OMB APPROVAL

OMB Number: 3235-0045
Estimated average burden

Required fields are shown with yellow backgrounds and asterisks. ROUIS per response........... 38
Page 1 of * 220 SECURITIES AND EXCHANGE COMMISSION File No.* SR - 2017 -* 012
WASHINGTON, D.C. 20549
Form 19b-4
Filing by Banque Centrale de Compensation
Pursuant to Rule 19b-4 under the Securities Exchange Act of 1934
Initial * Amendment * Withdrawal Section 19(b)(2) * Section 19(b)(3)(A) * Section 19(b)(3)(B) *

0 0 0 0

Pilot Extension of Time Period
I:l for Commission Action *
UJ
Notice of proposed change pursuant to the Payment, Clearing, and Settlement Act of 2010 Security-Based Swap Submission pursuant
to the Securities Exchange Act of 1934
Section 806(e)(1) * Section 806(e)(2) * Section 3C(b)(2) *

0 0 0

Description

Provide a brief description of the action (limit 250 characters, required when Initial is checked *).

LCH SA is proposing to adopt an updated recovery plan (RP) in accordance with Rule 17Ad-22(e)(3)(ii).

Contact Information

Provide the name, telephone number, and e-mail address of the person on the staff of the self-regulatory organization
prepared to respond to questions and comments on the action.

First Name * Mohamed Last Name * MEZIANE
Title * Senior Regulatory Advisor

E-mail * mohamed.meziane@lch.com

Telephone * (000) 000-0000 Fax

Signature

Pursuant to the requirements of the Securities Exchange Act of 1934,

has duly caused this filing to be signed on its behalf by the undersigned thereunto duly authorized.

(Title *)
Date 11/30/2017 Chief Compliance Officer
By Francois FAURE
(Name *)
NOTE: Clicking the button at right will digitally sign and lock Francois FAURE, francois.faure@Ich.com

this form. A digital signature is as legally binding as a physical
signature, and once signed, this form cannot be changed.



Required fields are shown with yellow backgrounds and asterisks.

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

For complete Form 19b-4 instructions please refer to the EFFS website.

Form 19b-4 Information *

Add Remove = View

Exhibit 1 - Notice of Proposed Rule Change *

Add Remove  View

Exhibit 1A- Notice of Proposed Rule
Change, Security-Based Swap Submission,
or Advance Notice by Clearing Agencies *

Add

Exhibit 2 - Notices, Written Comments,
Transcripts, Other Communications
Add

Remove = View

Exhibit Sent As Paper Document

O

Exhibit 3 - Form, Report, or Questionnaire

Add Remove = View

Exhibit Sent As Paper Document

O

Exhibit 4 - Marked Copies

Add Remove = View

Exhibit 5 - Proposed Rule Text

Add Remove = View

Partial Amendment

Add

The self-regulatory organization must provide all required information, presented in a
clear and comprehensible manner, to enable the public to provide meaningful
comment on the proposal and for the Commission to determine whether the proposal
is consistent with the Act and applicable rules and regulations under the Act.

The Notice section of this Form 19b-4 must comply with the guidelines for publication
in the Federal Register as well as any requirements for electronic filing as published
by the Commission (if applicable). The Office of the Federal Register (OFR) offers
guidance on Federal Register publication requirements in the Federal Register
Document Drafting Handbook, October 1998 Revision. For example, all references to
the federal securities laws must include the corresponding cite to the United States
Code in a footnote. All references to SEC rules must include the corresponding cite
to the Code of Federal Regulations in a footnote. All references to Securities
Exchange Act Releases must include the release number, release date, Federal
Register cite, Federal Register date, and corresponding file number (e.g., SR-[SRO]
-xx-xx). A material failure to comply with these guidelines will result in the proposed
rule change being deemed not properly filed. See also Rule 0-3 under the Act (17
CFR 240.0-3)

The Notice section of this Form 19b-4 must comply with the guidelines for publication
in the Federal Register as well as any requirements for electronic filing as published
by the Commission (if applicable). The Office of the Federal Register (OFR) offers
guidance on Federal Register publication requirements in the Federal Register
Document Drafting Handbook, October 1998 Revision. For example, all references to
the federal securities laws must include the corresponding cite to the United States
Code in a footnote. All references to SEC rules must include the corresponding cite
to the Code of Federal Regulations in a footnote. All references to Securities
Exchange Act Releases must include the release number, release date, Federal
Register cite, Federal Register date, and corresponding file number (e.g., SR-[SRO]
-xx-xx). A material failure to comply with these guidelines will result in the proposed
rule change, security-based swap submission, or advance notice being deemed not
properly filed. See also Rule 0-3 under the Act (17 CFR 240.0-3)

Copies of notices, written comments, transcripts, other communications. If such
documents cannot be filed electronically in accordance with Instruction F, they shall be
filed in accordance with Instruction G.

Copies of any form, report, or questionnaire that the self-regulatory organization
proposes to use to help implement or operate the proposed rule change, or that is
referred to by the proposed rule change.

The full text shall be marked, in any convenient manner, to indicate additions to and
deletions from the immediately preceding filing. The purpose of Exhibit 4 is to permit
the staff to identify immediately the changes made from the text of the rule with which
it has been working.

The self-regulatory organization may choose to attach as Exhibit 5 proposed changes
to rule text in place of providing it in ltem | and which may otherwise be more easily
readable if provided separately from Form 19b-4. Exhibit 5 shall be considered part
of the proposed rule change.

If the self-regulatory organization is amending only part of the text of a lengthy
proposed rule change, it may, with the Commission's permission, file only those
portions of the text of the proposed rule change in which changes are being made if
the filing (i.e. partial amendment) is clearly understandable on its face. Such partial
amendment shall be clearly identified and marked to show deletions and additions.
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Form 19b-4 Information

Item 1. Text of Proposed Rule Change

(a) Banque Centrale de Compensation, which condwusimiess under the name
LCH SA (“LCH SA”), is proposing to adopt an updated recovery llaa “RP”) in
accordance with Rule 17Ad-22(e)(3)(ii). The textloé proposed rule change has been
annexed as Exhibit 5. LCH SA has requested comtfiglereatment of the material
submitted as Exhibit 5.

(b) Not applicable.

(c) Not applicable.

Item 2. Procedure of the Self-Requlatory Organizatin

LCH SA has completed all of the required actiobédaken to approve the
proposed rule change. The proposed rule changapyasved by the LCH group
Executive Risk Committee orf"™November 2017, LCH SA Risk Committee ori'21
November 2017, and Board on thé®@=ovember 2017. No further approvals are
necessary.

Questions should be addressed to Francois Fauref, Gdmpliance Officer, at

francois.faure@Ich.cormar +33 1 70 37 65 96; or Mohamed Meziane, Seneguratory

Advisor, Compliance Department,;abhamed.meziane@I|ch.camn+33 1 70 37 65 62.

Item 3. Self-Requlatory Organization’s Statement oPurpose, and Statutory
Basis for, the Proposed Rule Change

€)) Purpose
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On September 28, 2016, tBecurities and Exchange Commiss{tme
“Commissiort) adopted amendments to Rule 17Ad-parsuant to Section 17A of the
Securities Exchange Act of 1934 ( thkct”)? and the Payment, Clearing and Settlement
Supervision Act of 2010 Clearing Supervision Act)®to establish enhanced standards
for the operation and governance of those cleagencies registered with the
Commission that meet the definition of a “covertghdng agency,” as defined by Rule
17Ad-22(a)(5§ (collectively, the new and amended rules are herdarred to asCCA
rules”).

LCH SA is a covered clearing agency under the C@ésrand therefore is
subject to the requirements of the CCA rules, idiclg Rule 17Ad-22(e)(3). The CCA
rules require that covered clearing agencies, amtmgy things, “establish, implement,
maintain and enforce written policies and proceslueasonably designed to . . . maintain
a sound risk management framework for comprehelysmanaging legal, credit,
liquidity, operational, general business, investtneastody, and other risks that arise in
or are borne by the covered clearing agency, whichncludes plans for the recovery
and orderly wind-down of the covered clearing agemecessitated by credit losses,
liquidity shortfalls, losses from general busingsk, or any other losses"As a central

counterparty recognized under the European Mareddtructure Regulation

! 17 CFR 240.17Ad-22.

2 15U.S.C. 78q.

3 12 U.S.C. 5461 et. seq.

4 17 CFR 240.17Ad-22(a)(5).

® 17 CFR 240.17Ad-22(e)(3)(ii).
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(“EMIR ")®, LCH SA is also subject to prudential requiremeasswell as requirements
regarding its operations and oversight. As a tiiadtitution based in the European
Union, LCH SA is also subject to Directive 201459/ as supplemented, requiring
institutions to draw up and maintain recovery plaeting forth options for measures to
be taken by the institution to restore its finahpiasition following a significant
deterioration of its financial position.

Specific guidance has been given on Recovery fd? 6CCPMI I0SCO. Within
the CPMI IOSCO principles for financial market edtructures (PFMI) it is outlined that
all systemically important FMIs should have a coeffnsive and effective recovery
plan. For this purpose it has issued the repodoVery of financial market
infrastructures” containing guidance on recovegngl content of a recovery plan in
October 2014 and a guidance relating resilienceracalvery in 2017.

Furthermore, regulations are under preparation Barapean level outlining the
Recovery and Resolution measures for CCPs.

As described in more detail below, the purposénefRP is to maintain the
continuity of critical services in times of extresieess and to facilitate the recovery of
LCH SA agency. Among other things, the RP seeké)taentify if and to what level
LCH SA'’s service are critical for the market andawvnternal or external
services/systems are critical for the continuity.6H SA’s activity; (ii) outline the
scenario under which recovery of the LCH SA mightecessary; (iii) define the early
warning indicators and triggers for initiating ttezovery measures under the RP,

including the market conditions or events that ddtigger it; (iv) define the governance

Regulation (EU) No 648/2012 of the European Pamiainand of the Council of 4 July 2012 on OTC
derivatives, central counterparties and trade liegries
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framework to trigger these recovery measures;d@tify the available recovery tools to
manage crisis situations and to restore businessuas; and (vi) Perform a quantitative
and qualitative assessment if the recover toold theeCPMI IOSCO criteria for
recovery instruments.

The RP also includes a detailed summary of theabausiness and regulatory
framework that LCH SA operates in, including idé&oétion of applicable regulations,
company structure, detail regarding the LCH SA hess lines and geographical spread,
and information regarding the interaction betwe@HLSA and its parent entity (the
“Parent”).

The RP also contains an FMI analysis which anali§#4 SA relationship with
other financial market infrastructure (e.g. setéetnplatforms, trade repositories, etc)
and institutions used by LCH SA or its clearing nbens such a payment and settlement
agents.

The RP covers all scenarios which may potentiaiégwent LCH SA from
providing its critical services:

- The default of one or multiple Clearing Members)one or several of its
markets, where LCH SA has to re-establish the neatttook and may have
allocate any uncovered credit losses to its owitaaqr to surviving clearing
members.

- Potential and actual liquidity shortfalls as resila clearing member or allied

clearing house default.

- The default of an investment counterparty of LCH@&Aany other investment

losses resulting from changes in the market vafuihe investments.
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- Aloss resulting from an operational risk evenany other event which
impacts the critical services provided by LCH SAy(dailure in the provision
of service by a third party).

- Poor business performance or loss of critical @mt$rwith Exchanges.

- Operational or financial failure of an FMI (e.gliedl clearing house/ (I)CSD/
Trades Repository).

1. Identification of Critical Services and Operaso

With respect to the critical services that mighpaut the continuity of LCH SA’s
operations, the proposed RP provides that an assesfias been done in accordance
with guidance by the Financial Stability Boardr$B") on identification of critical
functions and shared services. LCH SA has asséisaethe clearing services LCH SA
provides to participants with respect to the markdé¢ntified in the RP are deemed
critical for purposes of the RP. Overall the sezgiprovided in respect of all markets are
critical because: (1) the volume of the activityaamntain markets may be very significant,
(2) most of the business on the relevant markelesred through LCH SA or (3) the
suspension of the clearing service could impacenally the functioning of the market;
the level of global market share with respect ttaie products is high; and LCH SA’s
service are used by significant clearing firms. rétiver, a transfer of the clearing
activity to another CCP is technically and orgatizzeally complex to perform on short
notice.

The RP also identifies those shared operationshwh@H SA depends on to
perform critical services to members, includingsiaritical departments and services

and systems within its corporate group and thoseiged by others. The RP identifies
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the main operating units within LCH SA that plagraical role in providing services as
well as those enterprise systems that are criticdlCH SA’s ongoing operations. Such
systems are categorized as (i) Tier 1 Enterpriggc@lr(which is the most important
category and where a failure may have direct impadhe continued functioning of
LCH SA); (ii) Tier 2 Business Critical (which iscategory of systems where business
may not be able to proceed as usual in the eveamfaifure); and (iii) Tier 3 Business
Support (which are non-critical systems). In additthe RP identifies those services
provided by its affiliates (including its Parent)dathird-party service providers that are
essential to LCH SA’s operations as well as theagents governing such relationships.
The RP describes that LCH SA maintains compreherestit management plans
should its Parent initiate its own recovery andasitown plan, cease to operate, or notify
LCH SA of its termination of services. The RP allescribes the business continuity
procedures and exit management plans that LCH SAdanitiate upon the failure of a
critical third-party service provider.

2. Identification of Possible Stress and RecoBagnarios

The RP categorizes potential stress scenariosamiays as a result of either:
(i) clearing member defaults and (ii) non-cleanmgmber events. Clearing member
defaults are identified as those losses that thnelaCH SA'’s ability to operate as a going
concern through either uncovered credit lossemjoidity shortfalls created as a result of
a default by one or more members. Non-clearing begrdefaults are defined as losses
impacting capital adequacy arising from risks, uigigthg, without limitation, general
business risks, operational events, custody arestment risks, or risks on the

interoperability link.
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The RP then identifies, prior to implementing afyhe recovery strategies
described therein, the day-to-day risk measurgdaice to assure provision of the critical
services performed where these are insufficientghevery plan will be triggered.

With respect to clearing member defaults, the LGHiSk framework provides
mitigations for uncovered credit losses due to anbvex default. LCH SA follows high
standards to assess financial resources againsbengrortfolios, including initial margin
model covering the potential loss from any memlsfadlt to a 99.7% confidence level
over the applicable holding period, margin add-wmndeal with specific member
portfolios risks such as concentration, liquidiskrand sovereign risk, and default fund
sizing to cover simultaneous default of the 2 mensibaving the largest stress testing
losses beyond the 99.7% confidence level. Strass &ee applied by LCH SA in order to
assess whether financial resources are calibratedrtdle systemic risks. In addition, a
reverse stress resting procedure is used to ascadequacy of financial resources held
against member positions. The stress testing fraorleis reviewed on an annual basis.

Further, reverse stress testing exercise is coadwttleast quarterly for each
default fund and is subject to review by LCH Ex@eRisk Committee. Risk
monitoring mechanisms have been established i twdmnticipate and identify any
credit or market risks with respect to a clearirgmmber, including daily monitoring of
credit watch lists by LCH SA's credit risk departmhe

The RP covers the default of one or multiple Clegiviember(s) on one or
several of its markets, where LCH SA has to rebdistathe matched book and may have

allocate any uncovered credit losses to its owitaaqr to surviving clearing members.
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With respect to liquidity shortfalls as a resultlo¢ clearing member default, the
existing liquidity risk management framework seeksnanage liquidity risk by requiring
certain minimum liquidity coverage ratio and usiegerve stress testing to identify
plausible scenarios where the liquidity coverag® ffalls below 100%, as well as
considering the liquidity impact as a result of tefault of its liquidity line provider.

LCH SA would leverage on the reserve stress testiegarios and the liquidity
line provider’s default to define the liquidity @cery scenarios.

In addition, the RP provides that LCH SA uses a§etrly warning indicators
and management actions to mitigate liquidity rigkpto implementing RP. To the
extent a clearing member default has occurred, BBHvould perform increased risk
monitoring, including preparation of liquidity riskports that would be produced several
times a day.

The RP covers the potential and actual liquidityrtfalls as result of a clearing
member or allied clearing house default.

For operational risks, the RP provides that onaxtguly basis, control
assessments, incident and audit recommendatioms\aesved and adjusted as
appropriate. On a yearly basis, a risk and costitassessment is performed whereby
all risks are reassessed. The operational ris&rttepnt performs second line challenge
on all these activities. In addition, all “majorf thigh” incidents are processed through a
detailed incident review to identify actions tothar improve the control environment.

LCH SA also performs a business impact analysigavtédentifies all critical
systems and departments and has in place a globiadss continuity strategy which

outlines the strategy to maintain critical servicesase of a disaster. The RP further
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identifies events, including cyber-attacks, failofea critical service provider, failure of
data providers and exchanges, failure of LCH SAiseRt, and reputational events as
potential operational risks that could threaterc@stinued functioning.

The RP covers both a loss resulting from an opgmratirisk event or any other
event which impacts the critical services providgd_CH SA (e.g. failure in the
provision of service by a third party).

Business risk is managed by the relevant indivitwainess lines and requires
frequent monitoring of results against budget andricial plans, with a second line
challenge performed by the risk and finance depamtato verify if sufficient capital
buffers are available for applicable business ridksaddition, LCH SA conducts a
yearly review of business risk scenarios to defiotential loss scenarios under
foreseeable conditions and the LCH SA finance depart monitors key metrics,
including revenues and quarterly financial inforimat Investment risk and second line
monitoring is also conducted with respect to irgerate risk, aggregate credit risk
exposure, daily mark-to-market limits, and intercr@dit scores for investment
counterparties.

The RP also considers that LCH SA is connectedaimad range of financial
market infrastructures, including central secusitiepositories, settlement platforms and
interoperating central counterparties and iderstifiee types of operational or financial
failures that could restrict LCH SA's ability to efate.

Finally, the RP identifies a series of scenariogchjtaken together, could also

impact the continued functioning of critical semsc
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3. Triggers for RP

The RP includes a detailed list of events whidhdfy were to occur would trigger
the implementation of a specific action identifiadhe RP.

The RP provides that a clearing member defaultlvalldentified through credit
risk monitoring and review of external informatioicating a default. Each LCH SA
business line then applies its own default managéepr@cess under which a default
management group identifies and manages the pbades default management process
and the application of the default waterfall. Hussible triggers for the RP include: (i) a
clearing member default, in which case the defadtedures will be initiated to
reestablish the matched book; (ii) several defewdints may lead to more than one
replenishment of Skin in the Game (iii) mutualizéfault fund contributions per specific
default have been consumed, in which case unfuretedirces will be used to keep LCH
SA appropriately funded.

Each LCH SA business lines maintain its own defanahagement process and
waterfall, but, in general, the RP describes tloéstased in the event of a clearing
member default. The default management procassers to re-establish the matched
book of LCH SA and return back to business as usudltherefore considered as a
recovery tool. The relevant governance for the rgameent of a default is followed as
described in the paragraph 5.

When covering the relevant credit losses relatealdefault event. First, LCH SA
looks to the defaulting clearing member’s marglitnese amounts are already held by
LCH SA and are available to manage the default@éaring member and, as such, are

not considered to be a trigger of the RP. Secb@# SA looks to the defaulting
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clearing member’s default fund contribution, whiohy be allocated to the defaulting
clearing member’s shortfalls. Again, this actiswithin the control of LCH SA and
does not impact the capital adequacy of LCH SAsstso not considered a trigger for
the RP. Third, in line with requirements under RYILCH SA is required to hold capital
equivalent to 25 percent of LCH SA’s minimum nepital requirement against which
default losses can be applied against liquid abvkElaapital. In addition, excess capital is
held to replenish such amount within the relevavitiE deadline. Where multiple
defaults occur over a longer time period and |leaahtltiple replenishments of Skin in
the Game, this may lead to start up of the recopky and application of capital
conservation measures. Fourth, should lossesi@rfisim a clearing member default be
consumed by the defaulter’'s margin and default feordribution and subsequently LCH
SA'’s contribution from capital, LCH SA may look t@n-defaulting member default
fund contributions. Those amounts are pre-fundechémbers and held and controlled
by LCH SA for the purposes of managing a defaudt, aimus, the utilization of those
amounts is not considered an application of the RBwever, LCH SA has the right to
trigger an assessment of the defaults as to rdesstdibe fund to its original size, and
such an assessment is considered to be a recoeasune under the RP. Finally, when it
is no longer possible for LCH SA to make assesssnamd all pre-funded default fund
contributions have been used, recovery measures timel RP, as described below, will
be implemented.

With respect to liquidity shortfall triggers, LCHASuns a daily liquidity
assessment and monitors key liquidity driversthinevent that these fall below a

specific level, the RP will be triggered. In aduafit, the occurrence of a clearing member
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default or the failure of a third-party providingtdement and payment services to
clearing member may also result in increased mongpand in the event that LCH SA
does not have sufficient liquid resources to migeidity needs, the RP would be
triggered.

With respect to non-clearing member default evahtsRP identifies those
events with more particularity and identifies tipedfic triggers for the RP with respect
to such events. For investment losses, which efieetl as losses related to the default
of an investment counterparty or losses incurrea i@sult of extreme market conditions,
the RP is triggered if losses are greater thami@e@mum regulatory capital allocated to
this activity. For operational risk events, the iBRRriggered upon any operational losses
that consume the regulatory capital LCH SA holdsirag} the relevant risks; failure of a
third party which impacts the provision of LCH SAervices; and reputational events
impacting LCH SA’s reputation with clearing memband partners. With respect to
business risks, the RP is triggered upon a logsctrssumes the regulatory capital LCH
SA holds against the relevant risks. The RP msy bé triggered upon the failure of
other financial market infrastructures.

4, Identification and Assessment of Recovery Tools

The RP identifies the various recovery tools thay e applied by LCH SA upon
the triggering of the RP, using again the samendisbn between clearing member
default events and non-clearing member events.

For clearing member default scenarios, the existtages of the LCH SA default
management process have been used as the framewat&ntifying and confirming the

appropriate tools to use in the event of a cleamegnber default. The RP describes that
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the default management process in detail and suinesahe actions to be taken at each
phase, including, as mentioned above, (i) reestaibly the matched book, (ii) default
fund assessments, (iii) service continuity chargesd, (iv) voluntary payments. To the
extent that the default fund and assessments camnmge the losses accumulated from
the clearing member default and any service coityirn voluntary service continuity
contributions received are not sufficient to cotrex relevant losses, the service closure
phase of the default management process is triggare all outstanding contracts will be
closed out as of the clearing day following suctedaination and all relevant losses are
allocated to the clearing members. If the RP ggeied as a result of a liquidity shortfall,
the RP provides that LCH SA may use its centraklzaadit line to deposited securities
received on behalf of defaulting clearing member(s)

Other potential tools to manage liquidity streggation are limits with respect to
illiquid collateral or, if necessary apply increds®ircuts on certain types of collateral to
incentivize the use of more liquid collateral adlwe apply specific liquidity margins.

The measures should assure that LCH SA has suifiligiid resources at all
times. As a last resort, under its rulebook, LCH&@#Id defer funding for the settlement
platform for a limited period of time.

As to non-clearing member events, the tool thased under the RP will depend
on the nature of the event, but for most investmamginess, and operational risks, LCH
SA has its capital surplus that it can allocatséssagainst. Further, LCH SA can put in
place several measures for capital conservatiorL@ktlSA also maintains insurance

coverage for specific operational risk events.aAast resort, LCH SA may also initiate a
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capital raising strategy in order to obtain anctijn of capital to replenish any
consumed capital.

If an event resulted in a major disruption of itsidties, LCH SA would initiate
its business continuity strategy, which establishesnterprise wide RP and response
proportionate to the event which aims to minimize impact of a major disruption on
LCH SA's critical business and resources. Fordisguption or loss of key third-party
service provider, LCH SA would be able to exeraeeeral contractual rights and
maintains exit plans which are intended to safegdjtfaa continuity of services. LCH SA
also maintains ¢ back up procedures and protokatstould be initiated if there is an
impact on critical services of FMIs, for example ébility to collect margin within T2
under an emergency platform. Finally, LCH SA maiim$é a crisis communication plan
which outlines the procedure for communicating velgaring members and partners in
the event of a disruption.

With respect to each recovery tool identified, Rf¢ also seeks to assess that each
tool possesses the following characteristics: getmnsive; effective, including as to
reliability, timeliness; transparent, provides agprate incentives, and results in a
minimum negative impact. To confirm that each ey tool does, in fact, have these
characteristics, the RP considers as to eachbatreers or constraints within the tool
itself; the steps and time to implement (if noeably available as a tool); the likely
effectiveness of the tool; any risk of executitire potential impacts on participants and
markets generally; the sequencing of the use dfoible where multiple tools may be

required; and the legal basis of the tool. TheaRB includes a qualitative and
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guantitative assessment to provide an indicatiah@fikelihood and severity of a
potential recovery situation and whether the tawdtuded in the RP are adequate.

5. Governance Requirements

The creation of the RP and its approval is sulifget number of layers of
governance approval. At a high level, the LCH SAndgement Committee is
responsible for the preparation of the RP and impl&ation of the monitoring and the
recovery tools set forth in the RP. Before submis$o the LCH SA Risk Committee,
the RP is reviewed and validated by the Executiist Rommittee of LCH Group. The
LCH SA Risk committee, which includes independdrgators, then reviews, challenges
(if needed), and recommends the RP for approvéhdy. CH SA board. Final approval
of the RP rests with the LCH SA Board.

At a more granular level, the RP identifies theup®and individuals within LCH
SA that are responsible for the various aspectiseRP.

A clearing member default will be managed in adaoce with the relevant
procedures. The Default Management GrolpMG”) is responsible for the
management of the default while all critical demns are escalated and submitted to the
LCH SA Default Crisis Management TeanDCMT” ). All decision which may lead to
the triggering of recovery measures are subjediscussion in the DCMT and approval
of the LCH SA CEO.

With respect to non-clearing member events, theagament of those events will
depend on the nature of the event. For examplestment losses and liquidity shortfalls
are managed from a first line of defense, whicéragtts to control risks within the risk

appetite parameters set by the Board, and theesasdated as appropriate. Operational
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risks are managed in accordance with the operaticskgpolicy approved by the Board
and reporting and second line challenges are peediby the operational risk
department. Business risk is managed by indiviBualness lines and requires frequent
monitoring of results against budget and finangpiahs, with a second line challenge
performed by the risk and finance departments tywi sufficient capital buffers are
available for the applicable business risks.

Upon the occurrence of a clearing member defdhdtyécovery measures that
will apply are clearly set forth in LCH SA’s ruleblkband LCH SA’s CEO has the
authority to trigger the different stages in thaeviall process, but will consult with
DCMT and regulators prior to taking any action.atidition, the RP provides that the
LCH SA will also activate an emergency board megtor approval (if reasonably
possible). Upon receipt of information relevanaitecenario causing non-default losses,
the LCH SA management committee will consider whethrecommendation to
formally invoke the RP should be made to the LCHE®/ard. Upon receipt of a
recommendation for action, the LCH SA Board wilhs@er the information presented
to determine if the RP should be formally invoked.

6. Plan Testing and Maintenance

The RP requires that LCH SA conduct testing anéeveof member default rules
and associated procedures through the runningrafdpe “fire drills” which simulate
member default scenarios. According to the RPfitaalrills are intended to simulate all
aspects of a member default, including the auatigpoif the defaulting members portfolio
to non-defaulting members (where appropriate) amdlves the participation of

members and relevant functions within the LCH Sdamization. Further, because one
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of the main scenarios contemplated under the RRisaring member default, the testing
of this elementi(e. the tools to recover from uncovered credit logsgd&gjuidity
shortfalls arising from a member default) will Inedrporated into each relevant fire drill
cycle. As noted in the RP, LCH SA performs an ahmoulti-service fire drill and
service specific fire drills are performed at leashually and testing for non-default
events are incorporated into the fire drill regiasewell. Should either the periodic
testing or other change within LCH SA result in treeed to amend the RP, the RP will be
revised in accordance with the governance requinésridentified above.

(b)  Statutory Basis

LCH SA believes that the proposed rule changensistent with the
requirements of Section 17A of the Act and the l&tgons thereunder, including the
standards under Rule 17Ad 22

Section 17A(b)(3)(F) of the Attequires, among other things, that the rules of a
clearing agency be designed to promote the promptacurate clearance and settlement
of securities transactions to assure safeguardisgaurities and funds which are in the
custody or control of the clearing agency or foiakht is responsible, and in general to
protect investors and the public interest. LCHIMeves that the RP will permit it to
initiate recovery upon the occurrence of certaggir events to maintain continuity of
critical services or orderly wind down in accordamndgth the applicable requirements of
Rule 17Ad-23 and LCH SA's rules. The RP is designed to formeaiind set out the risk

framework and measures that LCH SA will use to en#s stability and recovery in the

7 17 CFR 240.17Ad-22.
8 15U.S.C. 789-1(b)(3)(F).
® 17 CFR 240.17Ad-22.
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event of a crisis in order to be able to mainttsrcritical business processes and
operations. Specifically, the RP would descrikeltEH SA risk framework and process
applicable to identify measure, monitor and marthgeisks faced by LCH SA in the
provision of clearing, settlement and risk manag@rservices when a crisis event
occurs. The RP would serve as a means of addgessedit risk, market risk, general
business risk, operational risk, and other risks thay otherwise threaten the viability of
LCH SA. The RP would also support the stability 6fH SA as a clearing house that is
part of the broader financial markets and seeksdmote the protection of market
participants from the risk of default by a clearmgmber of LCH SA or an unforeseen
operational or business event that impacts LCH SAiginued functioning. In that
regard, LCH SA believes that the RP supports th@i@interest, in line with Section
17A(b)(3)(F)° of the Act.

The RP would also be consistent with the speodievant requirements of Rule
17Ad-22, including under 17Ad-22(e)(2) and'{3)Rule 17Ad-22(e)(2¥ provides that a
covered clearing agency shall have governancegeraents that are clear and
transparent and clearly prioritize the safety affidiency of the covered clearing agency,
to support the public interest requirements iniact7A of the Act applicable to
clearing agencies, and the objectives of ownergpantitipants. LCH SA believes that
the RP is consistent with these requirements. RIPéncludes extensive governance
requirements that clearly identify the lines ofp@ssibility with respect to the RP. As

described above, at a high level, the LCH SA Mansge Committee is responsible for

10 15 U.S.C. 789-1(b)(3)(F).
17 CFR 240.17Ad-22(e)(2) and (3).
1217 CFR 240.17Ad-22(e)(2).
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the preparation of the RP and implementation ofhtleaitoring and the recovery tools set
forth in the RP. The LCH SA Risk committee, whiohludes clearing member
representatives, then reviews, challenges (if re@ad recommends the RP for
approval by the LCH SA board. Final approval & RP rests with the LCH SA Board,
which includes, among other categories, non-exee@hair, independent directors and
user directors. At a more granular level, the &hiifies the groups and individuals
within LCH SA that are responsible for the vari@spects of the RP. Therefore, LCH
SA believes that the RP contains governance arnaegis that are clear and transparent
and clearly prioritize the safety and efficiencytloé covered clearing agency, to support
the public interest requirements and the objectbfesvners and participants, and is,
therefore, consistent with the requirements of Ralad-22(e)(2).

Rule 17Ad-22(e)(3Y requires that a covered clearing agency maintaivuad
risk management framework for comprehensively maygglggal, credit, liquidity,
operational, general business, investment, custoay other risks that arise in or are
borne by the covered clearing agency, which mwdude plans for the recovery and
orderly wind-down of the covered clearing agencyassitated by credit losses, liquidity
shortfalls, losses from general business riskngrather losses. The RP is designed to
maintain the continuity of critical services in #Bs10f extreme stress and to facilitate the
recovery of LCH SA in the event of extreme (losgrsarios, as part of LCH SA’s
comprehensive risk management framework. As destrabove, the RP seeks to
identify those services which could impact the oanty of LCH SA’s operations,

implement early warning indicators to identify patial recovery scenarios and define

1317 CFR 240.17Ad-22(e)(3).
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the triggers for initiating the RP, and clearlyntié/ the recovery tools available under
the RP. Accordingly, LCH SA believes the RP issistent with Rule 17Ad-22(e)(®)

Item 4. Self-Reqgulatory Organization’s Statement on Burdermon Competition

Section 17A(b)(3)(l) of the Act requires that ties of a clearing agency not
impose any burden on competition not necessargmogriate in furtherance of the
purposes of the Att LCH SA does not believe the proposed rule chavmed impact
or impose any burden on competition. The propoakdahange would establish and
maintain LCH SA’s RP in accordance with the CCAerul The RP would not affect
clearing member’s access to services offered by SBHbr impose any direct burden on
clearing members. To the contrary, the RP seeidetdify the key risks and to establish
appropriate recovery measures to ensure LCH SAlisyaio operate in the event of an
extreme loss. Accordingly, the proposed rule ckeamguld not unfairly inhibit market
participants’ access to LCH SA’s services or disedage or favor any particular user in
relationship to another user. Therefore, LCH SAgdaot believe that the proposed rule
change imposes any burden on competition thattiaemessary or appropriate in
furtherance of the purposes of the Act.

Item 5. Self-Requlatory Organization’s Statement orComments on the

Proposed Rule Change Received from Members, Partigants or
Others

Written comments relating to the proposed rule gedmave not been solicited or
received. LCH SA will notify the Commission of anyitten comments received by

LCH SA.

1417 CFR 240.17Ad-22(e)(3).
1515 U.S.C. 78g-1(b)(3)(1).
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Item 6. Extension of Time Period for Commission Adbn

LCH SA does not consent to the extension of the f@riod listed in Section
19(b)(2) of the Act for Commission action.

Item 7. Basis for Summary Effectiveness Pursuant t8ection 19(b)(3) or for
Accelerated Effectiveness Pursuant to Section 19(B) or Section

19(b)(7)(D)

(a) Not applicable.

(b) Not applicable.
(c) Not applicable.
(d) Not applicable.

Item 8. Proposed Rule Change Based on Rules of Ahetr Self-Requlatory
Organization or the Commission

The proposed rule change is not based on the otilEsother self-regulatory
organization or the Commission.

Item 9. Security-Based Swap Submissions Filed Purant to Section 3C of the
Act

Not applicable.

Item 10. Advance Notices Filed Pursuant to SectiodB06(e) of the Payment,
Clearing and Settlement Supervision Act

Not applicable
Item 11. Exhibits

Exhibit 1A — Notice of proposed rule change for publicatiothie Federal
Reqgister

Exhibit 5— Text of LCH SA’s Recovery PlarOmitted and filed separately
with the Commission. Confidential treatment of thisExhibit 5 pursuant to 17 CFR

240.24Db-2 being requested.
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SIGNATURES
Pursuant to the requirements of the Securitieh&xge Act of 1934, Banque
Centrale de Compensation has caused this filitge teigned on its behalf by the undersigned
hereunto duly authorized.

BANQUE CENTRALE DE COMPENSATION

By:

Francois Faure
Chief Compliance Officer
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EXHIBIT 1A
SECURITIES AND EXCHANGE COMMISSION
(Release No. 34- ; File No. SR-LCH SA-2017-012)

[DATE]

Self-Regulatory Organizations; LCH SA; ProposedeRtihange Relating to Wrong Way
Risk Margin.

Pursuant to Section 19(b)(1) of the Securities Brge Act of 1934 (“Act’} and
Rule 19b-4 thereundenotice is hereby given that on , 2017, BanQentrale
de Compensation, which conducts business undanghwe LCH SA (LCH SA”"),
filed with the Securities and Exchange Commissi@ofnmissior) the proposed rule
change described in Items |, 1l and 11l below, whitems have been prepared primarily
by LCH SA. The Commission is publishing this netto solicit comments on the
proposed rule change from interested persons.

l. Clearing Agency’s Statement of the Terms of Substae of the Proposed Rule
Change

LCH SA is proposing to adopt an updated recovean flhe RP”) in accordance
with Rule 17Ad-22(e)(3)(ii). The text of the progassrule change has been annexed as
Exhibit 5. LCH SA has requested confidential tneextit of the material submitted as

Exhibit 5.

1 15U.S.C. 78s(b)(1).
2 17 CFR 240.19b-4.
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I1. Clearing Agency’s Statement of the Purpose of, anfitatutory Basis for, the
Proposed Rule Change

In its filing with the Commission, LCH SA includeslatements concerning the
purpose of and basis for the proposed rule change&i@cussed any comments it
received on the proposed rule change. The tetkiese statements may be examined at
the places specified in Item IV below. LCH SA Ipagspared summaries, set forth in
sections A, B, and C below, of the most significaspects of these statements.

A. Clearing Agency’s Statement of the Purpose of, StadlutoryBasis for,
the Proposed Rule Change.

1. Purpose

On September 28, 2016, tBecurities and Exchange Commiss(time “Commissior)
adopted amendments to Rule 17Ad4@2rsuant to Section 17A of the Securities
Exchange Act of 1934 ( the\tt”)* and the Payment, Clearing and Settlement
Supervision Act of 2010 Clearing Supervision Act)°to establish enhanced standards
for the operation and governance of those cleagencies registered with the
Commission that meet the definition of a “covertghdng agency,” as defined by Rule
17Ad-22(a)(59 (collectively, the new and amended rules are herfarred to asCCA
rules”).

LCH SA is a covered clearing agency under the C@ésrand therefore is
subject to the requirements of the CCA rules, idiclg Rule 17Ad-22(e)(3). The CCA

rules require that covered clearing agencies, amtmgr things, “establish, implement,

¥ 17 CFR 240.17Ad-22.

4 15U.S.C. 78q.

® 12 U.S.C. 5461 et. seq.

® 17 CFR 240.17Ad-22(a)(5).
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maintain and enforce written policies and proceslueasonably designed to . . . maintain
a sound risk management framework for comprehelysmanaging legal, credit,
liquidity, operational, general business, investtpemstody, and other risks that arise in
or are borne by the covered clearing agency, whichncludes plans for the recovery
and orderly wind-down of the covered clearing agamecessitated by credit losses,
liquidity shortfalls, losses from general busingsk, or any other losse$"As a central
counterparty recognized under the European Mareddtructure Regulation

(“EMIR ")8, LCH SA is also subject to prudential requiremeasswell as requirements
regarding its operations and oversight. As a tiiadtitution based in the European
Union, LCH SA is also subject to Directive 201459/ as supplemented, requiring
institutions to draw up and maintain recovery plaeting forth options for measures to
be taken by the institution to restore its finahpmssition following a significant
deterioration of its financial position.

Specific guidance has been given on Recovery fd? 6CCPMI IOSCO. Within
the CPMI IOSCO principles for financial market edtructures (PFMI) it is outlined that
all systemically important FMIs should have a coeffnsive and effective recovery
plan. For this purpose it has issued the repoddvery of financial market
infrastructures” containing guidance on recovegngl content of a recovery plan in
October 2014 and a guidance relating resilienceracalvery in 2017.

Furthermore, regulations are under preparation Barapean level outlining the

Recovery and Resolution measures for CCPs.

" 17 CFR 240.17Ad-22(e)(3)(ii).

Regulation (EU) No 648/2012 of 4 July 2012 on OECivhtives, central counterparties and trade
repositories
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As described in more detail below, the purposénefRP is to maintain the
continuity of critical services in times of extresieess and to facilitate the recovery of
LCH SA agency. Among other things, the RP seeké)taentify if and to what level
LCH SA'’s service are critical for the market andawternal or external
services/systems are critical for the continuity. 6H SA’s activity; (ii) outline the
scenario under which recovery of the LCH SA mightecessary; (iii) define the early
warning indicators and triggers for initiating ttezovery measures under the RP,
including the market conditions or events that ddtbger it; (iv) define the governance
framework to trigger these recovery measures;d@tify the available recovery tools to
manage crisis situations and to restore businessuad; and (vi) Perform a quantitative
and qualitative assessment if the recover toold theeCPMI IOSCO criteria for
recovery instruments.

The RP also includes a detailed summary of theabMausiness and regulatory
framework that LCH SA operates in, including id&éoétion of applicable regulations,
company structure, detail regarding the LCH SA bess lines and geographical spread,
and information regarding the interaction betwe@HLSA and its parent entity (the
“Parent”).

The RP also contains an FMI analysis which anali§#4 SA relationship with
other financial market infrastructure (e.g. setéatplatforms, trade repositories, etc)
and institutions used by LCH SA or its clearing nbemns such a payment and settlement
agents.

The RP covers all scenarios which may potentiaigwent LCH SA from

providing its critical services:
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- The default of one or multiple Clearing Membexggs)one or several of its
markets, where LCH SA has to re-establish the negltttook and may have
allocate any uncovered credit losses to its owitaaqr to surviving clearing
members.

- Potential and actual liquidity shortfalls as resila clearing member or allied

clearing house default.

- The default of an investment counterparty of LCH@&Aany other investment
losses resulting from changes in the market vafudhe investments.

- Aloss resulting from an operational risk evenany other event which
impacts the critical services provided by LCH SAg(éailure in the provision
of service by a third party).

- Poor business performance or loss of critical @mt$rwith Exchanges.

- Operational or financial failure of an FMI (e.gliedl clearing house/ (I)CSD/
Trades Repository).

1. Identification of Critical Services and Operaso

With respect to the critical services that mighpaut the continuity of LCH SA’s
operations, the proposed RP provides that an assesfias been done in accordance
with guidance by the Financial Stability Boardr$B") on identification of critical
functions and shared services. LCH SA has asséisaethe clearing services LCH SA
provides to participants with respect to the markd¢ntified in the RP are deemed
critical for purposes of the RP. Overall the sezgiprovided in respect of all markets are
critical because: (1) the volume of the activityaamntain markets may be very significant,

(2) most of the business on the relevant markelesred through LCH SA or (3) the
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suspension of the clearing service could impacensly the functioning of the market;
the level of global market share with respect toaie products is high; and LCH SA’s
service are used by significant clearing firms. rétiver, a transfer of the clearing
activity to another CCP is technically and orgatizzeally complex to perform on short
notice.

The RP also identifies those shared operationshwh@H SA depends on to
perform critical services to members, includingsiaritical departments and services
and systems within its corporate group and thoseiged by others. The RP identifies
the main operating units within LCH SA that plagraical role in providing services as
well as those enterprise systems that are criticdlCH SA’s ongoing operations. Such
systems are categorized as (i) Tier 1 Enterprigg@lr(which is the most important
category and where a failure may have direct impadhe continued functioning of
LCH SA); (ii) Tier 2 Business Critical (which iscategory of systems where business
may not be able to proceed as usual in the evemfaifure); and (iii) Tier 3 Business
Support (which are non-critical systems). In additithe RP identifies those services
provided by its affiliates (including its Parent)dathird-party service providers that are
essential to LCH SA’s operations as well as theagents governing such relationships.

The RP describes that LCH SA maintains compreherestit management plans
should its Parent initiate its own recovery anddsitown plan, cease to operate, or notify
LCH SA of its termination of services. The RP allescribes the business continuity
procedures and exit management plans that LCH S#Aldnanitiate upon the failure of a

critical third-party service provider.
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2. Identification of Possible Stress and Recosagnarios

The RP categorizes potential stress scenariosamays as a result of either:

(i) clearing member defaults and (ii) non-cleanmgmber events. Clearing member
defaults are identified as those losses that thnelaCH SA'’s ability to operate as a going
concern through either uncovered credit lossemjoidity shortfalls created as a result of
a default by one or more members. Non-clearing begrdefaults are defined as losses
impacting capital adequacy arising from risks, uigithg, without limitation, general
business risks, operational events, custody arestment risks, or risks on the
interoperability link.

The RP then identifies, prior to implementing afmyhe recovery strategies
described therein, the day-to-day risk measurgsaice to assure provision of the critical
services performed where these are insufficienteéhevery plan will be triggered.

With respect to clearing member defaults, the LGHiSk framework provides
mitigations for uncovered credit losses due to anber default. LCH SA follows high
standards to assess financial resources againgbengrortfolios, including initial margin
model covering the potential loss from any memlsfadlt to a 99.7% confidence level
over the applicable holding period, margin add-wmndeal with specific member
portfolios risks such as concentration, liquidiskrand sovereign risk, and default fund
sizing to cover simultaneous default of the 2 mambaving the largest stress testing
losses beyond the 99.7% confidence level. Stress &ee applied by LCH SA in order to
assess whether financial resources are calibratedrtdle systemic risks. In addition, a
reverse stress resting procedure is used to ascadequacy of financial resources held

against member positions. The stress testing frameis reviewed on an annual basis.
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Further, reverse stress testing exercise is coadwttleast quarterly for each
default fund and is subject to review by LCH Ex@mRisk Committee. Risk
monitoring mechanisms have been established i twdmnticipate and identify any
credit or market risks with respect to a clearirgmmber, including daily monitoring of
credit watch lists by LCH SA’s credit risk departmhe

The RP covers the default of one or multiple Clegiviember(s) on one or
several of its markets, where LCH SA has to rebdistathe matched book and may have
allocate any uncovered credit losses to its owitaagr to surviving clearing members.

With respect to liquidity shortfalls as a resultlo¢ clearing member default, the
existing liquidity risk management framework setksnanage liquidity risk by requiring
certain minimum liquidity coverage ratio and usregerve stress testing to identify
plausible scenarios where the liquidity coveragm ffalls below 100%, as well as
considering the liquidity impact as a result of trefault of its liquidity line provider.

LCH SA would leverage on the reserve stress testegarios and the liquidity
line provider’s default to define the liquidity @cery scenarios.

In addition, the RP provides that LCH SA uses a§etrly warning indicators
and management actions to mitigate liquidity rigkpto implementing RP. To the
extent a clearing member default has occurred, BBHvould perform increased risk
monitoring, including preparation of liquidity rigskports that would be produced several
times a day.

The RP covers the potential and actual liquidityrtfhlls as result of a clearing

member or allied clearing house default.
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For operational risks, the RP provides that onaxtguly basis, control
assessments, incident and audit recommendatiome\aesved and adjusted as
appropriate. On a yearly basis, a risk and cosetitassessment is performed whereby
all risks are reassessed. The operational ris&rttepnt performs second line challenge
on all these activities. In addition, all “majorf thigh” incidents are processed through a
detailed incident review to identify actions tothar improve the control environment.

LCH SA also performs a business impact analysigavtédentifies all critical
systems and departments and has in place a globmldss continuity strategy which
outlines the strategy to maintain critical servicesase of a disaster. The RP further
identifies events, including cyber-attacks, failofea critical service provider, failure of
data providers and exchanges, failure of LCH SAiseRt, and reputational events as
potential operational risks that could threatercdstinued functioning.

The RP covers both a loss resulting from an opmratirisk event or any other
event which impacts the critical services providgd CH SA (e.qg. failure in the
provision of service by a third party)

Business risk is managed by the relevant indivitwainess lines and requires
frequent monitoring of results against budget andricial plans, with a second line
challenge performed by the risk and finance depamtato verify if sufficient capital
buffers are available for applicable business ridksaddition, LCH SA conducts a
yearly review of business risk scenarios to defioential loss scenarios under
foreseeable conditions and the LCH SA finance depant monitors key metrics,
including revenues and quarterly financial inforimat Investment risk and second line

monitoring is also conducted with respect to irgerate risk, aggregate credit risk
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exposure, daily mark-to-market limits, and interor@dit scores for investment
counterparties.

The RP also considers that LCH SA is connectedaimad range of financial
market infrastructures, including central secusitiepositories, settlement platforms and
interoperating central counterparties and iderstifree types of operational or financial
failures that could restrict LCH SA'’s ability to eate.

Finally, the RP identifies a series of scenariogchjtaken together, could also
impact the continued functioning of critical sersc

3. Triggers for RP

The RP includes a detailed list of events whidhéfy were to occur would trigger
the implementation of a specific action identifiadhe RP.

The RP provides that a clearing member defaulthelidentified through credit
risk monitoring and review of external informatimdlicating a default. Each LCH SA
business line then applies its own default managéepr®cess under which a default
management group identifies and manages the pbates default management process
and the application of the default waterfall. Hussible triggers for the RP include: (i) a
clearing member default, in which case the defadtedures will be initiated to
reestablish the matched book; (ii) several defawdints may lead to more than one
replenishment of Skin in the Game (iii) mutualizefault fund contributions per specific
default have been consumed, in which case unfuresedirces will be used to keep LCH
SA appropriately funded.

Each LCH SA business lines maintain its own defandhagement process and

waterfall, but, in general, the RP describes tloéstased in the event of a clearing
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member default. The default management procassers to re-establish the matched
book of LCH SA and return back to business as usudltherefore considered as a
recovery tool. The relevant governance for the rgameent of a default is followed as
described in the paragraph 5.

When covering the relevant credit losses relatealdefault event. First, LCH SA
looks to the defaulting clearing member’s margiitnese amounts are already held by
LCH SA and are available to manage the default@éaring member and, as such, are
not considered to be a trigger of the RP. Secb@t SA looks to the defaulting
clearing member’s default fund contribution, whiohy be allocated to the defaulting
clearing member’s shortfalls. Again, this actiswithin the control of LCH SA and
does not impact the capital adequacy of LCH SAsstso not considered a trigger for
the RP. Third, in line with requirements under RMLCH SA is required to hold capital
equivalent to 25 percent of LCH SA’s minimum nepital requirement against which
default losses can be applied against liquid avlgleapital. In addition, excess capital is
held to replenish such amount within the relevavitfEdeadline. Where multiple
defaults occur over a longer time period and |leaahtltiple replenishments of Skin in
the Game, this may lead to start up of the recopky and application of capital
conservation measures. Fourth, should losses@iffisim a clearing member default be
consumed by the defaulter’s margin and default feordribution and subsequently LCH
SA’s contribution from capital, LCH SA may look ton-defaulting member default
fund contributions. Those amounts are pre-fundechémbers and held and controlled
by LCH SA for the purposes of managing a defautt, aimus, the utilization of those

amounts is not considered an application of the R&wever, LCH SA has the right to
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trigger an assessment of the defaults as to rdsstdbe fund to its original size, and
such an assessment is considered to be a recoeasune under the RP. Finally, when it
is no longer possible for LCH SA to make assesssnamd all pre-funded default fund
contributions have been used, recovery measures timel RP, as described below, will
be implemented.

With respect to liquidity shortfall triggers, LCHASuns a daily liquidity
assessment and monitors key liquidity driversthinevent that these fall below a
specific level, the RP will be triggered. In aduli, the occurrence of a clearing member
default or the failure of a third-party providingtdement and payment services to
clearing member may also result in increased mongpand in the event that LCH SA
does not have sufficient liquid resources to migeidity needs, the RP would be
triggered.

With respect to non-clearing member default evehtsRP identifies those
events with more particularity and identifies tipedfic triggers for the RP with respect
to such events. For investment losses, which @fiaetl as losses related to the default
of an investment counterparty or losses incurrea i@sult of extreme market conditions,
the RP is triggered if losses are greater tham@@mum regulatory capital allocated to
this activity. For operational risk events, the iREriggered upon any operational losses
that consume the regulatory capital LCH SA holdsirag} the relevant risks; failure of a
third party which impacts the provision of LCH SAervices; and reputational events
impacting LCH SA’s reputation with clearing memband partners. With respect to

business risks, the RP is triggered upon a logsctrsumes the regulatory capital LCH
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SA holds against the relevant risks. The RP msgy laé triggered upon the failure of
other financial market infrastructures.

4, Identification and Assessment of Recovery Tools

The RP identifies the various recovery tools thay e applied by LCH SA upon
the triggering of the RP, using again the samendisbn between clearing member
default events and non-clearing member events.

For clearing member default scenarios, the existtages of the LCH SA default
management process have been used as the framewat&ntifying and confirming the
appropriate tools to use in the event of a cleamegnber default. The RP describes that
the default management process in detail and suinesahe actions to be taken at each
phase, including, as mentioned above, (i) reestaibly the matched book, (ii) default
fund assessments, (iii) service continuity chargesd, (iv) voluntary payments. To the
extent that the default fund and assessments cammge the losses accumulated from
the clearing member default and any service coityiran voluntary service continuity
contributions received are not sufficient to cotlex relevant losses, the service closure
phase of the default management process is triggare all outstanding contracts will be
closed out as of the clearing day following suctedaination and all relevant losses are
allocated to the clearing members. If the RP gge&ied as a result of a liquidity shortfall,
the RP provides that LCH SA may use its centraklzaadit line to deposited securities
received on behalf of defaulting clearing member(s)

Other potential tools to manage liquidity stresgation are limits with respect to
illiquid collateral or, if necessary apply incredgeircuts on certain types of collateral to

incentivize the use of more liquid collateral adlwe apply specific liquidity margins.
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The measures should assure that LCH SA has suffilbggiid resources at all
times. As a last resort, under its rulebook, LCH®@AId defer funding for the settlement
platform for a limited period of time.

As to non-clearing member events, the tool thased under the RP will depend
on the nature of the event, but for most investmamginess, and operational risks, LCH
SA has its capital surplus that it can allocatséssagainst. Further, LCH SA can put in
place several measures for capital conservatiorL@ktISA also maintains insurance
coverage for specific operational risk events.aAast resort, LCH SA may also initiate a
capital raising strategy in order to obtain anctijn of capital to replenish any
consumed capital.

If an event resulted in a major disruption of itsivdties, LCH SA would initiate
its business continuity strategy, which establisheenterprise wide RP and response
proportionate to the event which aims to minimize impact of a major disruption on
LCH SA's critical business and resources. Fordigguption or loss of key third-party
service provider, LCH SA would be able to exeraseeral contractual rights and
maintains exit plans which are intended to safedjtfaa continuity of services. LCH SA
also maintains ¢ back up procedures and protokatsttould be initiated if there is an
impact on critical services of FMIs, for example étbility to collect margin within T2
under an emergency platform. Finally, LCH SA maiin$ a crisis communication plan
which outlines the procedure for communicating weitaring members and partners in
the event of a disruption.

With respect to each recovery tool identified, Rf¢ also seeks to assess that each

tool possesses the following characteristics: getmnsive; effective, including as to
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reliability, timeliness; transparent, provides agprate incentives, and results in a
minimum negative impact. To confirm that each ey tool does, in fact, have these
characteristics, the RP considers as to eachbatreers or constraints within the tool
itself; the steps and time to implement (if noeably available as a tool); the likely
effectiveness of the tool; any risk of executitire potential impacts on participants and
markets generally; the sequencing of the use dfoible where multiple tools may be
required; and the legal basis of the tool. TheaRB includes a qualitative and
guantitative assessment to provide an indicatiah@fikelihood and severity of a
potential recovery situation and whether the tawdtuded in the RP are adequate.

5. Governance Reqguirements

The creation of the RP and its approval is suligeetnumber of layers of
governance approval. At a high level, the LCH SaAndgement Committee is
responsible for the preparation of the RP and implgtation of the monitoring and the
recovery tools set forth in the RP. Before submis$o the LCH SA Risk Committee,
the RP is reviewed and validated by the Executigt Rommittee of LCH Group. The
LCH SA Risk committee, which includes independdrgators, then reviews, challenges
(if needed), and recommends the RP for approvéhéy CH SA board. Final approval
of the RP rests with the LCH SA Board.

At a more granular level, the RP identifies theup®and individuals within LCH
SA that are responsible for the various aspectseoRP.

A clearing member default will be managed in adaoce with the relevant
procedures. The Default Management GrolpMG”) is responsible for the

management of the default while all critical demns are escalated and submitted to the
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LCH SA Default Crisis Management TeanDCMT” ). All decision which may lead to
the triggering of recovery measures are subjedistussion in the DCMT and approval
of the LCH SA CEO.

With respect to non-clearing member events, theagament of those events will
depend on the nature of the event. For examplestment losses and liquidity shortfalls
are managed from a first line of defense, whiceragtts to control risks within the risk
appetite parameters set by the Board, and theesasdated as appropriate. Operational
risks are managed in accordance with the operatiskgpolicy approved by the Board
and reporting and second line challenges are peeiby the operational risk
department. Business risk is managed by indivibualness lines and requires frequent
monitoring of results against budget and finangplahs, with a second line challenge
performed by the risk and finance departments tdywi sufficient capital buffers are
available for the applicable business risks.

Upon the occurrence of a clearing member defandtyécovery measures that
will apply are clearly set forth in LCH SA'’s ruleblband LCH SA’s CEO has the
authority to trigger the different stages in thaeviall process, but will consult with
DCMT and regulators prior to taking any action.abfdition, the RP provides that the
LCH SA will also activate an emergency board megtor approval (if reasonably
possible). Upon receipt of information relevanatecenario causing non-default losses,
the LCH SA management committee will consider whethrecommendation to
formally invoke the RP should be made to the LCHE®/ard. Upon receipt of a
recommendation for action, the LCH SA Board wilhs@er the information presented

to determine if the RP should be formally invoked.
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6. Plan Testing and Maintenance

The RP requires that LCH SA conduct testing anéeveof member default rules
and associated procedures through the runningrafdie “fire drills” which simulate
member default scenarios. According to the RPfitaalrills are intended to simulate all
aspects of a member default, including the auatigoif the defaulting members portfolio
to non-defaulting members (where appropriate) amdlves the participation of
members and relevant functions within the LCH Sdamization. Further, because one
of the main scenarios contemplated under the RRisaring member default, the testing
of this elementi(e. the tools to recover from uncovered credit loggd&juidity
shortfalls arising from a member default) will Ibeorporated into each relevant fire drill
cycle. As noted in the RP, LCH SA performs an ahmoulti-service fire drill and
service specific fire drills are performed at leashually and testing for non-default
events are incorporated into the fire drill regiagewell. Should either the periodic
testing or other change within LCH SA result in tleed to amend the RP, the RP will be
revised in accordance with the governance requinésridentified above.

2. Statutory Basis.

LCH SA believes that the proposed rule changensistent with the
requirements of Section 17A of the Act and the l&gons thereunder, including the
standards under Rule 17Ad-22.

Section 17A(b)(3)(F) of the Attrequires, among other things, that the rules of a
clearing agency be designed to promote the pronmgaacurate clearance and settlement

of securities transactions to assure safeguardisgaurities and funds which are in the

® 17 CFR 240.17Ad-22.
1015 U.S.C. 789-1(b)(3)(F).
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custody or control of the clearing agency or folichtit is responsible, and in general to
protect investors and the public interest. LCHIAMeves that the RP will permit it to
initiate recovery upon the occurrence of certaggir events to maintain continuity of
critical services or orderly wind down in accordamndgth the applicable requirements of
Rule 17Ad-22' and LCH SA’s rules. The RP is designed to formeaéind set out the
risk framework and measures that LCH SA will usertsure its stability and recovery in
the event of a crisis in order to be able to mamnita critical business processes and
operations. Specifically, the RP would describeltEH SA risk framework and process
applicable to identify, measure, monitor and marthgeisks faced by LCH SA in the
provision of clearing, settlement and risk manag#rservices when a crisis event
occurs. The RP would serve as a means of addgessedit risk, market risk, general
business risk, operational risk, and other risks thay otherwise threaten the viability of
LCH SA. The RP would also support the stability 6fH SA as a clearing house that is
part of the broader financial markets and seeksdmote the protection of market
participants from the risk of default by a clearmgmber of LCH SA or an unforeseen
operational or business event that impacts LCH $Aiginued functioning. In that
regard, LCH SA believes that the RP supports th@ipinterest, in line with Section
17A(b)(3)(F)? of the Act.

The RP would also be consistent with the speagfiewant requirements of Rule

17Ad-22, including under 17Ad-22(e)(2) and'€3)Rule 17Ad-22(e)(2} provides that a

117 CFR 240.17Ad-22.

1215 U.S.C. 789-1(b)(3)(F).

1317 CFR 240.17Ad-22(e)(2) and (3).
1417 CFR 240.17Ad-22(e)(2).
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covered clearing agency shall have governancegenaents that are clear and
transparent and clearly prioritize the safety dffidiency of the covered clearing agency,
to support the public interest requirements iniact7A of the Act applicable to
clearing agencies, and the objectives of ownergpantitipants. LCH SA believes that
the RP is consistent with these requirements. RIPéncludes extensive governance
requirements that clearly identify the lines ofp@ssibility with respect to the RP. As
described above, at a high level, the LCH SA Mansge Committee is responsible for
the preparation of the RP and implementation ofhtleaitoring and the recovery tools set
forth in the RP. The LCH SA Risk committee, whinbludes clearing member
representatives, then reviews, challenges (if mded®@d recommends the RP for
approval by the LCH SA board. Final approval a BP rests with the LCH SA Board,
which includes, among other categories, non-exee@hair, independent directors and
user directors. At a more granular level, the &ntifies the groups and individuals
within LCH SA that are responsible for the vari@spects of the RP. Therefore, LCH
SA believes that the RP contains governance arnaegts that are clear and transparent
and clearly prioritize the safety and efficiencytloé covered clearing agency, to support
the public interest requirements and the objectbfesvners and participants, and is,
therefore, consistent with the requirements of Rilad-22(e)(2).

Rule 17Ad-22(e)(3) requires that a covered clearing agency maintaouad
risk management framework for comprehensively maxgglggal, credit, liquidity,
operational, general business, investment, custouy pther risks that arise in or are

borne by the covered clearing agency, which mdtde plans for the recovery and

1517 CFR 240.17Ad-22(e)(3).
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orderly wind-down of the covered clearing agencygassitated by credit losses, liquidity
shortfalls, losses from general business riskngrather losses. The RP is designed to
maintain the continuity of critical services in #Bs1of extreme stress and to facilitate the
recovery of LCH SA in the event of extreme (losgrsarios, as part of LCH SA’s
comprehensive risk management framework. As destrabove, the RP seeks to
identify those services which could impact the oanty of LCH SA’s operations,
implement early warning indicators to identify patial recovery scenarios and define
the triggers for initiating the RP, and clearlyntiéy the recovery tools available under
the RP. Accordingly, LCH SA believes the RP issistent with Rule 17Ad-22(e)(®)

B. Clearing Agency’s Statement on Burden on Competitio

Section 17A(b)(3)(I) of the Act requires that ties of a clearing agency not
impose any burden on competition not necessargmogriate in furtherance of the
purposes of the Att LCH SA does not believe the proposed rule chanmed impact
or impose any burden on competition. The proposkxlahange would establish and
maintain LCH SA’s RP in accordance with the CCAerul The RP would not affect
clearing member’s access to services offered by B8+or impose any direct burden on
clearing members. To the contrary, the RP seektetdify the key risks and to establish
appropriate recovery measures to ensure LCH SAligyalo operate in the event of an
extreme loss. Accordingly, the proposed rule clkeamnguld not unfairly inhibit market
participants’ access to LCH SA'’s services or disad&ge or favor any particular user in

relationship to another user. Therefore, LCH SAsdaot believe that the proposed rule

1617 CFR 240.17Ad-22(e)(3).
715 U.S.C. 78g-1(b)(3)(1).
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change imposes any burden on competition thattisemessary or appropriate in
furtherance of the purposes of the Act.

C. Clearing Agency’s Statement on Comments on thedzem Rule Change
Received from Members, Participants or Others

Written comments relating to the proposed rule geamave not been solicited or
received. LCH SA will notify the Commission of anyitten comments received by
LCH SA.

II. Date of Effectiveness of the Proposed Rule ChangedTiming for
Commission Action

Within 45 days of the date of publication of thigtine in the Federal Register

within such longer period up to 90 days (i) as@mmnmission may designate if it finds
such longer period to be appropriate and publigeesasons for so finding or (ii) as to
which the self-regulatory organization consents,@tmmmission will:

(A) by order approve or disapprove such proposeiaiiange, or

(B) institute proceedings to determine whethergtegposed rule change should be
disapproved.

V. Solicitation of Comments

Interested persons are invited to submit writteta,ddews, and arguments
concerning the foregoing, including whether theposed rule change is consistent with
the Act. Comments may be submitted by any of tlewing methods:

Electronic Comments

* Use the Commission’s Internet comment form

(http://www.sec.gov/rules/sro.shimor
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* Send an e-mail to rule-comments@sec.gov. Pleabam File Number SR-LCH

SA-2017-012 on the subiject line.

Paper Comments

* Send paper comments in triplicate to Secretaryi@exs and Exchange
Commission, 100 F Street, NE, Washington, DC 205390.
All submissions should refer to File Number SR-LEGA-2017-012. This file number
should be included on the subject line if e-mausged. To help the Commission process
and review your comments more efficiently, please oanly one method. The
Commission will post all comments on the Commissidmnternet website

(http://www.sec.gov/rules/sro.shtiniCopies of the submission, all subsequent

amendments, all written statements with respettieg@roposed rule change that are filed
with the Commission, and all written communicatioekting to the proposed rule
change between the Commission and any person, thidrethose that may be withheld
from the public in accordance with the provisioh® &.S.C. 552, will be available for
website viewing and printing in the Commission’®RuReference Room, 100 F Street,
NE, Washington, DC 20549 on official business dagtsveen the hours of 10:00 am and
3:00 pm. Copies of the filing also will be avaikalfor inspection and copying at the
principal office of LCH SA and on LCH SA’s websdé http://www.lch.com/asset-
classes/cdsclear. All comments received will b&tgab without change; the Commission
does not edit personal identifying information freombmissions. You should submit only
information that you wish to make available pulylidll submissions should refer to File
Number SR-LCH SA-2017-012 and should be submittedrdoefore [Commission to

insert date 21 days from publication in the FedBediste}.
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For the Commission, by the Division of Trading andrkets, pursuant to

delegated authorit§;.

Secretary

1817 CFR 200.30-3(a)(12).
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