402, or approximately 53 52%). 

The impact study also indicated that if the proposed rule changes had been in place, 
overall margin backtesting coverage would have increased from approximately 98.87% to 
99.33% during the Impact Study Period.  Specifically, if the proposed rule changes had been in 
place during the Impact Study Period, the number of overall margin backtesting deficiencies 
would have been reduced by 280 (from 685 to 405, or approximately 41%) and the overall 
margin backtesting coverage for 94 Members (approximately 72% of the GSD membership) 
would have improved with 36 Members who were below 99% coverage would be brought 
back to above 99%. 

Impacts to Members over the Impact Study Period 

On average, at the Member level, the proposed Minimum Margin Amount would have 
increased the SOD VaR Charge by approximately $22.45 22.43 million, or 17.69 17.56%, and 
the noon VaR Charge by approximately $23.22 23.25 million, or 17.44 17.43%, over the 
Impact Study Period.  The largest average percentage increase in SOD VaR Charge for any 
Member would have been approximately 66.88%, or $97,051 (0.21% of the Member’s average 

 
FICC-2023-011)); however, for the purpose of this Impact Study, the PD Charge is 
assumed to be in effect for the entirety of the Impact Study period. 

3 Margin Proxy was not deployed during the Impact Study Period; however, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during 
the Impact Study Period, the aggregate average daily SOD VaR Charges would have 
increased by approximately $4.2 4.16 billion or 20.98 20.97%.  The impact study also 
indicated that if the proposed rule changes had been in place and the Margin Proxy 
were deployed, the VaR model backtesting coverage would have increased from 
approximately 98.17% to 99.38% during the Impact Study Period. Specifically, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during 
the Impact Study Period, the number of the VaR model backtesting deficiencies would 
have been reduced by 901 899 (from 1358 to 457 459, or approximately 66.3 66.2%). 
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Net Capital),4 and the largest average percentage increase in noon VaR Charge for any 
Member would have been approximately 64.79%, or $61,613 (0.13% of the Member’s average 
Net Capital).  The largest average dollar increase in SOD VaR Charge for any Member would 
have been approximately $268.35 268.51 million (0.34% of the Member’s average Net 
Capital), or 19.05 19.06%, and the largest dollar increase in noon VaR Charge for any Member 
would have been approximately $288.57 289.00 million (1.07% of the Member’s average Net 
Capital), or 13.65 13.67%.  The top 10 Members based on the size of their average SOD VaR 
Charges and average noon VaR Charges would have contributed approximately 51.84 51.87% 
and 53.63 53.64% of the aggregated SOD VaR Charges and aggregated noon VaR Charges, 
respectively, during the Impact Study Period had the proposed Minimum Margin Amount been 
in place.  The same Members would have contributed to 49.86 50.08% and 51.48 51.52% of 
the increase in aggregated SOD VaR Charges and aggregated noon VaR Charges, respectively, 
had the proposed Minimum Margin Amount been in place during the Impact Study Period. 

*** 

Please replace the text on pages 21-23 of the Advance Notice with the following text: 

*** 

(ii) Consistency with Section 805(a)(2) of the Clearing Supervision Act 

*** 

Rule 17Ad-22(e)(4)(i) under the Act5 requires a covered clearing agency to establish, 
implement, maintain and enforce written policies and procedures reasonably designed to 
effectively identify, measure, monitor, and manage its credit exposures to participants and 
those exposures arising from its payment, clearing, and settlement processes by maintaining 
sufficient financial resources to cover its credit exposure to each participant fully with a high 
degree of confidence.  As described above, FICC believes that the proposed changes would 
enable it to better identify, measure, monitor, and, through the collection of Members’ 
Required Fund Deposits, manage its credit exposures to Members by maintaining sufficient 
resources to cover those credit exposures fully with a high degree of confidence.  More 
specifically, as indicated by backtesting studies, implementation of a Minimum Margin 
Amount by changing the GSD Rules and QRM Methodology as described herein would allow 
FICC to limit its credit exposures to Members in the event that the current VaR model yields 
too low a VaR Charge for such portfolios and improve backtesting performance.  As indicated 
by the backtesting studies, the aggregate average daily SOD VaR Charges would have 
increased by approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR 
Charges would have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate 
average daily Backtesting Charges would have decreased by approximately $622 million or 

 
4 The term “Net Capital” means, as of a particular date, the amount equal to the net 

capital of a broker or dealer as defined in SEC Rule 15c3-1(c)(2), or any successor rule 
or regulation thereto.  See GSD Rule 1 (Definitions), supra note 1. 

5 17 CFR 240.17Ad-22(e)(4)(i). 
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64.46% during the Impact Study Period, and the overall margin backtesting coverage (based on 
12-month trailing backtesting) would have improved from approximately 98.87% to 99.33% 
during the Impact Study Period if the Minimum Margin Amount calculation had been in place.  
By identifying and providing for appropriate VaR Charges, adding the Minimum Margin 
Amount to the VaR Floor would help to ensure that the risk exposure during periods of 
extreme market volatility is adequately identified, measured and monitored.  Similarly, the 
proposed change to expand the application of VaR Floor to include Margin Proxy would 
enable Margin Proxy to be a more effective risk mitigant under extreme market volatility and 
heightened market stress.  By improving the effectiveness of Margin Proxy as a risk mitigant 
under extreme market volatility and heightened market stress would help ensure that the 
margin that FICC collects from Members is sufficient to mitigate the credit exposure presented 
by the Members.  As a result, FICC believes that the proposal would enhance FICC’s ability to 
effectively identify, measure and monitor its credit exposures and would enhance its ability to 
maintain sufficient financial resources to cover its credit exposure to each participant fully with 
a high degree of confidence, consistent with the requirements of Rule 17Ad-22(e)(4)(i) under 
the Act.6 

Rule 17Ad-22(e)(6)(i) under the Act7 requires a covered clearing agency to establish, 
implement, maintain and enforce written policies and procedures reasonably designed to cover 
its credit exposures to its participants by establishing a risk-based margin system that, at a 
minimum, considers, and produces margin levels commensurate with, the risks and particular 
attributes of each relevant product, portfolio, and market.  FICC believes that the proposed 
changes to adjust the VaR Floor to include the Minimum Margin Amount by changing the 
GSD Rules and QRM Methodology as described herein are consistent with the requirements of 
Rule 17Ad-22(e)(6)(i) cited above.  The Required Fund Deposits are made up of risk-based 
components (as margin) that are calculated and assessed daily to limit FICC’s credit exposures 
to Members.  FICC is proposing changes that are designed to more effectively measure and 
address risk characteristics in situations where the risk factors used in the VaR method do not 
adequately predict market price movements.  As reflected in backtesting studies, FICC believes 
the proposed changes would appropriately limit FICC’s credit exposure to Members in the 
event that the VaR model yields too low a VaR Charge in such situations.  Such backtesting 
studies indicate that the aggregate average daily SOD VaR Charges would have increased by 
approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 
have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate average daily 
Backtesting Charges would have decreased by approximately $622 million or 64.46% during 
the Impact Study Period, and the overall margin backtesting coverage (based on 12-month 
trailing backtesting) would have improved from approximately 98.87% to 99.33% during the 
Impact Study Period if the Minimum Margin Amount calculation had been in place.  By 
identifying and providing for appropriate VaR Charges, adding the Minimum Margin Amount 
to the VaR Floor would help to ensure that margin levels are commensurate with the risk 
exposure of each portfolio during periods of extreme market volatility.  Similarly, the proposed 
change to expand the application of VaR Floor to include Margin Proxy would enable Margin 

 
6 Id. 

7 17 CFR 240.17Ad-22(e)(6)(i). 
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Proxy to be a more effective risk mitigant under extreme market volatility and heightened 
market stress.  By improving the effectiveness of Margin Proxy as a risk mitigant under 
extreme market volatility and heightened market stress would help ensure that the margin that 
FICC collects from Members is sufficient to mitigate the credit exposure presented by the 
Members.  Overall, the proposed changes would allow FICC to more effectively address the 
risks presented by Members.  In this way, the proposed changes enhance the ability of FICC to 
produce margin levels commensurate with the risks and particular attributes of each relevant 
product, portfolio, and market.  As such, FICC believes that the proposed changes are 
consistent with the requirements of Rule 17Ad-22(e)(6)(i) under the Act.8 

*** 

Please replace the text on page 28 of the Advance Notice with the following text: 

*** 

As a result of this proposal, Members may experience increases in their Required Fund 

Deposits to the Clearing Fund.  Based on an impact study conducted by FICC, on average, at 

the Member level, the proposed Minimum Margin Amount would have increased the SOD 

VaR Charge by approximately $22.45 22.43 million, or 17.6917.56%, and the noon VaR 

Charge by approximately $23.22 23.25 million, or 17.4417.43%, over a 2-year impact study 

period. 

*** 

Please replace the text on pages 47-49 of the Advance Notice with the following text: 

*** 

 
8 Id. 
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Impact Study 

FICC performed an impact study on Members’ Margin Portfolios for the period 

beginning July 1, 2021 through June 30, 2023 (“Impact Study Period’).9,10  If the proposed rule 

changes11 had been in place during the Impact Study Period compared to the existing GSD 

Rules, the aggregate average daily start-of-day (“SOD”) VaR Charges would have increased by 

approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 

have increased by approximately $3.03 billion or 14.05 14.06%, and the aggregate average 

daily Backtesting Charges would have decreased by approximately $622 million or 64.46%. 

The impact study indicated that if the proposed rule changes had been in place, the VaR 

model backtesting coverage would have increased from approximately 98.86% to 99.46% 

during the Impact Study Period.  Specifically, if the proposed rule changes had been in place 

 
9 GSD increased the minimum Required Fund Deposit for Members to $1 million on 

Dec. 5, 2022 (see Securities Exchange Act Release No. 96136 (Oct. 24, 2022), 87 FR 
65268 (Oct. 28, 2022) (SR-FICC-2022-006)); however, for the purpose of this Impact 
Study, the $1 million minimum Requirement Fund Deposit is assumed to be in effect 
for the entirety of the Impact Study period. 

10 GSD adopted a Portfolio Differential Charge (“PD Charge”) as an additional 
component to the GSD Required Fund Deposit on Oct. 30, 2023 (see Securities 
Exchange Act Release No. 98494 (Sep. 25, 2023), 88 FR 67394 (Sep. 29, 2023) (SR-
FICC-2023-011)); however, for the purpose of this Impact Study, the PD Charge is 
assumed to be in effect for the entirety of the Impact Study period. 

11 Margin Proxy was not deployed during the Impact Study Period; however, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during 
the Impact Study Period, the aggregate average daily SOD VaR Charges would have 
increased by approximately $4.2 4.16 billion or 20.98 20.97%.  The impact study also 
indicated that if the proposed rule changes had been in place and the Margin Proxy 
were deployed, the VaR model backtesting coverage would have increased from 
approximately 98.17% to 99.38% during the Impact Study Period. Specifically, if the 
proposed rule changes had been in place and the Margin Proxy were deployed during 
the Impact Study Period, the number of the VaR model backtesting deficiencies would 
have been reduced by 901 899 (from 1358 to 457 459, or approximately 66.3 66.2%). 
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during the Impact Study Period, the number of VaR model backtesting deficiencies would have 

been reduced by 443 441 (from 843 to 400 402, or approximately 53 52%). 

The impact study also indicated that if the proposed rule changes had been in place, 

overall margin backtesting coverage would have increased from approximately 98.87% to 

99.33% during the Impact Study Period.  Specifically, if the proposed rule changes had been in 

place during the Impact Study Period, the number of overall margin backtesting deficiencies 

would have been reduced by 280 (from 685 to 405, or approximately 41%) and the overall 

margin backtesting coverage for 94 Members (approximately 72% of the GSD membership) 

would have improved with 36 Members who were below 99% coverage would be brought 

back to above 99%. 

Impacts to Members over the Impact Study Period 

On average, at the Member level, the proposed Minimum Margin Amount would have 

increased the SOD VaR Charge by approximately $22.45 22.43 million, or 17.69 17.56%, and 

the noon VaR Charge by approximately $23.22 23.25 million, or 17.44 17.43%, over the 

Impact Study Period.  The largest average percentage increase in SOD VaR Charge for any 

Member would have been approximately 66.88%, or $97,051 (0.21% of the Member’s average 

Net Capital),12 and the largest average percentage increase in noon VaR Charge for any 

Member would have been approximately 64.79%, or $61,613 (0.13% of the Member’s average 

Net Capital).  The largest average dollar increase in SOD VaR Charge for any Member would 

have been approximately $268.35 268.51 million (0.34% of the Member’s average Net 

Capital), or 19.05 19.06%, and the largest dollar increase in noon VaR Charge for any Member 

 
12 The term “Net Capital” means, as of a particular date, the amount equal to the net 

capital of a broker or dealer as defined in SEC Rule 15c3-1(c)(2), or any successor rule 
or regulation thereto.  See GSD Rule 1 (Definitions), supra note 4. 
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would have been approximately $288.57 289.00 million (1.07% of the Member’s average Net 

Capital), or 13.65 13.67%.  The top 10 Members based on the size of their average SOD VaR 

Charges and average noon VaR Charges would have contributed approximately 51.84 51.87% 

and 53.63 53.64% of the aggregated SOD VaR Charges and aggregated noon VaR Charges, 

respectively, during the Impact Study Period had the proposed Minimum Margin Amount been 

in place.  The same Members would have contributed to 49.86 50.08% and 51.48 51.52% of 

the increase in aggregated SOD VaR Charges and aggregated noon VaR Charges, respectively, 

had the proposed Minimum Margin Amount been in place during the Impact Study Period. 

*** 

Please replace the text on pages 54-58 of the Advance Notice with the following text: 

*** 

(ii) Consistency with Section 805(a)(2) of the Clearing Supervision Act 

*** 

Rule 17Ad-22(e)(4)(i) under the Act13 requires a covered clearing agency to establish, 

implement, maintain and enforce written policies and procedures reasonably designed to 

effectively identify, measure, monitor, and manage its credit exposures to participants and 

those exposures arising from its payment, clearing, and settlement processes by maintaining 

sufficient financial resources to cover its credit exposure to each participant fully with a high 

degree of confidence.  As described above, FICC believes that the proposed changes would 

enable it to better identify, measure, monitor, and, through the collection of Members’ 

Required Fund Deposits, manage its credit exposures to Members by maintaining sufficient 

resources to cover those credit exposures fully with a high degree of confidence.  More 

 
13 17 CFR 240.17Ad-22(e)(4)(i). 
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specifically, as indicated by backtesting studies, implementation of a Minimum Margin 

Amount by changing the GSD Rules and QRM Methodology as described herein would allow 

FICC to limit its credit exposures to Members in the event that the current VaR model yields 

too low a VaR Charge for such portfolios and improve backtesting performance.  As indicated 

by the backtesting studies, the aggregate average daily SOD VaR Charges would have 

increased by approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR 

Charges would have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate 

average daily Backtesting Charges would have decreased by approximately $622 million or 

64.46% during the Impact Study Period, and the overall margin backtesting coverage (based on 

12-month trailing backtesting) would have improved from approximately 98.87% to 99.33% 

during the Impact Study Period if the Minimum Margin Amount calculation had been in place.  

By identifying and providing for appropriate VaR Charges, adding the Minimum Margin 

Amount to the VaR Floor would help to ensure that the risk exposure during periods of 

extreme market volatility is adequately identified, measured and monitored.  Similarly, the 

proposed change to expand the application of VaR Floor to include Margin Proxy would 

enable Margin Proxy to be a more effective risk mitigant under extreme market volatility and 

heightened market stress.  By improving the effectiveness of Margin Proxy as a risk mitigant 

under extreme market volatility and heightened market stress would help ensure that the 

margin that FICC collects from Members is sufficient to mitigate the credit exposure presented 

by the Members.  As a result, FICC believes that the proposal would enhance FICC’s ability to 

effectively identify, measure and monitor its credit exposures and would enhance its ability to 

maintain sufficient financial resources to cover its credit exposure to each participant fully with 
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a high degree of confidence, consistent with the requirements of Rule 17Ad-22(e)(4)(i) under 

the Act.14 

Rule 17Ad-22(e)(6)(i) under the Act15 requires a covered clearing agency to establish, 

implement, maintain and enforce written policies and procedures reasonably designed to cover 

its credit exposures to its participants by establishing a risk-based margin system that, at a 

minimum, considers, and produces margin levels commensurate with, the risks and particular 

attributes of each relevant product, portfolio, and market.  FICC believes that the proposed 

changes to adjust the VaR Floor to include the Minimum Margin Amount by changing the 

GSD Rules and QRM Methodology as described herein are consistent with the requirements of 

Rule 17Ad-22(e)(6)(i) cited above.  The Required Fund Deposits are made up of risk-based 

components (as margin) that are calculated and assessed daily to limit FICC’s credit exposures 

to Members.  FICC is proposing changes that are designed to more effectively measure and 

address risk characteristics in situations where the risk factors used in the VaR method do not 

adequately predict market price movements.  As reflected in backtesting studies, FICC believes 

the proposed changes would appropriately limit FICC’s credit exposure to Members in the 

event that the VaR model yields too low a VaR Charge in such situations.  Such backtesting 

studies indicate that the aggregate average daily SOD VaR Charges would have increased by 

approximately $2.90 billion or 13.89%, the aggregate average daily noon VaR Charges would 

have increased by approximately $3.03 billion or 14.05 14.06%, the aggregate average daily 

Backtesting Charges would have decreased by approximately $622 million or 64.46% during 

the Impact Study Period, and the overall margin backtesting coverage (based on 12-month 

 
14 Id. 

15 17 CFR 240.17Ad-22(e)(6)(i). 
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trailing backtesting) would have improved from approximately 98.87% to 99.33% during the 

Impact Study Period if the Minimum Margin Amount calculation had been in place.  By 

identifying and providing for appropriate VaR Charges, adding the Minimum Margin Amount 

to the VaR Floor would help to ensure that margin levels are commensurate with the risk 

exposure of each portfolio during periods of extreme market volatility.  Similarly, the proposed 

change to expand the application of VaR Floor to include Margin Proxy would enable Margin 

Proxy to be a more effective risk mitigant under extreme market volatility and heightened 

market stress.  By improving the effectiveness of Margin Proxy as a risk mitigant under 

extreme market volatility and heightened market stress would help ensure that the margin that 

FICC collects from Members is sufficient to mitigate the credit exposure presented by the 

Members.  Overall, the proposed changes would allow FICC to more effectively address the 

risks presented by Members.  In this way, the proposed changes enhance the ability of FICC to 

produce margin levels commensurate with the risks and particular attributes of each relevant 

product, portfolio, and market.  As such, FICC believes that the proposed changes are 

consistent with the requirements of Rule 17Ad-22(e)(6)(i) under the Act.16 

*** 

On pages 61-64 of the Advance Notice, please replace Exhibit 3 (FICC Impact Study) 
in its entirety with the information on the following pages, which have been redacted and filed 
separately with the Commission.  Confidential treatment of such pages is being requested 
pursuant to 17 CFR 240.24b-2. 

*** 

  

 
16 Id. 
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EXHIBIT 3 

 

The information contained in this Exhibit 3 is subject to exemption from mandatory 
disclosure under Exemptions #4 and #8 of the Freedom of Information Act because the 
information concerns (i) trade secrets and commercial information that is privileged or 
confidential and (ii) the supervision of Fixed Income Clearing Corporation (FICC), a 
financial institution. This Exhibit 3 contains electronic files, each embedded in a one-page 
document for filing efficiency, as listed below. The information contained in the embedded 
files is not intended for public disclosure. Accordingly, this Exhibit 3 has been redacted 
and confidential treatment requested pursuant to 17 CFR 240.24b-2. An unredacted 
version was filed separately and confidentially with the Securities and Exchange 
Commission. Notwithstanding the request for confidential treatment, FICC believes the 
substance of this Exhibit 3 is clearly and adequately described in the accompanying Exhibit 
1A and Form 19b-4 narrative to this filing, thus allowing for meaningful public comment. 

 

Embedded Files: 

 FICC Impact Study; spreadsheet file; FICC Impact Analysis – VaR Results. 

 FICC Impact Study; spreadsheet file; FICC Impact Analysis – Margin Proxy Results. 

 FICC Impact Study; spreadsheet file; FICC Impact Analysis – Backtest Results. 
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*** 

On pages 68-69 of the Advance Notice, please replace Exhibit 5b (Proposed changes to 
the QRM Methodology) in its entirety with the information on the following page, which has 
been redacted and filed separately with the Commission.  Confidential treatment of such page 
is being requested pursuant to 17 CFR 240.24b-2. 

*** 

EXHIBIT 5b 

 

The information contained in this Exhibit 5b is subject to exemption from mandatory 
disclosure under Exemptions #4 and #8 of the Freedom of Information Act because the 
information concerns (i) trade secrets and commercial information that is privileged or 
confidential and (ii) the supervision of Fixed Income Clearing Corporation (FICC), a 
financial institution. This Exhibit 5b contains one electronic file embedded in a one-page 
document for filing efficiency, as listed below. The information contained in the embedded 
file is not intended for public disclosure. Accordingly, this Exhibit 5b has been redacted 
and confidential treatment requested pursuant to 17 CFR 240.24b-2. An unredacted 
version was filed separately and confidentially with the Securities and Exchange 
Commission. Notwithstanding the request for confidential treatment, FICC believes the 
substance of this Exhibit 5b is clearly and adequately described in the accompanying 
Exhibit 1A and Form 19b-4 narrative to this filing, thus allowing for meaningful public 
comment. 

 

Embedded File: 

 Proposed changes to the QRM Methodology; 26 pages; proposed changes to 
Methodology Document – GSD Initial Market Risk Margin Model.  
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