
   
 

Overview 

During the financial crisis, global regulators 
recognized that Financial Market Utilities 
(“FMUs”) serve a critical role by reducing risk 
for their participants and counterparts 
(“Members”), but as a result they can 
potentially transmit risk throughout the 
financial system. FMUs conduct important 
market infrastructure activities (supporting 
multilateral payment, clearing and settlement 
activities), so they must be able to withstand 
significant market disruptions, including the 
default of their Members. They must also be 
able to effectively manage the liquidation of 
collateral resulting from such default. 

Title VIII of the Dodd-Frank Act provides for 
the designation of “systemically important” 
FMUs (“SIFMUs”) by the Financial Stability 
Oversight Council (“Council”). After being 
designated, SIFMUs are subject to heightened 
risk management standards which, except for 
designated clearing entities, are established 
by the Federal Reserve. SIFMUs that are 
securities/derivatives clearing entities 
supervised by the Securities & Exchange 
Commission (“SEC”) or by the Commodity 
Futures Trading Commission (“CFTC”) must 
comply with applicable risk management 
standards developed by the SEC or CFTC in 
consultation with the Federal Reserve and 
Council. In developing these risk management 
standards, the US supervisory agencies have 
been working with other global supervisors 
through the Basel Committee on Payments 
and Settlement Systems (“CPSS”) and the 
International Organization of Securities 
Commissions (“IOSCO”), with a goal of global 

operating principles. These international 
efforts have resulted in two CPSS-IOSCO 
publications: the Principles for Financial 
Market Infrastructures (April 2012), and the 
Recovery and Resolution of Financial Market 
Infrastructures (July 2012) which is still a 
consultative paper. The risk management 
standards adopted by the Federal Reserve and 
SEC and proposed by the CFTC are generally 
based on the international standards of the 
Principles for Financial Market 
Infrastructures. 

As a result of these efforts, SIFMU Boards of 
Directors and executive management must 
develop, implement and oversee a 
sophisticated risk management and 
governance framework. This framework 
should foster a culture that reduces systemic 
risk through financial resilience and sound 
controls. We believe that SIFMUs must 
regularly assess their firm’s operations against 
supervisory requirements, expectations and 
leading practices – as identified in US 
regulations and by CPSS-IOSCO – to 
maintain best in class risk management and 
control environments.  

This FS Regulatory Brief offers our view of 
the actions SIFMUs should be undertaking (a) 
to meet enhanced risk management and other 
requirements resulting from designation, and 
(b) to develop Recovery and Resolution Plans 
based on our experience with systemically 
important bank plans and on our view of the 
Recovery and Resolution of Financial Market 
Infrastructures consultative paper.  
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Systemically important FMU 
designation 

The US was the first jurisdiction to designate 
SIFMUs. Under Dodd-Frank, designation of a 
SIFMU requires a two-thirds vote of the 
Council and an affirmative vote by the 
Chairperson, the Secretary of the Treasury. 
Voting membership of the Council includes 
representatives from the Federal Reserve, SEC, 
CFTC and other federal financial institution 
supervisory agencies, and an independent 
member with insurance expertise. Title VIII of 
Dodd-Frank outlines four specific factors that 
the Council must consider when determining 
whether an FMU is, or is likely to become, 
systemically important (the Council may also 
consider other factors it deems appropriate):  

• The aggregate monetary value of 
transactions processed by the FMU. 

• The aggregate exposure of the FMU to its 
counterparties. 

• The relationships, interdependencies, or 
other interactions of the FMU with other 
FMUs or payment, clearing, or settlement 
activities. 

• The effect that the failure or the disruption 
to the FMU would have on critical 
markets, financial institutions or the 
broader financial system. 

On July 18, 2012, the Council designated eight 
SIFMUs. These eight are listed in the below 
table, along with a description of each and its 
primary regulator.1 

 

SIFMU1 Parent/ 
ownership 
structure 

Description of major 
activity relevant to 
Council designation 

Primary 
regulator 

Average daily 
aggregate monetary 
value of contracts 

Chicago 
Mercantile 
Exchange 
Inc. 

CME Group 
Inc./publicly 
traded 

Central counterparty 
(“CCP”) providing 
clearing and settlement 
services for futures and 
options on futures.  

CFTC $4.2 Trillion2 

ICE Clear 
Credit LLC 

Intercontinental 
Exchange Inc./ 
publically traded 

CCP providing CDS 
clearing and settlement 
services. 

CFTC $46 Billion3 

The Options 
Clearing 
Corporation 

NA/Member-
owned 

CCP providing clearing 
and settlement services for 
the US listed options and 
listed stock futures 
market, and for certain 
other options and 
derivatives. 

SEC $7.1 Billion 

Depository 
Trust 
Company 

Depository Trust 
Clearing 
Corporation 
(“DTCC”)/ 

Member-owned 

Central securities 
depository operating a 
multilateral clearing and 
settlement system. 

SEC  $573 Billion 

                                                             
1  Source of information (unless otherwise noted) is Appendix A to the Council’s 2012 Annual Report: 

http://www.treasury.gov/initiatives/Council/studies-reports/Pages/2012-Annual-Report.aspx. 
2  Based on 2012 CME Group Annual Report and 252-day trading year. 
3  Based on 2012 ICE Annual Report and 252-day trading year. 
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SIFMU1 Parent/ 
ownership 
structure 

Description of major 
activity relevant to 
Council designation 

Primary 
regulator 

Average daily 
aggregate monetary 
value of contracts 

National 
Securities 
Clearing 
Corporation 

DTCC/Member-
owned 

CCP operating multilateral 
system that provides 
clearing and settlement of 
matched trades for 
equities and 
corporate/municipal debt. 

SEC $883 Billion 

Fixed Income 
Clearing 
Corporation 

 

DTCC/Member-
owned 

CCP operating multilateral 
system for clearing and 
settlement of US Treasury 
and agency securities and 
non-private label 
mortgage backed 
securities. 

SEC $3.4 Trillion 

The Clearing 
House 
Payments Co. 
LLC, as the 
operator of 
the Clearing 
House 
Interbank 
Payments 
System  

NA/Member-
owned 

Private sector US dollar, 
large value, real time 
clearing and settlement 
payment utility.  

Fed  $1.6 Trillion 

CLS Bank 
International 

CLS Group 
Holdings AG/ 
Member-owned 

Multilateral foreign 
exchange settlement 
system providing 
payment vs. payment 
settlement of 17 
currencies through real 
time gross settlement 
access. 

Fed $4.8 Trillion 

 

The roles of the primary 
supervisory agency, the Federal 
Reserve and the Council 

The primary supervisory agencies for the 
current eight SIFMUs include the SEC, CFTC 
and the Federal Reserve, as depicted in the 
above table. The process in Dodd-Frank for 
developing, supervising and enforcing 
enhanced risk management standards and 
related requirements creates a unique 
apportionment of roles for the Federal Reserve 
and the supervisory agencies, as well as the 
Council in certain situations. While Dodd-

Frank does not divest any primary supervisory 
agency of its authority, it clearly provides an 
enhanced role for the Federal Reserve which, 
after consultation with the supervisory 
agencies and the Council, is tasked with 
prescribing risk management standards for 
SIFMUs. This does not prevent the SEC and 
CFTC from adopting their own risk 
management standards; however, if these 
standards are determined by the Federal 
Reserve to be insufficient, the Council if it 
agrees will require the supervisory agencies to 
adopt standards that are sufficient (which are 
most likely to be those developed by the 
Federal Reserve). 
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This pattern of roles is repeated throughout 
Dodd-Frank’s Title VIII. On the supervisory 
front, the Federal Reserve has been provided a 
consultative role with the supervisory agencies 
for developing SIFMU supervision plans, 
including the scope of review and the 
methodology. The Federal Reserve may, in its 
discretion, participate in any examination led 
by a primary supervisory agency and, after 
consulting with the Council and the 
supervisory agency, is authorized to make 
recommendations to the supervisory agency 
regarding enforcement actions. Dodd-Frank 
also provides the Federal Reserve with back up 
examination and enforcement authority with 
approval from the Council if certain 
requirements are met. 

This increased role of the Federal Reserve adds 
to the complexity of regulatory oversight and 
interaction for SIFMUs. The Federal Reserve’s 
role as a prudential supervisor, in contrast to 
the CFTC’s and SEC’s more rules-based 
supervision, will be a marked change for 
SIFMUs, especially those that had previously 
been regulated only by the CFTC or SEC. We 
believe it is critical that SIFMUs have effective 
governance processes and practices in place 
and ensure they understand supervisory 
expectations. These processes should include 
detecting emerging regulatory expectations, 
identifying vulnerabilities given regulatory 
requirements, and communicating actively and 
regularly with the SIFMU’s executive 
management and the Board regarding 
supervisory expectations, evaluations and any 
required actions.  

Supervisory policy framework 

Dodd-Frank requires that the primary 
supervisory agencies for SIFMUs develop 
enhanced supervisory requirements. With the 
involvement of US supervisory agencies in the 
global supervisory efforts of CPPS-IOSCO, it is 
not surprising that many of the US regulatory 
requirements largely mirror the Principles for 
Financial Market Infrastructures (“PFMI”). 
Last year the Federal Reserve published Rule 
HH which establishes risk-management 
standards governing the operations related to 
the payment, clearing, and settlement 
activities of SIFMUs (except those registered 

as clearing agencies with the SEC or as 
derivatives clearing organizations with the 
CFTC).4 The risk-management standards in 
Regulation HH are based on the recognized 
international standards developed by CPSS-
IOSCO.5 It is safe to expect that regulators will 
continue to define and amend SIFMU 
standards and much of that activity will be 
signaled first by CPSS-IOSCO. 

Primary supervisory agencies in the US are 
now required to conduct at least an annual 
examination of each SIFMU, which evaluates 
the level and sources of risks inherent to its 
operations. This evaluation includes the 
financial and operational risks the SIFMU may 
present to financial institutions, critical 
markets, or the broader financial system. The 
examination must also assess the resources 
and capabilities of the SIFMU to monitor and 
manage its risks and the safety/soundness of 
its risk control and governance framework, 
including how the firm’s activities comply with 
regulatory requirements and other rules and 
guidance related to SIFMUs. 

In preparation for these examinations, we 
believe successful firms will have performed a 
comprehensive assessment of their firm’s 
governance and risk management practices 
and processes, utilizing the primary 
supervisor’s requirements augmented by 
CPSS-IOSCO’s PFMI and other relevant 
publications. Such analysis will enable SIFMUs 
to foster a proactive approach to identify 
potential regulatory gaps and allow them time 
to develop responsive action plans to address 
deficiencies.  

                                                             
4 The SEC has also adopted final rules on risk 
management standards for its SIFMUs effective 
January 3, 2013. The CFTC has proposed rules on 
risk management standards but has indicated it will 
consider all of its rules pertaining to systemically 
important derivatives clearing organizations 
together. 
5 The SEC and CFTC have also based their 
rulemakings (see previous note) on the CPSS-
IOSCO standards. 
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Recovery and resolution 
planning  

As part of this proactive supervisory culture, 
we believe that SIFMUs should begin the 
process of developing Recovery and Resolution 
Plans (“RRPs”). CPSS-IOSCO has published 
for consultation the Recovery and Resolution 
for Financial Market Infrastructure 
(“RRFMI”), which outlines the features of 
recovery and resolutions regimes for SIFMUs6 
(in accordance with the Financial Stability 
Board’s 2011 document, Key Attributes of 
Effective Resolution Regimes for Financial 
Institutions (“Key Attributes Document”)) and 
also expands upon concepts articulated in the 
PFMI. The RRFMI is a consultative document, 
so it is long on concepts and principles (and 
shorter on specifics); however, the document 
provides SIFMUs with insight into the 
challenges of RRP development. Reviewing the 
document will prove useful as SIFMUs engage 
supervisors regarding final requirements.  

The RRFMI also articulates expectations for 
regulatory authorities to design a single 
resolution authority for SIFMUs and to 
develop multiple resolution tools (e.g., a bridge 
structure) to facilitate the continuance of vital 
services. SIFMUs and their resolution 
authorities are expected to have an inventory 
of resolution tools available to recover or assist 
in the resolution of their firms (including loss 
sharing vehicles) and to be able to recapitalize 
or transfer operations to a third party. SIFMUs 
are also expected to have an effective 
governance framework to facilitate a timely 
sale if needed. 

Although no jurisdiction has yet implemented 
the RRFMI, including the US, it is our view 
that the concepts within RRFMI are here to 
stay. SIFMUs should begin the effort to build 
their RRPs, including establishing their RRP’s 
governance structure, assigning internal 
owners of RRP elements, modeling scenarios, 
conducting analysis, and estimating the efforts 
needed to document these activities in annual 
RRP submissions. Armed with the experience 

                                                             
6 In the CPSS-IOSCO reports, the term used is 
Financial Market Infrastructures (“FMIs”) which 
for purposes of this discussion includes SIFMUs. 

and knowledge from this effort, SIFMUs can 
enhance and influence an on-going dialogue 
with regulators in advance of the yet 
undetermined global deadlines for submission.  

Critical components of SIFMU 
RRPs 

Given the importance of SIFMUs to the global 
financial market, the RRFMI emphasizes 
recovering and maintaining the critical 
operations and services of a SIFMU. While the 
RRFMI concedes the need for a resolution plan 
should recovery efforts fail, it recognizes the 
criticality of SIFMU operations as well as the 
lack of feasible substitutes for many of their 
services. To avoid significant disruption of the 
financial markets, the RRFMI suggests 
supervisory authorities be prepared to take an 
active role in overseeing recovery efforts, 
including the temporary provision of liquidity. 

We believe the core components of the RRP for 
a SIFMU should include: an overview of the 
organization and its critical 
operations/services and key dependencies 
(both internal and external), a crisis 
management governance framework, 
developed stress scenarios and recovery 
actions. The plan should take into account the 
SIFMU’s unique structure and risk appetite 
based on sound risk management principles. 
The stress scenarios must address the three 
key components unique to SIFMU RRPs, 
namely the SIFMUs recovery (or resolution) as 
a result of:  

1. Failure of a Member,  

2. Operational failure at the SIFMU, or 

3. Disruption from assuming a Member’s 
activities (as per the Member’s RRP).  

The focus of regulators has been on the 
SIFMU’s ability to limit the contagion of a 
disruptive market event through the proper 
application of risk, capital and liquidity 
practices. The available RRFMI guidance is 
more thematic than specific in this regard, and 
is focused inward – i.e., on internal failures 
that have the potential to cause the SIFMU to 
fail.  
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Some general thoughts to consider include: 

• The SIFMU’s risk management rules and 
procedures should address uncovered 
credit and liquidity needs and the 
replenishment of financial resources in 
the event of a large Member’s default and 
should serve as the basis for the recovery 
piece in a SIFMU RRP. 

• The Resolution plan should provide for 
the procedures and consequences of a full 
transfer of positions to another FMU, the 
sale of the entity to another financial 
institution, or the entity being placed into 
statutory management, administration or 
conservatorship.  

• Unique requirements associated with the 
RRP must be addressed in the plan (e.g., 
staff may need to be retained to educate 
regulators in the event of receivership). 

• Unconventional actions may need to 
considered (e.g., “tear-up” of existing 
contracts).  

Finally, the lack of precedent for SIFMU 
resolution and the relatively loose guidance of 
the RRFMI highlight the need to begin 
discussions with regulators with a focus on 
strong corporate governance. The goal is to 
understand and help set expectations, while 
ensuring appropriate sponsorship and 
accountability within the SIFMU for a 
comprehensive approach to  
the RRP.  

Steps for developing a SIFMU 
RRP  

The SIFMU’s current policies and procedures 
play a paramount role in RRP development. 
The more comprehensive they are across its 
operations, the more advanced the SIFMU’s 
starting point and the less that has to be 
written for the RRP. Low quality or 
undocumented policies and procedures mean 
that more work needs to be done in order to 
develop an effective RRP. In our view, policies 
and procedures are critical to RRP drafting, 
particularly as they relate to enterprise risk 
management, internal controls and internal 
audit. 

Given the uniqueness of SIFMUs, including 
limited access to loss absorbing funds outside 
of Membership, concentration of ownership, 
lack of substitutes and the importance of their 
ongoing operations to the financial system, a 
one size fits all plan will not suit SIFMU RRPs. 
Consequently, there is not one “standard” set 
of requirements for RRPs. That said, we have 
put together a high level approach to RRP 
development for SIFMUs that may be helpful 
to scope the actions in the RRP and to improve 
readiness for enhanced supervision. 
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Within the above depicted framework 
SIFMUs should expect to: 

• Identify their mandates and supervisory 
authorities. 

• Comprehend their organization’s critical 
dependencies (internal entities and 
external entities). 

• Understand ultimate legal authorities in 
the event of recovery and resolution 
activities. 

• Identify and test possible triggers. 

• Evaluate areas of recovery and resolution 
which will present difficulties from an 
operational, legal, regulatory or market 
perspective. 

Lessons learned from banking 
organization RRPs  

Although there are clear differences in the 
structure, roles and systemic importance 
between SIFMUs and systemically important 

banks and how they may be resolved,7 there 
are a number of lessons learned for SIFMUs 
from the experiences of those banks that have 
submitted their initial RRPs. Among the more 
pragmatic is that most financial institution 
managers are “legal entity agnostic,” – i.e., 
they run businesses that routinely book to (or 
otherwise rely on services from) multiple legal 
entities within their firms. However, 
companies are resolved through their legal 
entities, so the legal entity perspective is 
paramount.  

Combining this legal entity focus with asking 
executives how to deconstruct (rather than 
build) their businesses, it often takes longer 
than expected to get institutional traction 
around recovery and resolution planning. 
Regulators globally are focused on the web of 
interconnections and interdependencies, both 

                                                             
7 The Annex to the RRFMI provides a detailed 
analysis of each key attribute from the Key 
Attributes Document and each key attribute’s 
applicability to SIFMUs. The RRFMI notes that 
the key attributes are applicable to all SIFMUs to a 
greater or lesser extent, subject to a small number 
of exceptions. 

SIFMU RRP Approach

Problem areas must be 
identified prior to beginning 
the Recovery and Resolution 
Planning process

Readiness 
Assessment

Recovery & 
Resolution 
Planning 

Annual 
Assessment 
and Overall 
Compliance

• Conduct benchmarking of 
governance, operational and risk 
management practices against 
CPSS-IOSCO principles

• Perform a gap analysis to 
identify regulatory deficiencies 

• Develop remediation plans to 
address deficiencies and outline 
a completion timeline

• Develop triggers and an 
escalation and communication 
framework

• Outline recovery actions

• Develop stress scenarios and 
analyze results

• Prepare a Resolution Plan 
summarizing strategic, structural 
and systems preparations to 
comply with regulatory guidance

• Recovery and Resolution 
Planning policies and procedures 
should be assessed annually 
and modified as necessary 
based on regulatory expectations 
and major changes to firm 
structure

• A SIFMU’s Board of Directors 
should review and approve the 
results of annual RRP 
assessments before submission 
to regulators

Resolution Plans should 
demonstrate the firm’s ability 
to be resolved without any 
systemic impact

Changes resulting from 
annual assessments should 
be submitted to regulators 
for review
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within large financial institutions and their 
affiliates, and between institutions (e.g., 
SIFMU to financial institution and vice versa). 
However, most institutions have been 
surprised to discover how little 
documentation exists to evidence the 
provision of services between affiliates8 and 
how much effort will be required to create or 
update agreements to meet resolution 
planning requirements. These factors and 
others typically translate into an inaugural 
planning process that takes close to a year – 
and that is with a final rule to guide the 
process which SIFMUs don’t yet have. 

A second major lesson from the systemically 
important banks is to approach RRP crafting 
as a strategy project, not as a compliance 
project. We have found that those firms that 
avoid a “check the box” compliance mentality 
are far more successful in efficiently utilizing 
their resources and in satisfying their 
regulator. The following are several ways 
SIFMUs can strategically approach the RRP 
task: 

• Regulatory interaction – There are many 
agencies and individual regulators 
involved in the RRP process. 
Unfortunately none of them can really tell 
you what a good resolution plan looks like 
as this is still a very iterative process. You 
need to be proactive in setting 
expectations and educating regulators on 
RRP matters and your firm-specific 
issues.    

• Firm communication and governance – 
Facilitate regular communication 
between senior stakeholders from, e.g., 
your Business Lines, Finance, Treasury, 
Legal, Compliance, Human Resources, 
and Technology. Establish clear channels 
for decision making and for escalation of 
issues. Direct and coordinate roles and 
responsibilities. 

                                                             
8 The RRFMI Annex notes that resolution regimes 
for SIFMUs need to consider “links” between 
affiliated SIFMUs, i.e., the contractual and 
operational arrangements between two or more 
SIFMUs that connect the SIFMUs directly or 
through an intermediary. 

• Data gathering / IT – Establish clear 
processes for data gathering (by business, 
legal entities, and corporate function), 
and for data storage and maintenance.  
Develop a methodology early on for 
identifying financial/operational 
connections and dependencies (internal 
and external) among critical operations, 
core business lines, and material entities. 
Consider your business rationale and 
requirements as you develop your 
strategy for RRP data systems. 

• Document drafting – Determine who will 
own each section. Allocate significant 
senior executive time (supported by 
dedicated teams) to the most critical and 
time-consuming portions of the plans. 
Develop drafting guidelines to ensure 
drafting consistency among groups. 
Include items such as level of detail, 
format, and even whether bullets or 
paragraph format is preferred.  

• External resources – Assess your level of 
internal expertise and manpower in order 
to determine your use of outside of 
advisors (including consultants and 
attorneys). Will you write the RRP 
sections yourself or will your advisors do 
most of the drafting based on the 
information you provide? 

• Preserve business as usual – Minimize 
disruption to your business as you meet 
regulatory expectations. 

• Sustainability – Your goal should be to 
build a process, not just write a 
document. Establishing processes and 
procedures will allow you to annually 
update your plan more easily and allow 
for more automation and efficiency over 
time. 
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Additional information 
 

For additional information about PwC’s Financial Services Regulatory Practice and 
how we can help you, please contact:  

Dan Ryan  
Financial Services Regulatory Practice Chairman 
646 471 8488 
daniel.ryan@us.pwc.com 

Alison Gilmore 
Financial Services Regulatory Practice Marketing Leader 
646 471 0588 
alison.gilmore@us.pwc.com 

 
Contributors: Barry Barretta, Stuart Desch, Sharon Haas, Armen Meyer, Rachel Parker, Kevin Pilarski, 
Coryann Stefansson, and Gary Welsh. 
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