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[bookmark: _Toc280628648]Responding to this paper 
ESMA invites responses to the questions set out throughout its Consultation Paper on RTS on conditions under which additional services or activities to which a CCP wishes to extend its business are not covered by the initial authorisation and conditions under which changes to the models and parameters are significant under EMIR.

Responses are most helpful if they:

· respond to the question stated;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all responses received by 16 November 2020.
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Consultation Paper in the present response form. 
· Please do not remove tags of the type <ESMA_QUESTION_RTS1549_1>. Your response to each question has to be framed by the two tags corresponding to the question.
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_RTS1549_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_RTS1549_ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open consultations”
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly indicate by ticking the appropriate checkbox on the website submission page if you do not wish your contribution to be publicly disclosed. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.

Data protection
Information on data protection can be found at www.esma.europa.eu under the heading “Data protection”.
Who should read the Consultation Paper
All interested stakeholders are invited to respond to this consultation paper. In particular, responses are sought from central counterparties (CCPs) and clearing members. 

General information about respondent

	Name of the company / organisation
	The London Stock Exchange Group (“LSEG”)
	Activity
	Central Counterparty

	Are you representing an association?
	☐
	Country/Region
	UK


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_RTS1549_1>
Introduction

[bookmark: _Hlk15305975]The London Stock Exchange Group (“LSEG”) is a financial market infrastructure provider, headquartered in London, with significant operations in Europe, North America and Asia.  Its diversified global business focuses on capital formation, intellectual property and risk and balance sheet management. LSEG operates an open access model, offering choice and partnership to customers across all of its businesses. 

LSEG operates multiple clearing houses. It has majority ownership of the multi-asset global CCP operator, LCH Group (“LCH”). LCH has two licensed CCP subsidiaries – LCH Ltd in the UK and LCH S.A. in France. Both are leading multi-asset class and international clearing houses, serving major international exchanges and platforms as well as a range of OTC markets. They clear a broad range of asset classes, including securities, exchange-traded derivatives, commodities, foreign exchange derivatives, interest rate swaps, credit default swaps and euro, sterling and US dollar denominated bonds and repos. 

In addition, LSEG operates Cassa di Compensazione e Garanzia S.p.A. ("CC&G"), the Italian clearing house, providing clearing services for a range of European securities as well as exchange traded equity and commodities derivatives.


Introductory remarks

LSEG welcomes the opportunity to comment on ESMA’s Consultation Paper (“CP”) on the Regulatory technical standards (“RTS”) on conditions under which additional services or activities to which a CCP wishes to extend its business are not covered by the initial authorisation and conditions under which changes to the models and parameters are significant under EMIR. After reviewing the CP, we would like to note the following key comments:

· [bookmark: _Hlk14268422]ESMA’s guidelines must ensure that the CCP maintains its ability to quickly adjust to market conditions promptly taking into account volatility in the market or consider additional and emerging risks as part of sizing of default funds and resources to address potential systemic risks. The need for prompt adjustments by the CCP may also be driven by back test results and procyclicality analysis. In both cases, the CCP should retain the ability to promptly adjust the relevant models and parameters, at least for risk mitigation and anti-procyclicality reasons.
· We believe that guidelines on the conditions under which additional services or activities to which a CCP wishes to extend its business should not lead to an overly cumbersome regulatory approval process for either NCAs or CCPs, which could strongly disincentivise, if not hamper innovation in the clearing industry as well as disincentivise clearing more broadly. 
· We would urge ESMA to further clarify what should be included in the application assessment and also to specify a precise and legally binding timeframe for the procedure for consulting the college by the NCA.
· Criteria as well as indicators to determine the need for an extension of authorisation should be based on fundamental changes in the nature of the service rather than an extension of the existing services provided, where such extensions do not lead in a material change in its risk model.
· Concerning the thresholds mentioned in the criteria and indicators regarding significant changes to the risk models, we would like to highlight that the materiality of thresholds proposed is generally very low and could for instance be triggered during the CCP risk management BAU activity.
<ESMA_COMMENT_RTS1549_1>




1.  Do you agree with ESMA’s proposed approach to divide conditions under which additional services or activities to which a CCP wishes to extend its business are not covered by the initial authorisation (under Article 15 of EMIR) into criteria, which would be subject to a more simplified college consultation procedure, and into  indicators, which would be subject to a more extensive college consultation procedure, or would you propose a different approach? Please provide reasons for your answer.

<ESMA_QUESTION_RTS1549_1>
LSEG agrees with ESMA’s approach to divide conditions under which additional services or activities, to which a CCP wishes to extend its business under, are not covered by the initial authorisation under Article 15 of EMIR in criteria and indicators but also with the proposed college consultation process. Furthermore, we believe it’s important to ensure that the final decision (of whether an extension of authorisation is required) remains with the NCA directly supervising the CCP in question.

We would note, however, that the list of both criteria and indicators need to reflect material changes to the nature of the service currently offered by the CCP to justify a request for an extension of its existing authorisation. There are criteria and indicators which in our view are too granular and would be triggered even if the change would not necessarily lead to a significant change in the CCP’s existing service offering. This could create an unreasonable amount of work for both NCAs and CCPs ultimately slowing down the authorisation process. This could also disincentivize (if not hamper) innovation in the clearing industry as well as disincentivise clearing more broadly. We would therefore suggest that assessment of material impacts should concentrate on changes to the nature of services offered, or risk assumed, through the use of guidelines and quantitative thresholds.
<ESMA_QUESTION_RTS1549_1>

[bookmark: _Hlk35514199]Do you agree with ESMA’s proposed list of criteria for an extension of authorisation (under Article 15 of EMIR) or would you propose to change/add/delete any of the criteria or specify certain criteria further? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_2>
LSEG understands the intended rationale behind the list of criteria proposed that would require an extension of authorisation under Article 15, we would like to make however the following observations:

We believe that, in line with ESMA’s suggestion to provide NCAs with flexibility and discretion to determine whether an extension of service would trigger Article 15, the overall process must be proportional to prevent creating an overly cumbersome authorisation process. A new contract to an existing market class or new market data, for example, does not constitute a service change and therefore we believe that it is important to focus on the nature of the service provided rather than to the product itself. 

Regarding commodities derivatives (Article 2(a)(vii)), we don’t believe that commodity derivatives should be included in the list of instruments that would trigger an Article 15 requirement. Commodities products are very similar in nature (LCH SA currently clears Agricultural and Energy commodities) and additional contracts of the same nature do not constitute a change in the service offered. Furthermore, new contracts do appear quite often which would result in a an overly burdensome and lengthy regulatory approval process to both NCAs and CCPs.

Regarding a new settlement or delivery mechanism or service which involves establishing links with a different securities settlement system CSD or payment system which the CCP did not previously use (Art 2(c)), we don’t believe that this criterion would require an extension of authorisation. Provision of additional settlement or payment options will not change the service or risk model of a CCP.
<ESMA_QUESTION_RTS1549_2>

Do you agree with ESMA’s proposed list of indicators for an extension of authorisation (under Article 15 of EMIR) or would you propose to change/add/delete any of the indicators or specify certain indicators further? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_3>
LSEG understands the intended rationale behind the list of indicators proposed that would require an extension of authorisation under Article 15, we would like to make however the following observations:

Regarding risk factors (Art 3(a)), we don’t believe that adding a new risk factor in itself would constitute a change in the model. In addition to that, we are of the view that changing key parameters of the risk model should fall under an extension of authorisation under Article 49 instead. 

Regarding a CCP’s new activity or service resulting in the CCP needing to adapt its operational or organisational structure (Article 3(b)(i)(ii)), neither the extension of existing service to different time zones nor the extension of working hours would fundamentally change the service. Additionally, we would welcome further clarification on the definition of a “material” change with respect to the working hours. 

Regarding a CCP adopting different methods for obtaining prices (Article 3(d), again we believe that assuming the process for obtaining prices remains the same, this indicator would not constitute material change to a CCP’s risk model. Also, in line with our comments on the risk factors above, we view such change as falling under Article 49 instead. Finally, regarding the introduction of new risks, linked to the different characteristics of the assets referenced (Article 3 (f)), we are of the opinion that a micro focused approach in relation to the sub markets referenced is not appropriate and would further complicate the authorisation process with no tangible benefits from a risk management perspective.
<ESMA_QUESTION_RTS1549_3>

: Would you change certain criteria into indicators or vice-versa (under Article 15 of EMIR)? Please provide reasons for your answer
<ESMA_QUESTION_RTS1549_4>

As noted above, we believe that the following criteria/indicators should be deleted from the list:
· Article 2(c) – a new settlement or delivery mechanism or service which involves establishing link with a different securities settlement system CSD or payment system which the CCP did not previously use
· Article 3(b)(i)(ii) – the extension of existing service or activity to different time zones and the extension of working hours 
<ESMA_QUESTION_RTS1549_4>

Do you agree with ESMA’s proposed procedures for consulting the college (under Article 15 of EMIR) or would you propose different procedures? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_5>
Although we agree with the two-step approach that is envisaged, we believe that clearly legally binding timeframes for each step of the proposed procedure for consulting the college under Article 15 should be considered to ensure that they do not lead to unreasonable delays. An overly cumbersome regulatory approval process for NCAs or CCPs could strongly disincentivise, if not hamper innovation in the clearing industry as well as disincentivise clearing more broadly.

We believe that the respective procedures to be followed to evaluate criteria and indicators may appear, from a theoretical point, well thought, however, timeframes dedicated to interactions between College/ESMA and the NCAs appear to be missing. We would suggest further clarifying, and in line with already established market practice, that NCAs would need to have completed the assessment within 30 days and the College would have to make its final decision within 15 days. Alternatively, the authorisation process could result in both significant delays and burden for all parties involved. Furthermore, from a CCP perspective, we believe interaction with NCAs during the application assessment can sometimes take up to several months. During this time, there are often several individual requests for additional documents to be submitted or review of information already submitted which leads to significant delays in the application assessment. We would, therefore, urge ESMA to further clarify what should be included in the application assessment in order to improve turnaround time of the entire authorisation process. 
<ESMA_QUESTION_RTS1549_5>


Do you agree with ESMA’s proposed approach to divide conditions under which changes to the models and parameters are significant (under Article 49 of EMIR) into criteria, which would be subject to a more simplified college consultation procedure, and indicators, which would be subject to a more extensive college consultation procedure, or would you propose a different approach? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_6>
In line with our response to question 1 above, we agree with the ESMA’s approach to divide conditions under which additional services or activities to which a CCP wishes to extend its business under Article 49 of EMIR which are not covered by the initial authorisation in criteria and indicators but also with the proposed college consultation process. Once again, we would like to stress the need for the list of both criteria and indicators to reflect material changes to the risk model currently operated by the CCP to justify a request for an extension of its existing authorisation. 

In our view, some criteria and indicators are too descriptive and would not lead to a fundamental change to a CCP’s risk model. We have listed them in our responses below which we believe that if taken on board will provide for a robust authorisation process while at the same time avoiding an increase in the burden to both CCPs and NCAs.
<ESMA_QUESTION_RTS1549_6>


Do you agree with ESMA’s proposed list of criteria for significant changes to the models and parameters (under Article 49 of EMIR) or would you propose to change/add/delete any of the criteria or specify certain criteria further? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_7>
LSEG understands the intended rationale behind the list of indicators proposed that would require an extension of authorisation under Article 49, we would like to make however the following observations:

Regarding the criteria concerning changes (Article 7(a)), such as decrease/increase of the total pre-funded resources greater than +/- 10%, we observe that the materiality of the proposed threshold is actually very low and could be triggered during the CCP risk management activity, currently qualified as business as usual. This activity should not, in our opinion be considered a significant change to the model, as it is already included in the relevant CCP governance arrangements. Moreover, it should be considered that in period of market stress the CCP should retain the ability to address the necessary changes to model parameters promptly.

Regarding new margin modules such as an add-ons (Article 7(c)), we believe that a potential decrease or increase of margin as a result of an introduction of an add-on should not be considered in respect to the module itself, but rather be looked at the level of class of financial instruments concerned and on its effect on the entire margin requirements. It is not uncommon for CCPs to introduce frequent small changes which do not necessarily lead to large increases or decreases of margin requirements. It is therefore understood that ESMA’s guidelines on the authorisation of such practices could prove lengthy at the expense of financial stability. 

Furthermore, we believe that changes in the calibration of one of the core EMIR margin parameters (Article 7(d)), should also be viewed in relation to their impact on the overall margin modules and should only trigger an Article 49 requirement if they result in an overall increase or decrease of margins above the 10% threshold. It should be noted that when changes to the core EMIR margin parameters aim to increase the robustness of the model, they should not trigger a significant model change validation process. On the other hand, the need to promptly change the parameters may also be driven by back test results and procyclicality analysis. In both cases, we deem that the CCP should retain the faculty to promptly amend risk parameters, at least for risk mitigation and anti-procyclicality reasons. 

Regarding portfolio offsets between instruments, or removing the 80% cap between different instruments, leading to a decrease or increase of margin requirements for any clearing member greater than 10% (Article 7(e)), our view is that the impact on margin requirements should once again be evaluated on the level of asset class instead of the level of clearing member. We note that a potential change to the offsets between instruments on a clearing member level with a highly directional portfolio would not be reflective of the overall impact on the rest of the membership which is why we believe that the evaluation should be done on an asset class level. 

Regarding changes to the methodology applied to assess liquidity risk and monitor concentration risk (Article 7(h)), we would suggest that impacts should be assessed on a total liquidity needs only and not at currency levels. Similarly, to our comment concerning Article 7(a) above, we would like to highlight that the materiality of the threshold is still very low and could be triggered during the CCP risk management BAU activity.

Regarding changes to the list of eligible collateral to extend acceptable collateral (Article 7(i)), we believe that an Article 49 requirement should only be triggered if the new issuer introduces a different level of credit risk. If the level of credit risk is not changed then we would consider such changes business as usual. Furthermore, in relation to material differences in the liquidity of the market for the new assets (Article 7(i)(iii)), we would highlight that differences in the liquidity of reference markets are already taken into account in the models in question (via different haircuts, add-ons). Also, we would caution ESMA to consider unintended consequences to Triparty services. We believe that the assessment of impact should be conducted at the level of CCP established ISIN / family level and not at the issuer level, in line with internal policies. Therefore, we believe that there should be a carve out for triparty services with regards to the impact of the liquidity of the market for the new asset class.
 
Regarding the methodology applied to value collateral, calibrate collateral haircut or set concentration limits (Article 6(j)), we note that, such requirements can result in the inability of CCPs to make key decisions relating its risk models thereby limiting their powers. 
<ESMA_QUESTION_RTS1549_7>


Do you agree with ESMA’s proposed list of indicators for significant changes to the models and parameters (under Article 49 of EMIR) or would you propose to change/add/delete any of the indicators or specify certain indicators further? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_8>
LSEG understands the rationale behind the list of indicators for significant changes to the models and parameters under Article 49 of EMIR, however we note the following key concerns.

Concerning adjustments of the pre-funded financial resources (as detailed in Article 8 (a)), again we highlight that the proposed thresholds are very low and could be triggered even in the context of BAU operations of the CCP. 

Regarding changes to risk models that results to a decrease or increase of the estimated liquidity needs in any currency, or of the total liquidity needs, greater than 5% (Article 8 (c)), we believe that such changes should be looked at the level of the overall liquidity needs rather than at a currency level. Furthermore, we believe that liquidity thresholds used in both indicators and criteria should be harmonised and be set at 10% of the overall change in liquidity. 

Regarding Article 8 (d), we would consider the consequences that this indicator can have to the rate of adoption of key changes, some of which are perceived business as usual currently, to ensure resiliency of financial markets and enable a CCP to fulfil its role in safeguarding financial stability. Following existing approval processes/timelines with NCAs, small yet fundamental changes to the method used for example to calibrate risk models parameters would require 1-2 months which under extreme market conditions this timeframe is not acceptable. Instead, we would suggest including quantitative thresholds such as the 5% threshold widely used throughout Article 49 upon which NCAs would be able to determine whether an Article 49 would kick in. CCPs must be in a position to move quickly to respond to market events and be able to make autonomous decisions for the benefit of financial stability. Furthermore, changes linked to operational or organisational developments would not necessarily have an impact on risk and we don’t believe that these are appropriate in this context therefore we would suggest removing. 

Also, in respect to pricing histories or the methodology to address missing or incomplete time series (Article 8 (d)(iii) and procedures detecting pricing uncertainties or ensuring reliable settlement prices (Article 8 (d)(iv)), and generally in regard to data sets used as inputs for risk models, we would like to observe that input data are rather external elements and not a part of the risk model of the CCP. Consequently, any related modification or change should not be addressed as a change to the risk models or parameters.

Regarding proposed changes leading to the development of new stress scenarios, including either historical or hypothetical scenarios or both, or the modification of the calibration or definition of the existing scenarios, for the purpose of determining default fund exposures, collateral haircut, liquidity risk, credit and counterparty risk or operational risk (Article 8 (e)), we don’t agree that this type of adjustments should be subject to Article 49. Changes as a result of a CCP’s actions to calibrate default fund exposures, collateral haircut, liquidity risk, credit and counterparty risk are important decisions that a CCP must be in a position to make as a response to a broader market event to ensure financial stability in the market and those actions must be taken in a timely manner. We believe that this indicator should be removed at its entirety.  
<ESMA_QUESTION_RTS1549_8>


Would you change certain criteria into indicators or vice-versa (under Article 49 of EMIR)? Please provide reasons for your answer.
<ESMA_QUESTION_RTS1549_9>
As noted above, we believe that the following criteria/indicators should be deleted from the list:
· Article 8(d) (iii) – “pricing histories or the methodology to address missing or incomplete time series”
· Article 8(d) (iv) – “procedures detecting pricing uncertainties or ensuring reliable settlement prices”
· Article 8(d) (v) – “Data used as input to risk models, operational or organizational developments linked to the change”
· Article 8(e) – “The CCP’s proposed change implies the development of new stress scenarios, including either historical or hypothetical scenarios or both, or the modification of the calibration or definition of the existing scenarios, for the purpose of determining default fund exposures, collateral haircut, liquidity risk, credit and counterparty risk or operational risk”
<ESMA_QUESTION_RTS1549_9>


Do you agree with ESMA’s proposal to extend the consultation with the college also to Article 49? Do you agree with the proposed procedures for consulting the college or would you propose different procedures? Please provide reasons for your answer.?
<ESMA_QUESTION_RTS1549_10>
LSEG would not object to the proposed procedures for consulting the college under Article 49 of EMIR for both criteria and indicators, as long as the additional consultation process followed for the list of indicators does not unreasonably delay the current timeline expected/required for NCAs to review and validate any relevant proposed change.

In line with our response to question 5, we would urge ESMA to clearly articulate legally binding timeframes in which the entire process (starting with the application assessment) should take to provide further clarity and predictability to the process. Particularly in the context of Article 49, a CCP alongside its NCA must be able to respond to market events in a quick and effective manner to address any stability risks that might arise as was recently illustrated during the Covid crisis.  Moreover, the need for prompt adjustments by the CCP may also be driven by back test results and procyclicality analysis. In both cases, we deem that the CCP should retain the faculty to promptly adjust the relevant models and parameters.

We hope that you will find LSEG’s input provided in this consultation paper useful and we remain at your disposal for any additional clarifications.
<ESMA_QUESTION_RTS1549_10>
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