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Consultation Paper:  CCP Recovery and Resolution Mechanism 

1. Introduction: 

1.1 As per Principles for Financial Market Infrastructure (PFMI), CCIL as CCP is required to 

develop and maintain a viable recovery or orderly wind-down plan. CCIL is also required to 

hold liquid net assets funded by equity equal to at least six months of current operating 

expenses. These assets are to be in addition to the resources held to cover participant defaults 

or other risks covered under the financial resources principles. 

1.2. CCIL has already created a Settlement Reserve Fund of Rs.1000 Crore to meet losses 

from default of participants and from other settlement related risks like Settlement Bank Risk, 

Investment Risk and Operational Risk. In addition, CCIL has capital and reserves ofRs. 675 

Crores (exclusive of Preference Share Capital of Rs 50 Crores) which is adequate to take care 

of six months’current operating expenses of about Rs. 45 Crores. Moreover, through a 

decision taken by CCIL Board, a provision has already been made to replenish any depletion 

in Settlement Reserve Fund from the General Reserve with the approval of the general body 

or even to raise additional resources through rights issue for this purpose, if required. 

1.3 CCIL is not systemically important in more than one jurisdiction and clears only products 

with relatively simple risk-profile. It is, therefore, required to provide for sufficient financial 

resources to cover its credit exposure due to default of a participant and its affiliates that 

would potentially cause the largest aggregate credit exposure in extreme but plausible market 

conditions. The resources available with CCIL are more than adequate to support CCP 

Clearing in the products cleared by it. 

1.4 CCIL does not take any proprietary position in the market and thus, may not meet any 

large loss from the movement in market rates. Large losses may, however, result from a 

simultaneous default by multiple clearing participants or from default of its agents like 

settlement banks and this may exceed the resources available with CCIL. As it is the intention 

that the CCP services should continue even after a catastrophic event so as to ensure least 

disruption to the market, it will be necessary that the losses are shared by clearing participants 
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based on certain pre-agreed rules and/or additional resources are brought in by the owners of 

CCIL. In an extreme circumstances where even sharing of losses by clearing participants 

and/or bringing in additional resources by the owners of CCIL is not enough, CCIL would 

have to be declared insolvent and it is to be closed (resolved) in an orderly manner. Recovery 

Process would have to cover the process of sharing losses as above and its proper 

administration whereas Resolution Process would cover the process to declare CCIL 

insolvent and closing the same in an orderly manner so that the adverse impact of such 

closure on the market would be minimum and could possibly be broadly estimated by 

clearing participants in advance who could also take steps for loss mitigation. During the 

process of resolution, it is likely that a bridge institution would be created which can start 

functioning by taking over all outstanding trades and margins of willing participants and can 

even use the infrastructure and skilled workforce available with CCIL. 

2. Regulatory Guidance: 

2.1 The Committee on Payments and Market Infrastructures (CPMI) and the International 

Organization of Securities Commissions (IOSCO) have recently provided guidance for the 

development of recovery plans in their report entitled Recovery of Financial Market 

Infrastructures of October „14. As per the guidance, “Recovery concerns the ability of an 

FMI to recover from a threat to its viability and financial strength so that it can continue to 

provide its critical services without requiring the use of resolution powers by authorities. 

Recovery therefore takes place in the shadow of resolution. Specifically, for the purposes of 

this report, recovery is defined as the actions of an FMI, consistent with its rules, procedures 

and other ex-ante contractual arrangements, to address any uncovered loss, liquidity 

shortfall or capital inadequacy, whether arising from participant default or other causes 

(such as business, operational or other structural weaknesses), including actions to replenish 

any depleted pre-funded financial resources and liquidity arrangements, as necessary to 

maintain the FMI‟s viability as a going concern and the continued provision of critical 

services.” 

2.2The document also specifies that “The triggers for entry into resolution may vary from 

jurisdiction to jurisdiction. Some tools may be used for either recovery or resolution. 

However, some jurisdictions may reserve certain tools for exclusive use by the resolution 

authority. Nevertheless, if a loss or liquidity shortfall occurs, it will ultimately be allocated in 

some manner to owners, participants and, potentially, other creditors. If the recovery plan 
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proves to be insufficient, the losses will in the end have to be allocated by the relevant 

resolution regime or potentially through the applicable insolvency regime. It is therefore 

essential that the recovery plan is designed to allocate losses and liquidity shortfalls fully”. 

2.3 The report further states that “The development and, if necessary, implementation of a 

recovery plan is the responsibility of an FMI itself.” 

2.4 Usually the resolution power would be available with the Resolution Authority created 

under the laws of the land. The aim of creating a Recovery & Resolution Plan for a CCP is to 

have a properly charted out course of action to provide a guide to its clearing participants as 

to what may be expected in case of CCP suffering very large losses due to stress events. In 

most of the circumstances, the approach is to maintain the continuity of critical services 

without requiring the use of resolution powers by authorities.  

2.5The above-mentioned report provides guidance on the recovery planning process and on 

the content of such plan. It also lists out the under-noted tools that a CCP may use in its 

recovery plan:  

 to allocate uncovered losses caused by participant default;  

 to address uncovered liquidity shortfalls;  

 to replenish financial resources;  

 to re-establish a matched book by a CCP; and  

 to allocate losses not related to participant default.  

The report also states that CCPs may also design additional or alternative tools and include 

the same in its recovery plan.  

2.6 The guiding principles are that the recovery plans should be comprehensive and effective 

in allowing the CCP to allocate any uncovered losses and cover liquidity shortfalls, if so 

required. It will have to be timely, reliable and having a strong legal basis. Plausible means of 

addressing unbalanced positions and replenishing financial resources, including the CCP’s 

own capital, in order to continue to provide critical services needs to be a part of the plan. It 

should be transparent and designed to allow those who would bear losses and liquidity 

shortfalls to measure, manage and control their potential exposures. It should create 

appropriate incentives for the owners of the CCP, participants and other relevant stakeholders 

to control the amount of risk that they bring to or incur in the system, monitor the CCP’s risk-

taking and risk-management activities, and assist in the CCP’s default management process. 
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It should strive to minimise the negative impact on direct and indirect participants and the 

financial system as a whole.  

2.7The possible approach at more detailed level has also been articulated in the above-

mentioned report. It stipulates that a CCP as an FMI and the authorities responsible for its 

regulation, supervision and oversight should carefully consider the following guidance on 

recovery planning and recovery tools:  

• A CCP should identify the services it provides that are critical in close coordination 

with the relevant authorities and the relevant stakeholders. The recovery plan should 

also identify the stress scenarios that may prevent the CCP from being able to provide 

its critical services as a going concern and the triggers for implementing the recovery 

plan.  

• The interests of all stakeholders who are likely to be affected by the recovery plan 

should be considered by a CCP when its plan is being developed as well as when it is 

implemented. As opinions among stakeholders are likely to differ, the CCP should have 

clear processes for identifying and appropriately managing the diversity of stakeholder 

views and any conflicts of interest between stakeholders and the CCP.  

• The recovery plan and tools should take into account any constraints potentially 

imposed by domestic or foreign laws or regulations.  

• Effective implementation of the recovery plan requires that tools to allocate uncovered 

losses and liquidity shortfalls and, to the extent practicable, other recovery tools are 

established ex ante and are enforceable.  

• Even where a CCP has ex ante agreement that a tool may be used, a balance may need 

to be struck between its automatic application in a given situation (which increases 

transparency and predictability) and discretion by the CCP to use its judgment (which 

may enable a better decision to be taken about which tools are best given the specific 

circumstances and in which sequence they should be used). In addition, authorities 

should be kept informed of the decisions made by the CCP in its discretion to exercise 

judgment.  

• A CCP should have in its recovery plan ex ante, rules-based tools that fully allocate, 

for example through loss allocations based on participant‟s positions, any losses caused 

by participant default that are not otherwise covered.  

• A CCP should have in its recovery plan ex ante, rules-based tools that fully allocate 

any liquidity shortfalls, whether caused by participant default or otherwise, that are not 

covered by available resources. Such tools should include, as necessary, rules-based 

funding from participants to whom funds are owed.  
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• A CCP should have tools to replenish any financial resources it may employ in a stress 

event. These tools may include collecting resources from its participants by means of 

cash calls and raising additional equity capital.  

• A CCP should have additional tools in place that allow it to re-establish a matched 

book. It should consider establishing ex ante incentives for direct participants, indirect 

participants or third parties to support and to participate in any market-based sale, 

auction or buy-in. However, the CCP should also have a mandatory, ex ante agreed 

mechanism to re-establish a matched book in case such voluntary efforts fail.  

• To enable it to recover from losses from general business, custody and investment 

risks, a CCP needs to have both sufficient capital and a viable plan to recapitalise in 

circumstances where the CCP‟s capital is used to absorb such losses; a CCP should also 

consider having explicit insurance or indemnity agreements to cover such losses. In 

particular, a CCP should have comprehensive arrangements in place to allocate losses 

from the investment risk it incurs as a result of its payment, clearing and settlement 

activity.  

• A CCP will require, in addition to plans to recover from a financial shortfall, 

procedures to identify and address any underlying structural weaknesses that led to the 

shortfall.  

 

3.  CCIL’s Critical Services: 

3.1 CCIL has carried out an analysis in this regard. It feels that the critical services offered by 

it are the clearing services it offers as a CCP in Securities, CBLO, Foreign Exchange 

(Rupee/US Dollars), Forward Foreign Exchange (Rupee/US Dollars) and Rupee Derivatives 

segments. [CCP clearing in Rupee Derivatives segment has still not been started 

commercially but it is expected to start soon.]. CCIL also offers non-CCP clearing and 

settlement of daily cash-flows in Rupee Derivatives segment (which will continue for certain 

benchmarks other than MIBOR and MIOIS even after CCP clearing of swap starts) and in 

CLS segment. Considering that CCIL is the only CCP in the segments where it offers CCP 

clearing services, these are considered to be critical services for the financial market 

participants in the Indian market. The benefits of settlement and liability netting is so large 

that there would be overwhelming necessity to continue the services even after a big stress 

event or after multiple default events so that the financial market is not destabilized. The 

market participants should also be able to continue with their positions, especially in 

derivative markets without undue worry on counter-party exposures. In a very critical 

scenario, CLS settlement services could be stopped by CCIL. As CBLO market allows very 

efficient and cost effective transfer of collateralised funds without any significant adverse 
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influence from market rumours and all market players who do not have direct access to the 

repo market against govt. securities have access to this market, continuing with this product 

even under a moderate stress scenario would be needed. 

4. Principal Risks to CCIL system: 

4.1Apart from defaults by participant, the other major risks to the clearing services run by 

CCIL are as under: 

(i) Settlement Bank Risk 

(ii) Investment Risk 

(iii) Operations Risk  

(iv) Legal Risk 

(v) Reputation Risk 

4.2 In respect of the exposures on the clearing participants, while margins are collected from 

the  participants against the exposures taken by CCIL, there could be circumstances where 

such collected margins may not be adequate. This can happen in times of extreme stress when 

scale of adverse rate movements could be significantly higher than the movements considered 

for margining (at 99% confidence interval) etc.. It is also possible due to multiple defaults 

within a short timespan. 

4.3Settlement Bank Risk: This risk is substantially avoided if settlements are in Central Bank 

money. However, for a large section of CCIL members who do not have any account with 

RBI, rupee settlements are through settlement banks. Moreover, for Forex Settlement, USD 

Settlement is through settlement banks. There is also settlement bank risk for CLS 

settlements. For taking care of settlement bank risk in rupee settlement, some changes in the 

settlement model has been proposed so that exposures on these banks come down 

substantially. The credit risks on this account are now shared by the clearing participants 

settling through such banks as per the Regulations of Securities & CBLO segments. For CLS 

Settlement, similar approach has been proposed and this would help CCIL to reduce the risk 

from this source as well. Adopting similar approach for USD Settlement would help 

managing the credit risk in this segment as well. CCIL proposes to seek the views of the 

members separately regarding sharing this risk as well by the participants. 

4.4Investment Risk: This risk has been controlled substantially by reducing investment limits 

set for the banks. Some portion of the investible INR funds is also invested in INR T-bills. 

The extent of this risk from a complete default by a single bank would now be below Rs. 500 
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crore. Placement of pre-funded amounts with banks outside settlement banks is allowed only 

in case of S-2 and S-1 day pre-funding and upto a maximum amount of USD 100 million in 

aggregate. Remaining placements on this account are monitored as part of Settlement Bank 

exposure tracking. For USD funds placed by the members as margins, these are kept mainly 

in the form of US T bills and these T-bills are kept with the custodians. Pre-funding amounts 

however remain with either settlement banks or with foreign branches of selected Indian 

banks. Exposure on custodians on account of US T bills is of the order of USD 550 million 

(about Rs3500crore). The risk on this account is minimal considering that the custodians keep 

the T-bills in segregated accounts. The extent of exposure is however unlikely to come down 

as part of the margins placed by a member is in INR or in US Dollars funds.  

4.5 Operations Risk: Operations Risk, except in a catastrophic situation, is unlikely to reach 

such a high level to threaten CCIL’s solvency. There is adequate control in place including 

for Information Security control. Any data loss of very critical nature can however attract 

large damage claim.  It could be possible to try to get insurance cover for partial mitigation of 

this risk. 

4.6 Legal Risk:  Impact from a legal risk is unlikely to threaten CCIL’s solvency. However, it 

can have adverse impact on the continuity of the business and thus can lead to significant 

complication. 

4.7Reputation Risk: Impact from this type of risk is also unlikely to immediately threaten 

CCIL’s solvency but like legal risk, can have adverse impact on the continuity of the business 

and thus can lead to significant complication. 

 

5. Liquidity Risk: To manage liquidity risk on a day to day basis, maximum liquidity limits 

are proposed to be set across segments for members; presently it has been imposed in Forex 

Settlement segment in both INR and in USD. It will therefore ensure that the liquidity 

shortfall will not be faced with the first default, even by the largest participant with its 

affiliates.  The residual liquidity available will be expected to help CCIL to carry out next 

day’s settlements also with reasonable amount of liquidity. For shortages during settlement, 

shortfall allocation processes will be able to take care of such eventuality. Hence, liquidity 

risk from participant default should be adequately covered. Liquidity risk from settlement 

bank failures, if any, would have to be shared by the clearing participants which settles 

through such bank and is required to share the credit loss as per the arrangement as 

above.Similarly, any liquidity risk from failures of investment bank will have to be shared by 
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clearing participants or any alternate approach will be worked out.  Introduction of client 

clearing will however result in significant reduction in the settlement risk as well.  

 

6. Allocation of losses: 

6.1 CCIL proposes to follow the PFMI Principle which provides for allocation of losses from 

participant default as under: 

An FMI should establish explicit rules and procedures that address fully any credit losses it 

may face as a result of any individual or combined default among its participants with 

respect to any of their obligations to the FMI. These rules and procedures should address 

how potentially uncovered credit losses would be allocated, including the repayment of any 

funds an FMI may borrow from liquidity providers. These rules and procedures should also 

indicate the FMI‟s process to replenish any financial resources that the FMI may employ 

during a stress event, so that the FMI can continue to operate in a safe and sound manner.  

 

6.2 It also proposes to follow the CPMI-IOSCO guidance on the recovery of financial market 

infrastructure of Oct ’14 as under: 

i) Some loss or liquidity shortfall allocation methods might extend beyond owners and 

direct participants to indirect participants and third parties (e.g. other creditors or 

insurers), provided there is an ex ante binding agreement. Conversely, there may be 

benefits to allocating losses or liquidity shortfalls to tshose who have assumed roles 

that are consistent with absorbing such losses and liquidity shortfalls. Mutualisation 

of losses and liquidity shortfalls among direct participants in the case of participant 

default is based on this approach. 

ii) Owners of the FMI who benefit from its profits are generally exposed to a share of the 

losses in a manner consistent with the extent of their investments and the FMI‟s legal 

basis. Business losses are generally allocated to the owners of the FMI. In many 

FMIs, losses due to participant default are also allocated to the owners of the FMI as 

an early part of the “default waterfall”; such so-called “skin in the game” 

allocations could be extended to recovery. 

 

iii) For FMIs with mutualised allocation arrangements, direct participants are exposed 

to losses and liquidity shortfalls to the extent specified in ex ante rules and 
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agreements. Such exposures can be limited based on participation in certain product 

classes or services, with participants being exposed to defaults only in product classes 

or services in which they participate (and the exposure may also be based on the 

extent of that participation). 

iv) Losses can be imposed on owners by assigning losses to the FMI itself, or (in the case 

of recapitalisation) by diluting, subordinating or eliminating the interests of 

shareholders in the FMI, or through ex ante commitments by shareholders to provide 

additional capital under specific circumstances. 

6.3The tools that can be used for the loss sharing by participants when losses suffered by 

CCIL exceed its pre-funded resources and liabilities could ideally be to make cash calls or 

reduce its liabilities (e.g. through haircut claims against it). The aggregate amount of loss 

that will be allocated will be no greater than if CCIL would have entered into insolvency. 

i) Cash calls are already provided for in the segmental default fund rules. However 

failure of participants to meet cash calls may have to be considered. This may require 

re-allocation of unabsorbed loss to the remaining participants, 

ii) After the contributions of the members to the respective default funds including the 

replenished amounts in terms of the Regulations have been exhausted, allocating the 

residual loss through a reduction in liabilities, such as variation margin haircutting, 

or other gains-based haircutting, will link the maximum loss for any individual 

participant to the marked to market gains on the specific portfolio that it holds vis-à-

vis CCIL. 

In the case of gains-based loss allocation, a participant that chooses to reduce its 

positions in the run-up to the default will have the opportunity to reduce its exposure 

giving such participants more flexibility to manage their risk. 

[Tools involving haircutting of gains are potentially comprehensive, in that any loss 

or shortfall resulting from a participant default cannot exceed the associated amount 

owed to non-defaulting participants. They are reliable, in that, insofar as an FMI’s 

payouts are only made after all pay-ins are received, there is no performance risk, 

because they do not require new pay-ins from participants. These could also be 

timely, in that they can be executed immediately because they do not depend on, or 

require time for, additional pay-ins from participants. Gains-based allocations 

incorporated in an FMI’s ex ante rules are also considered transparent.] 
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iii)For variation margin haircutting, CCIL may reduce pro rata the amount it is due to pay 

participants with in-the-money (net) positions, while continuing to collect in full from 

those participants with out-of-the-money (net) positions. 

iv) In variation margin haircutting, a participant‟s loss would be limited by the size of the 

increase in the value of their positions. Thus, variation margin haircutting represents a 

measurable and controllable exposure within statistical confidence levels. Moreover, 

although this approach may concentrate the loss on a subset of participants, these 

participants may be in a better position to absorb the losses. 

v) In an extreme scenario, the right to even haircut initial margins deposited by the members 

may have to be considered. 

 

7. Under-noted tools are proposed to be used to replenish financial resources: 

7.1  Uncovered liquidity shortfalls: Apart from obtaining liquidity from prearranged sources, 

liquidity can be obtained from participants ( from those who are owed funds by CCIL). 

Alternative option of having ex-ante rules to have such liquidity from all participant is also 

proposed to be explored. Lending by participants will be collateralised, if possible.  

7.2  Replenishing Financial Resources: Although, there could be ex-ante agreed upon rules 

for replenishing financial resources; as such, automatic triggers during a market stress may 

create additional difficulty. Such automatic triggers are proposed to be avoided, 

7.3 Re-establish a matched book: If auction of defaulter‟s position fails, forced allocation of 

contracts would be the next best option. To have proper incentive for participants, forced 

allocation should be only to those who did not acquire position through bids in auction. 

Arrangement to compensate the allocatees for any significant losses suffered by them due to 

such allocation would be considered. If this option is not available, tear up of contracts 

would be the only option and this may create significant uncertainties for participants. 

Hence, tear up of contracts would be avoided to the extent possible. CCIL is already in 

discussion with its members to finalise modalities regarding default handling through 

auctions. The agreed upon processes, after those are approved by RBI, can be considered.  

8. Losses not caused by participant default:  



 
Risk Management Dept., CCIL 11 Restricted Access 

 

 

8.1 Dealing with such losses is however another very critical area. Basic principle of 

allocation of such losses is guided by the principle that the owners should take all or most of 

this loss. This however may not be feasible for CCIL as the extent of such losses could be 

large and the owner’s responsibilities are limited. Moreover, only some users are the owners. 

Although, there would be a re-capitalisation plan, there will always be limits upto which this 

plan can help raising additional resources. Moreover, in case of CCIL insolvency, all 

participants would also suffer pro-rata losses. As the approach is to continue with the 

services, to the extent possible, in the interest of the stability of the market (or to ensure least 

instability), it would only be fair that the participants would also be required to bear a part of 

the loss. The approach therefore could be a combination of managing these risks in a manner 

which is optimum and transparent to the participants and having loss sharing principle where 

appropriate incentives are available for the participants to manage and minimise this risk . 

Settlement Bank Risk and Investment risk are being brought down by restructuring processes 

to the extent possible. Initial losses upto a threshold could be borne out of CCIL’s own 

resources clearly earmarked for this purpose. There could also be a pre-agreed process where 

under the participants would be required to share such loss. 

9. All members and other interested entities are requested to send their comments and 

feedbacks on the suggested approach for recovery of CCIL as a CCP as detailed above. The 

feedback may be sent to us latest by 31
st
 August 2015 at rmd@ccilindia.co.in for attn. of 

Senior Vice President (Risk Management), CCIL with Header as “Consultation Paper:CCP 

Recovery and Resolution Mechanism”. 

10. If any clarification is required on any aspect of this paper, please feel free to contact Mr 

Kausick Saha, Senior Vice President (Risk Management) at 61546441,Mr. STP Venugopal, 

JVP,  Risk Management Dept. at 61546413 or Mr. Nandan Pradhan, JVP, Risk Management 

Dept. at 61546422.  

********   ******** 
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