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1. Introduction 

1.1 Central Counterparties (CCPs) maintain prefunded resources to cover potential losses 

arising from member default. These comprise CCP’s own funds set aside for this 

purpose [known as the CCP’s ‘Skin in the Game’(SIG)] and a Default Fund 

contributed by members under the principle of loss mutualisation. The Quantum of 

the Member contributed Default Fund for each clearing segment is equal to the 

highest stress loss (in the last 6 months) of any entity and its affiliates along with 

stress loss of 5 weak entities in the clearing segment. An individual member’s 

contribution to the Fund is structured such that members with riskier portfolios 

contribute proportionately higher amount to the fund. The sequence in which the CCP 

applies the above resources (along with the margins contributed by individual 

members) is known as the ‘Default Waterfall’. The CCP’s SIG and the member 

contributed Default Fund are expected to incentivize prudent risk management by 

both, the CCP and its members. 

 

1.2 CCIL has created a Settlement Reserve Fund (SRF) to meet losses from participants’ 

default and also losses from non-participant default, viz. Settlement bank risk, 

investment risk, custody risk and other operational risks. The current balance in the 

fund is Rs. 1,000.81 crores. The adequacy of the prefunded default resources (member 

contributed default fund plus CCIL’s SIG) is assessed as part of the credit stress tests 

conducted by CCIL every day. In case of depletion of the SRF due to usage as above, 

the SRF will be replenished by drawing funds from CCIL’s General Reserves.  

 

1.3 CCIL has a Default Waterfall structure in all the segments where it offers CCP 

clearing services to its members viz, 
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 Forex Forwards 

 Rupee Derivatives 

 Forex Settlement 

 Securities Segment 

 CBLO Segment 

 

2. Default Waterfall 

2.1 As per thedefault waterfall mechanism, after the defaulter’s margins and the 

defaulter’s contribution to the default Fund has been appropriated, CCIL’s 

contribution from the SRF is used to meet the losses arising out of participant default. 

The default waterfall can be pictorially shown as below: 

 

 

Figure 1: Default Waterfall (Currently in place for all clearing segments) 

 

In case of default by a clearing participant, pre-defined percentage of the balance in 

SRF is to be used to meet the residual losses arising from such default before 

resorting to the non- defaulting clearing members’ share of the Default Fund. At 
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present CCIL is committed to contribute the undernoted amounts to meet participant’s 

default in various clearing segments: 

 Forex Forwards: 25% of the balance in the SRF at the time of the default 

 Rupee Derivatives: 25% of the balance in the SRF at the time of the default 

 Forex Settlements: 15% of the balance in the SRF at the time of the default 

 Securities Segment: 10% of the balance in the SRF at the time of the default 

 CBLO Segment: 5% of the balance in the SRF at the time of the default 

 

2.2 CCIL’s SIG to handle losses arising out of participant defaults is a fixed number (a 

specified percentage of the Settlement Reserve Fund) and hence not calibrated to the 

risk to the system as denoted by stress losses in the clearing segment under stress 

scenarios. 

 

2.3 To calibrate CCIL’s SIG to the likely losses in a business segment under stress 

conditions, it is proposed that:  

 

 CCIL’s SIG be sized at 25% of the member contributed default fund of a segment. 

 Further, CCIL’s SIG of 25% of member contributed default fund of the segment 

will be split into 2 tranches, viz. tranche 1 -  to be used before default fund 

contributions of surviving members are used, and tranche 2 - to be resorted to 

after default fund contributions of surviving members are usedbut before calling 

for further contributions from them. Tranche 1 of CCIL’s SIG would be equal to 

15% of member contributed default fund while tranche 2 of CCIL’s SIG would be 

equal to 10% of member contributed default fund for the segment. 

 

 In addition, CCIL will also ensure that its SIG is at least equal to the highest 

amount contributed by any member in each segmental default fund. 
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3. ResizingCCIL’s Skin in the Game (SIG) 

In the sections below we have compared CCIL’s current SIG (capped at a specific 

percentage of balance in SRF) and proposed SIG (capped at 25% of the default fund 

of the segment) 

 

3.1 Securities Segment 

Default Fund was introduced in the Securities Segment in Aug’16. However, for the 

purpose of this analysis, we have made a hypothetical assumption that the default 

fund in Securities Segment was in place since April’15 with CCIL’s SIG being 10% 

of SRF balance: 

 

 

Table 1: Default Fund, Current SIG and Proposed SIG for Securities segment (In Rs. Crores)  

(Assuming default fund was already in place for the segment since April 2015) 

The table above shows that though Default fund increased in Oct 15, indicating higher 

stress loss, current CCIL’s SIG remained unchanged at Rs. 100.06crores. On the other 

hand under therevised approach, as the hypothetical loss under stressed conditions 

increased(as indicated by the higher Default Fund) a corresponding increase would 

also have been seen in CCIL’sSIG. 



5 
 

3.2 CBLO segment 

Default Fund was introduced in the CBLO Segment in mid Oct’16. The analysis 

below has been carried out assuming that default fund in CBLO is already in place 

since April 2015 with CCIL’s SIG being 5% of SRF balance. 

 

 

Table 2: Default Fund, Current SIG and Proposed SIG for CBLO segment (In Rs. Crores)  

(Assuming default fund was already in place for CBLO segment since April 2015) 

 

The table above shows that though Default fund decreased in Jan 2016, indicating 

reduced stress loss, current CCIL’s SIGremain unchanged at Rs. 50.03 crores, while 

proposed SIG would decrease, which is desirable.  

 

 

3.3 Forex Forward segment 

The table below compares CCIL’s SIG (current and proposed) along with Default 

fund for the segment: 
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Table 3: Default Fund, Current SIG and Proposed SIG for Forex Forward Segment (In Rs. Crores) 

The table above shows that though Default fund increased in Apr 16, indicating higher 

stress loss, current CCIL’s SIG remained unchanged at Rs. 250.14 crores. On the other 

hand under the revised approach, as the hypothetical loss under stressed conditions 

increased a corresponding increase would also have been seen in CCIL’sSIG. 

 

3.4 Forex Settlement (USDINR) segment 

The table below compares CCIL’s SIG (current and proposed) along with Default 

fund for the segment. 
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Table 4: Default Fund, Current SIG and Proposed SIG for Forex (USD/ INR) Segment (In Rs. Crores) 

 

As can be seen above, for most part of the last year (FY 15-16), current CCIL’s SIG 

was higher than the total Default fund which means that CCIL contributed more than 

the cumulative contribution of all members.  

 

3.5 Rupee Derivativessegment 

The table below compares CCIL’s SIG (current and proposed) along with Default 

fund for the segment 
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Table 5: Default Fund, Current SIG and Proposed SIG for Rupee Derivatives segment (In Rs. Crores) 

 

As can be seen from  above, current CCIL’s SIG for Rupee Derivativessegment is 

quite high as compared to default fund of the segment. In fact, for most part of the last 

year, current CCIL’s SIG was at least 2.5 times higher than the Default fund which 

means that CCIL contributed much more than the cumulative contribution of all 

members. 

 

4. Restructuring the Default Waterfall 

4.1 Under theexisting structure of the Default Waterfall, the balance of SRF set aside for 

meeting the loss arising out of a participant default in a particular segment would be 

used up in one go. The non-defaulters’ contribution to the default fund would be 

accessed only if there is a residual loss left overafter exhausting CCIL’s resources 

completely. 

 

4.2 It is now proposed that CCIL’s SIG be split into 2 tranches, viz. tranche 1 - to be used 

before default fund contributions of surviving members are used, and tranche 2 - to be 

resorted to after default fund contributions of surviving members are usedbut before 

calling for further contributions from them. Tranche 1 of CCIL’s SIG would be equal 

to 15% of member contributed default fund while tranche 2 of CCIL’s SIG would be 

equal to 10% of member contributed default fund for the segment. This is pictorially 

shown below. 
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Figure 2: Proposed CCIL’s SIG in 2 tranches; Tranche 1 = 15% of Default fund for the segment; 

Tranche 2 = 10% of Default Fund for the segment 

4.3 The change in default waterfall layers as shown in the figure above will ensure that 

CCIL continues to use its own resource every time before utilizing/ calling for 

resources from non- defaulting members. 

 

4.4 Splitting CCIL’s SIG into two tranches will also ensure that CCIL does not place 

large resources upfront to be used up to bear losses arising from participant defaults. 

This is in line with practices followed by many global CCPs and is consistent with the 

principle of mutualisation of losses among members and the CCP. 

5. In case you need any clarification on this you may get in touch with Mr. Nandan Pradhan 

on 022-61546422 or Mr. S.T.P.Venugopal on 022-61546413. The feedback may be emailed 

to rmd@ccilindia.co.in for attention of Chief Risk Officer with the subject reading as 

‘Proposal to Resize CCIL’s ‘Skin in the Game’ and Restructure Default Waterfall” on or 

before 15
th

 Dec’ 2016.  

**** 


