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Lessons Learned from the 2008 Crisis
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Implementation of Reform
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4 - Dodd-Frank Act Title VII

Key requirements for the CFTC regime

• Entities are required to register as Swap Dealers (SD) if dealing activity is above 
USD8bn notional of swaps involving US persons or certain non-US Persons 
benefitting from US guarantees in the last 12 months. 

RegistrationA

• Mandate a suite of standards that SDs must follow.  These include trade 
confirmation timelines, portfolio reconciliation and portfolio compression 
requirements.

• IBC also introduced the requirement for SDs to have a Chief Compliance Officer, 
and defined his/her duties.

Internal Business Conduct RulesB

• Trades are required to be reported in real-time as they are executed. Open 
trades are updated on a daily basis. 

• The reporting rules also involve the introduction of standardised data 
attributes across the industry including Legal Entity Identifier (LEI), Unique 
Swap Identifier (USI), Unique Product Identifier (UPI)

Trade ReportingD

• Define how SD must manage client relationships and communicate with 
customers. 

• This rule was the first that required wholesale agreement of new 
documentation across the industry. 

External Business Conduct RulesC

• Mandatory clearing for certain classes of liquid swaps.  
The products that must be cleared are determined by 
the CFTC.

• Mandatory clearing has limited exemptions for end-
users and inter-affiliate trades.

Mandatory ClearingE

• Mandatory execution of trades on a Swap Execution 
Facility (SEF) for certain liquid cleared trades. The 
products that must be executed on SEF are 
determined by the CFTC.

• Mandatory execution was introduced in 2014 and 
has led to a decline in market liquidity.

ExecutionF

• Un-cleared swaps are subject to margin requirements 
(expected Dec 2015)

MarginingG

• Requirement to hold appropriate collateral to manage 
uncollateralised risk (expected Dec 2015)

Capital AdequacyH
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EMIR

Key regulatory requirements

Requirement to report all  new and outstanding 
derivatives, OTC and ETD (Exchange Traded 
Derivatives), to a registered trade repository, 
including trades with TCEs*.  

Timely confirmation
• Establish “appropriate procedures and arrangements” to ensure 

the timely confirmation of all of the terms of uncleared OTC 
derivatives, within specified deadlines.

• Use electronic means (platforms or systems, not emails) where 
possible.

Mark-to-market valuation
• Mark-to-market on a daily basis the value of all outstanding 

derivatives. Mark-to-model can be used in certain circumstances 
(e.g. inactive markets).

Portfolio Reconciliation
• Agree in writing the arrangements under which portfolios will be 

reconciled.
• The frequency of the reconciliation depends on the counterparty’s 

classification and the volume of outstanding derivatives.

Dispute Resolution
• Agree procedures  to identify, record and monitor disputes and 

resolve them in a timely manner.
• FCs must report disputes of more than €15m outstanding for 15 

business days.

Portfolio compression
• Entities with 500 or more uncleared OTC derivatives outstanding 

with a single counterparty must analyse (at least twice a year) the 
possibility of portfolio compression.

Initial and variation margin
• Requirement to have procedures  for the exchange of collateral

Capital requirements
• Hold appropriate capital to manage uncollateralised risk

Reporting A
• Requirement to clear OTC derivatives that ESMA has determined 

subject to a mandatory clearing obligation through a central 
counterparty (“CCP”) including trade with TCEs

• Heightened regulatory requirements for CCPs.

ClearingB

Risk Mitigation for uncleared derivatives - including transacted with TCEsC

* TCE (Third Country Entity): an entity established outside of the EU that would be subject to the relevant EMIR obligation if established in the EU
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Comparing two Market Structure reforms:

EMIR and Dodd-Frank Act Title VII
Key 
similarities

Both Dodd-Frank Title VII and EMIR introduce the 
following requirements:
• Clearing
• Margin rules based on Basel/IOSCO rules
• Portfolio Compression
• Portfolio Reconciliation and dispute resolution
• Timely confirmations
• Trade Reporting (with some differences)

Key differences

• Geography
Dodd-Frank Title VII has a broader extra-territorial 
reach: all entities worldwide with trading activities 
involving US Persons. EMIR has no concept of “EU 
person”

• Entities
Dodd-Frank Title VII rules focus largely on registered 
swap dealers whereas EMIR applies to all derivatives 
users with some exemptions for non-financial 
institutions

Implementation

• Dodd-Frank Title VII External Business 
Conduct rules cover sales practices 
whereas sales practices in the EU are 
already covered by MiFID.

• Dodd-Frank Title VII mandates execution 
on exchange (SEF) for liquid cleared 
derivatives whereas mandatory execution 
in the EU will be introduced through 
MiFIR.

• Dodd-Frank Title VII incudes a real-time 
reporting requirement on top of the end-
of-day reporting.

• Dodd-Frank Title VII mandates public 
dissemination of trade reports whereas 
public reporting in the EU will be 
introduced through MiFIR.
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Industry impacts – Execution Rules

Risks of fragmentation

Tomorrow?

Today

The Dodd-Frank Act introduced mandatory execution on a Swap 
Execution Facility (SEF) for certain liquid cleared trades in 2014, which 
has led to a decline in market liquidity.
The products that must be executed on SEF are determined by the CFTC.
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Clearing and Margin Requirements

CFTC introduced mandatory clearing rules for certain 

categories of liquid swaps. EMIR expected to introduce 

mandatory clearing rules towards end of 2014

Existing requirements do not cover FX products (although we 

expect NDFs to be mandated under CFTC rules soon) 

Margin requirements for uncleared derivatives expected to be 

defined towards end of 2015

Resulting in level of risk concentration in Clearing Houses

Increased liquidity costs
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Industry Impacts & Challenges

Regional implementation differences makes it difficult for institutions 

to consolidate and manage risk efficiently

Fragmentation of liquidity observed

Clients will increasingly require Legal assistance with navigating 

through regulatory changes particularly when faced with 

extraterritorial impacts

Pricing may have to consider market reaction to large trades with 

increased reporting transparency
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HSBC Finance Regulation Website

http://www.hsbcnet.com/financial-regulation

HSBC Financial Regulation website developed to help stake-holders 

including clients develop broad understanding of regulatory reform
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Disclaimer

This document has been prepared by HSBC Bank plc(“HSBC”).

This document is for the exclusive use of the person to whom it is provided by HSBC. It should be read in its entirety and shall not

be photocopied, reproduced, distributed or disclosed in whole or in part to any other person without the prior written consent of

HSBC, nor should any other person act on it. This document is proprietary to HSBC.

Except in the case of fraudulent misrepresentation, no responsibility or liability is accepted by HSBC or by any of its officers,

employees, affiliates or agents in relation to the accuracy, completeness or sufficiency of any information contained herein or any

other written or oral information made available by HSBC in connection therewith or any data which any such information

generates, or for any loss whatsoever arising from or in connection with the use of, or reliance on, this document and any such

liability is expressly disclaimed. HSBC gives no undertaking and is under no obligation to provide the recipient with access to any

additional information or to update this document or to correct any inaccuracies in it which may become apparent, and it reserves

the right, without giving reasons, at any time and in any respect to amend or terminate the proposal(s) described herein. HSBC is

not responsible for providing the recipient with legal, tax or other specialist advice and the recipient should make its own

arrangements accordingly. The recipient is solely responsible for making its own independent appraisal of and investigation into

the matters referred to in this document and should not rely on the information in this document as constituting investment advice.

The issue of this document shall not be regarded as creating any form of advisory or other relationship.

This document is for information purposes only and does not constitute or form any part of (i) any invitation or inducement to

engage in investment activity, or (ii) any offer, solicitation or invitation by HSBC or any of its officers, employees or agents for the

sale or purchase of any securities or other investments described herein.

The foregoing does not exclude or restrict any obligation that HSBC may have under the rules of the FCA, or any liability that it may

incur under the FCA Rules or the Financial Services and Markets Act 2000 (or any amendment thereof) for breach of any such

obligation.

HSBC Bank plc is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the

Prudential Regulation Authority

Registered in England No. 14259

Registered Office: 8 Canada Square, London, E14 5HQ, United Kingdom

Member HSBC Group
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