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VIA CFTC PORTAL 
 
13 April 2018 
 
 
Mr Christopher Kirkpatrick 
Commodity Futures Trading Commission 
115 21st Street NW 
Three Lafayette Centre 
Washington DC 20581 

 
 
LCH Limited Self Certification: Rule Changes on the addition of Non-Deliverable Swaps as eligible 
SwapClear products 
 
Dear Mr Kirkpatrick 
 
Pursuant to CFTC regulation §40.6(a), LCH Limited (“LCH”), a derivatives clearing organization 
registered with the Commodity Futures Trading Commission (the “CFTC”), is submitting for self-
certification changes to its rules to add non-deliverable interest rate swaps (“ND IRS”), denominated 
in certain currencies, as eligible products of the SwapClear service. In addition, this self certification 
covers information on clearing fees applicable to the new products.  
 
Part I:  Explanation and Analysis 
 
LCH proposes to add ND IRS denominated in Korean Won (“KRW”), Indian Rupee (“INR”) and Chinese 
Renminbi (“CNY”) as products eligible for clearing in the SwapClear service. The relevant sections of 
the LCH Rulebook have been updated to this effect.  
 
NDIRS contracts require counterparties swapping fixed interest payments for floating rate payments 
on the same underlying notional principal, on fixed dates over the life of the contract, with the net 
cash settled in US Dollar (“USD”).  KRW, INR and CNY are the most actively traded NDIRS with 
volumes comparable to Singapore Dollar and Hong Kong Dollar swaps (currently cleared by 
SwapClear in deliverable form). SwapClear will settle all flows related to these products (whether 
notional, interest, fees or variation margin) in USD. The maximum maturity, based on existing 
liquidity, will be 11 years for KRW and INR and 5.5 years for CNY.    
 
In addition, LCH will not charge clearing fees to SwapClear Clearing Members or their Clients for the 
clearing of ND IRS from the launch date, scheduled to be April 30, 2018, until December 31, 2018 
(including registration, portfolio transfer and compression fees). Clearing Members have been 
notified and the LCH website will be updated accordingly as of the launch date of the new product. 
 
The rule changes and the changes to the LCH website related to fees will go live on, or after, April 30, 
2018. 
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Part II:  Description of Rule Changes 
 
The rule changes and the fees related changes are explained separately below. 
 
Rule changes 
 
Procedures Section 2C (“SwapClear Clearing Service”) has been updated with clarifying wording in 
section 1.7 (“Variation Margin and NPV Payments”). Also, the table in subsection 1.7.2 (“Official 
Quotations”) has been updated with the new ND IRS currencies (KRW, INR and CNY) and the 
respective times at which prices and rates used for the zero coupon yield curves will be taken. 
Finally, new paragraphs 1.7.6 and 1.8.15 (both titled “Non-deliverable Interest Rate Swaps”) have 
been added to clarify that SwapClear will settle all flows related to ND IRS in USD. 
 
Equivalent changes have been made to the FCM Procedures in the following sections, respectively: 
2.1.7 (“FCM SwapClear Contract Valuation”); 2.1.7 (c) (“Official Quotations”); and, 2.1.7 (f) and 2.1.8 
(q).  
 
The general SwapClear Product Specific Contract Terms include clarifying wording in section 2.3 
regarding the economic terms of the SwapClear Contracts. In addition, Part B (1.2) has been updated 
with a new section d) specific to the product characteristics of the ND IRS eligible for clearing. 
Equivalent changes have been made to the FCM Product Specific Contract Terms in section 2.3 and 
Part B (1.1(d)), respectively. 
 
The texts of the rule changes are attached hereto as: 
 

i. Appendix I, Procedures Section 2C (SwapClear) 
ii. Appendix II, FCM Procedures  
iii. Appendix III, SwapClear Product Specific Contracts Terms and Eligibility Criteria 

Manual  
iv. Appendix IV, FCM Product Specific Contracts Terms and Eligibility Criteria Manual  

 
Fee changes  
 
SwapClear developed a fee plan specific to Clearing Members wishing to clear ND IRS contracts. The 
fees will vary according to the tariff of choice. SwapClear offers four tariffs: Bronze, Silver, Gold and 
Platinum tariffs. Fees related to client clearing activity will be the same as those currently applicable 
to the other SwapClear eligible products.  
 
To note, following the launch, ND IRS will be the subject of a fee holiday until December 31, 2018, 
after which the applicable fee plan will be applied. Clearing Members have been notified of the fee 
plan and the fee holiday via LCH Circular.  
 
The LCH website will be updated to set out the fees applicable to ND IRS, complemented by a note 
regarding the fee holiday and a link to the LCH Circular. The text of the changes to the website is 
attached as Appendix V and a copy of the LCH Circular is included as Appendix VI, for reference.   
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Appendix I 
Procedures Section 2C (SwapClear) 
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In respect of each Omnibus Gross Segregated Clearing Client (other than a Combined 

Omnibus Gross Segregated Clearing Client) a single separate calculation in respect of 

the variation margin and/or NPV Payments owed by or to the relevant SCM shall be 

performed in respect of the SwapClear Contracts entered into by the relevant SCM on 

behalf of such Omnibus Gross Segregated Clearing Client.  

In respect of a group of Combined Omnibus Gross Segregated Clearing Clients a 

single separate calculation in respect of the variation margin and/or NPV Payments 

owed by or to the relevant SCM shall be performed in respect of SwapClear Contracts 

entered into by the relevant SCM on behalf of such Combined Omnibus Gross 

Segregated Clearing Clients. 

No offset between the "C" and the "H" accounts is allowed (except (i) pursuant to 

Rule 8(d) of the Default Rules or any Insufficient Resources Determination Rule, or 

(ii) in relation to the transfer of House Excess or Client Buffer in accordance with the 

Rulebook) and no offset between any Client Accounts is allowed (except pursuant to 

Rule 15(a)(ii) of the Default Rules, a Cross-ISA Client Excess Deduction or any 

Insufficient Resources Determination Rule). 

Except as expressly provided herein, Collateral and/or NPV Payments (as applicable) 

that are provided pursuant to this Procedure must, subject to intra-day registration, be 

in the form of cash in the currency of the SwapClear Transaction.  Except as expressly 

provided herein, Wwhere a SwapClear Transaction is registered intra-day, and the 

variation margin obligation and/or NPV Payment obligations (as applicable) is 

covered with non-cash Collateral, the Clearing House will, the following business 

day, require the SCM to replace that non-cash amount with cash in the currency of the 

SwapClear Transaction. 

All SwapClear Contracts will be marked-to-market or settled-to-market (as 

applicable) daily using the Clearing House's zero coupon yield curves.  The daily 

change in the net present value will be credited to or debited from the relevant 

position account. 

Any transfers of cash Collateral by an SCM to the Clearing House in respect of the 

SCM's variation margin obligations in connection with a SwapClear CTM Contract, 

or by the Clearing House to an SCM in respect of the Clearing House's variation 

margin obligations in connection with a SwapClear CTM Contract shall be for the 

purpose of collateralisation and not settlement of �W�K�H�� �U�H�O�H�Y�D�Q�W�� �S�D�U�W�\�¶�V��obligations 

under the relevant SwapClear CTM Contract.   

Any NPV Payment made by an SCM to the Clearing House under a SwapClear STM 

Contract, or by the Clearing House to an SCM under a SwapClear STM Contract, 

�V�K�D�O�O�� �E�H�� �I�R�U�� �W�K�H�� �S�X�U�S�R�V�H�� �R�I�� �V�H�W�W�O�H�P�H�Q�W�� �R�I�� �W�K�H�� �D�S�S�O�L�F�D�E�O�H�� �S�D�U�W�\�¶�V�� �R�E�O�L�J�D�W�L�R�Q�� �W�R�� �S�D�\�� �W�K�H��
required NPV Amount pursuant to the terms of that SwapClear STM Contract and not 

for the purpose of collateralising any obligations of either party under that SwapClear 

STM Contract. 

1.7.1 Zero Coupon Yield Curve Construction 

The Clearing House will determine, at its sole discretion, appropriate 

instruments, points and market prices for the construction of zero coupon 
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curves and portfolio valuation.  Details of the construction method and 

Instruments used are available on request from SwapClear Risk on +44 (0)20 

7 426 7549, but may be subject to change without prior notification. 

1.7.2 Official Quotations 

Zero coupon yield curves will use prices and rates taken at: 

All times quoted are London time 

AUD 

BBSW & OIS 
12:00 

CAD 20:00 

CHF LIBOR & OIS 16:30 

CNY 8:20, 13:15 and 19:05 

CZK 16:30 

DKK 16:30 

EURO 

EURIBOR 
16:30 

GBP 

LIBOR 
16:30 

HKD 12:00 

HUF 16:30 

INR 8:20, 13:15 and 19:05 

JPY 

LIBOR & OIS 
12:00 

KRW 8:20, 13:15 and 19:05 

MXN 20:00 

NOK 16:30 

NZD 12:00 

PLN 16:30 
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either pay interest on cumulative amounts received by the SCM in respect of 

variation margin obligations, or charge interest on cumulative amounts paid by 

the SCM in respect of variation margin obligations.  

1.7.5 Price Alignment Amount 

The payment of NPV Payments by the applicable party on a daily basis would, 

without adjustment, distort the pricing for certain SwapClear Transactions 

cleared through the Clearing House. In order to minimise the impact of such 

NPV Payments, the Clearing House will, for a SCM, either (i) charge a Price 

Alignment Amount if that SCM has, on a cumulative net basis, received NPV 

Payments from the Clearing House, or (ii) pay a Price Alignment Amount if 

that SCM has, on a cumulative net basis, paid NPV Payments to the Clearing 

House. In a negative interest rate environment where the applicable Price 

Alignment Amount Rate is negative, the Clearing House will, for a SCM, 

either (i) pay a Price Alignment Amount if that SCM has, on a cumulative net 

basis, received NPV Payments from the Clearing House, or (ii) charge a Price 

Alignment Amount if that SCM has, on a cumulative net basis, paid NPV 

Payments to the Clearing House. 

1.7.6 Non-deliverable Interest Rate Swaps 

The Clearing House will calculate variation margin, NPV Payments, Price 

Alignment Interest and Price Alignment Amount in relation to SwapClear 

Contracts that are non-deliverable interest rate swaps in USD, and all amounts 

due or payable under such SwapClear Contracts must be paid in USD.   

 

1.8 Coupon Payments 

1.8.1 Calendars and Coupons 

Payment dates for coupon payments will be set based on the SwapsMonitor 

Financial Calendar (see Section 1.2.3).  Changes to the calendar that affect 

SwapClear Contracts will be published and made available to SCMs by the 

Clearing House in a Clearing Member Report.  The central control and 

publication of these calendars will assist the reconciliation of coupon 

payments between SCMs and the Clearing House.  Coupon payments will be 

adjusted, in the event of a holiday amendment, in accordance with the 

Contract Terms. 

1.8.2 Calculation of Fixed Amount 

The Clearing House will calculate the Fixed Amount payable by a party on a 

Payment Date as either: 

(a) if an amount is specified for the SwapClear Contract as the Fixed 

Amount payable by that party for that Payment Date or for the related 

Calculation Period, such amount; or 
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available the Clearing House will, at its sole discretion, determine a value for 

the Index level. 

1.8.15 Non-deliverable Interest Rate Swaps 

The Clearing House will calculate all coupon payments for SwapClear 

Contracts that are non-deliverable interest rate swaps, including the Fixed 

Amount or Floating Amount payable under any such SwapClear Contract, in 

USD, and all amounts due or payable under such SwapClear Contracts must 

be paid in USD. 

1.9 Initial Margin 

The Clearing House will require SCMs to transfer Collateral in respect of their initial 

margin obligations, which are not discharged. This amount will be determined by the 

prevailing market conditions and the expected time to close out the portfolio.  The 

Portfolio Approach to Interest Rate Scenarios (PAIRS) will be used to calculate initial 

margin requirements for SwapClear Contracts. 

Separate initial margin calculations are performed for an SCM's Proprietary Accounts 

and for each Individual Segregated Account, Custodial Segregated Account and 

Omnibus Segregated Account (other than an Affiliated Client Omnibus Gross 

Segregated Account).  In respect of each Omnibus Gross Segregated Clearing Client 

(other than a Combined Omnibus Gross Segregated Clearing Client) separate initial 

margin calculations are performed in respect of the SwapClear Contracts entered into 

by the relevant SCM on behalf of such Omnibus Gross Segregated Clearing Client. In 

respect of a group of Combined Omnibus Gross Segregated Clearing Clients a single 

initial margin calculation is performed in respect of SwapClear Contracts entered into 

by the relevant SCM on behalf of such Combined Omnibus Gross Segregated 

Clearing Clients. 

No offset between the "C" and the "H" accounts is allowed (except (i) pursuant to 

Rule 8(d) of the Default Rules or any Insufficient Resources Determination Rule, or 

(ii) in relation to the transfer of House Excess or Client Buffer in accordance with the 

Rulebook) and no offset between any Client Accounts is allowed (except pursuant to 

Rule 15(a)(ii) of the Default Rules, a Cross-ISA Client Excess Deduction or any 

Insufficient Resources Determination Rule). 

1.9.1 Margin Parameters 

The Clearing House Risk Management Department uses appropriate yield 

curve scenarios, both in terms of shape and magnitude of movement, to 

capture potential losses based on an observed history - the primary component 

of the initial margin calculation.  These scenarios will be continually 

monitored and reviewed periodically or on an ad hoc basis according to 

market conditions.  However, in accordance with the Regulations, the Clearing 

House retains the right at its discretion to vary the rates for the whole market 

or for a specific SCM's Proprietary Account and/or Client Accounts. 
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Appendix II 
FCM Procedures  
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Appendix III 
SwapClear Product Specific Contracts Terms and Eligibility Criteria Manual  
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Appendix IV 
FCM Product Specific Contracts Terms and Eligibility Criteria Manual 

 
 
 
 
 
 
 
 
  


