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1. Introduction 

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

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

purpose (known as the CCP’s ‘Skin in the Game’) and a Default Fund contributed by 

members under the principle of loss mutualisation. The Quantum of the Default Fund is 

based on the hypothetical losses on member portfolios under extreme but plausible 

stressful scenarios. Member’s contribution to the Fund is proportional to the risk that the 

member brings to the system. 

 

1.2 Presently, CCIL has a Default Fund structure in all the segments where it offers CCP 

clearing services to its members viz 

 Forex Forwards 

 Rupee Derivatives 

 Forex Settlement 

 Securities Segment 

 CBLO Segment 

 

1.3 The Default Fund is re-sized on a monthly basis. Moreover, in terms of our Notification 

No. RMD/ SS/16/59 dated 3
rd

 Nov’16, in the event of highest stress loss on account of a 

participant and its affiliates exceeding 95% of CCIL’s pre-funded default handling 

resources (i.e. 95% of amount earmarked for the segment from SRF and member 

contributed default fund) under any stress test scenario, additional default fund 

contributions are called from all participants of the segment. This call for additional 

contributions is made on the day stress test results indicate such a breach. In other words, 

with effect from 05
th

 Dec’16, the additional contributions to the default fund can now be 

made on account of: 
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i. Monthly revision of default fund  

ii. Stress loss breaching available resources  

iii. Increase in hair cut rate on collateral on account of fortnightly revision, 

imposition of Volatility Margin in the securities segment etc 

iv. Actual default and resultant usage of non-defaulter’s default fund contribution 

v. Fall in value of securities deposited towards default fund  

 

1.4 The additional default fund contribution needs to be furnished to CCIL before 11:00 

A.M of next business day. 

 

1.5 On account of the segmental structure of the Default Fund, members are required to 

keep close track of their individual Default Fund obligations and ensure that the 

shortfall if any, is replenished with minimum time lag, and within the stipulated 

timeline indicated in paragraph 1.4 above.  

 

2. Need to optimize the flow of eligible securities / cash contributed towards default 

fund 

 

2.1 The set of securities eligible for deposit as collateral towards default fund is ‘segment 

neutral’. This set presently comprises of all Central Government Securities (except 

Special securities), Treasury Bills and STRIPs.  

 

2.2 Presently, if members have a deficit in their contribution made towards default fund in 

a segment then they are required to deposit additional securities / funds to replenish 

this shortfall. Even if such members have a surplus balance lying in the default fund 

for any other segment, they are required to withdraw securities / cash from the 

segment with surplus balance and deposit towards the default fund for the segment 

with deficit. CCIL does not have a provision for automatic adjustment of surplus in 

default fund in one segment/s against the deficit in default fund in other segment/s.  
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2.3 It is possible that members with a shortfall in a default fund may have surplus margin 

(in the form of Securities and Cash) deposited as SGF in the Securities Segment or as 

collateral in the CBLO segment. In case members desire to use this surplus to meet 

the deficit in default fund, then such members are also required to withdraw securities 

/ cash from Securities Segment SGF or from CBLO collateral and deposit the same 

towards the default fund for the segment with deficit.  

 

2.4 Any shortfall in Default Fund implies a deficit in CCIL's pre-funded resources for 

meeting losses on account of defaults. Under the Principles of Financial Market 

Infrastructures (PFMI), CCIL is required to maintain sufficient resources to cover the 

highest loss arising from default of a participant and its affiliates. It is therefore 

proposed to create a structure where default fund shortfalls are covered by CCIL to 

the extent possible immediately, by optimizing the movement of cash / securities from 

members to CCIL for meeting their default fund obligations. Such a structure would 

also help in streamlining operations and reducing operational overheads at the 

members’ end. 

 

3. Proposed structure for managing cash / securities movements for Default Fund 

 

There will be no change in the existing model of segregated default funds in different 

segments. However, the structure will provide for the deficit in Default Fund for a 

segment/s to be met using the surplus in default fund in any other segment/s. It will 

also provide for meeting such shortfall using the surplus balance if any in the 

Securities Segment SGF.  

 

For segments other than CBLO, the proposed structure will also provide for meeting 

such shortfall using the surplus balance if any in the Securities Segment SGF. 

 

Moreover, if the shortfall is observed in the default fund for the CBLO segment, the 

same may also be adjusted by accessing the surplus unencumbered collateral 

deposited by such member towards Initial Margin / Borrowing Limit in the CBLO 

segment.  
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3.1 Meeting the deficit in default fund for a segment from surplus balance in default 

fund in another segment: 

 

3.1.1 In case of a shortfall in Default Fund in any segment/s the same will be sought to 

be replenished from the surplus balance if any available in the default fund of any 

other segment / segments.  

 

3.1.2 In case of shortfall in default funds in more than 1 segment, such shortfall will be 

sought to be replenished from the surplus balances in the default funds of other 

segments in the ratio of the shortfalls. However, depending on market exigencies, 

such surplus balance may also be utilized to meet shortfall in default fund of 

specific segment(s) only. 

 

3.1.3 Such appropriation will be done as soon as a shortfall is encountered in the default 

fund anytime during the day. 

 

3.1.4 Such utilization of excess balance in another default fund will be released if 

additional securities / cash is made available over and above the actual 

requirement in the concerned default fund which had the shortfall.  

 

3.2 Meeting the deficit in default fund for a segment from surplus balance in 

Securities Segment SGF 

 

3.2.1 At the end of every day, any shortfall in a Default Fund in any segment/s other 

than CBLO segment will be sought to be met from the surplus balance if any in 

the SGF made available in the Securities Segment. 

 

3.2.2 In case of shortfalls in default funds in more than 1 segment, such shortfall will be 

sought to be replenished from the surplus balances in SGF in the ratio of the 

shortfalls. However, depending on market exigencies, such surplus balance may 

be utilized to meet shortfall in default fund of specific segment(s) only. 
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3.2.3 Such utilization of excess balance in SGF will be released if additional securities / 

cash is made available over and above the actual requirement in the concerned 

default fund which had the shortfall. 

 

3.3 Additional appropriation from unencumbered CBLO Collateral to meet the 

shortfall in default fund in CBLO segment 

 

3.3.1 Members contribute cash and eligible securities as collateral for Initial Margin 

Limit and Borrowing Limit respectively in the CBLO segment. Except for a few 

special securities that are eligible only in the CBLO segment, the set of securities 

eligible for default fund contribution in all segments is same as the set eligible for 

deposit as collateral in the CBLO segment. 

 

3.3.2 It is proposed that in case there is a shortfall in the default fund for the CBLO 

segment and such shortfall remains even after allocation of surplus balance from 

default funds of other segments as per para 3.1 above, the surplus balance made 

available in the initial margin and collateral deposited in the CBLO segment will 

be used. However, for the purpose of such allocation, unencumbered CBLO 

collateral will be considered only after excluding special securities if any.  

 

3.3.3 Such utilization of excess (unencumbered) collateral will be released as soon as 

additional collateral is made available in CBLO default fund. 

 

3.4  The Clearing Corporation will advise all members, the manner in which and the 

extent to which additional Default Fund requirement(s) in segment(s) have been 

drawn from surplus Default Fund contribution in other segment(s), surplus in 

Securities Segment SGF (wherever applicable) and Initial Margin and unencumbered 

collateral in CBLO Segment (for CBLO Default Fund). If after all above adjustments, 

there is still a shortfall in Default Fund, the balance amount to meet the shortfall 

should be remitted to CCIL within the stipulated time as may be notified by CCIL.     
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4. Summary 

 

4.1 Under the proposed structure, shortfall in default fund of any segment/s shall be 

automatically adjusted by CCIL in the following order: 

1) First from the surplus balance in any of the default fund contributed by the 

member in any other segment/s. 

2) In case the surplus as in (1) above is not adequate to cover the shortfall in the 

default fund then, 

a. In case of default fund shortfall in CBLO segment, the shortfall will be 

sought to be covered by drawing the unencumbered collateral 

deposited towards Initial Margin / Borrowing Limits in CBLO segment 

(other than special securities). (unutilized margin made available in the 

Securities segment SGF will not be used in this case) 

b.  In case of default fund shortfall in any segment other than CBLO, the 

shortfall will be sought to be covered by drawing from the unutilized 

margin made available in the Securities Segment SGF (unencumbered 

CBLO collateral will not be used in this case). 

 

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 ‘Optimizing Segmental Default Fund Contributions’ on or before 

31
st
 Jan’17. 

**** 

 

 


