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Dear Sirs 

 

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

 

Introduction 

 

The International Swaps and Derivatives Association, Inc. (ISDA)1 is grateful for the opportunity to respond 

to the Proposal to Resize CCIL’s ‘Skin in the Game’ and Restructure Default Waterfall (Proposal) published 

on 9 November, 2016.   

 

We welcome the initiative taken by The Clearing Corporation of India Limited (CCIL) to calibrate its Skin in 

the Game (SIG) to make it risk-sensitive to the likely losses in a business segment under stress conditions, 

as well as restructuring the default waterfall to ensure that CCIL continues to use its own resources prior to 

utilizing resources from non-defaulting members.  

 

As you know, we are in constant dialogue with our members, including global, regional and national financial 

institutions, end-users and many other financial market participants. Our comments are derived from this 

experience and our active involvement with regulators and clearinghouses in Asian jurisdictions such as 

Hong Kong, Singapore, Australia as well as other jurisdictions across the globe such as the United States 

and the European Union.  

 

ISDA hopes to continue the constructive ongoing dialogue between CCIL and derivatives market 

participants to consider, for example, the practical concerns and risks surrounding the implementation of 

the Proposal. Our members may have feedback which they may wish to provide separately to CCIL.     

  

                                                           
1 Since 1985, ISDA has worked to make the global over-the-counter (OTC) derivatives markets safer and more efficient. Today, Today, 
ISDA has over 850 member institutions from 67 countries. These members comprise of a broad range of derivatives market 
participants, including corporations, investment managers, government and supranational entities, insurance companies, energy and 
commodities firms, and international and regional banks. In addition to market participants, members also include key components of 
the derivatives market infrastructure, such as exchanges, intermediaries, clearing houses and repositories, as well as law firms, 
accounting firms and other service providers. Information about ISDA and its activities is available on the Association's web site: 
www.isda.org. 

 

http://www.isda.org/


General comments 

 

Our members agree that the proposal is a welcome step to calibrate the SIG and restructure the default 

waterfall. However, we would like to highlight certain considerations for both areas which require further 

clarification. These clarifications are sought in order to better align the Proposal with the Principles for 

Financial Markets Infrastructures (PFMI) 2  published by the Committee on Payments and Market 

Infrastructures (CPMI) and the International Organisation of Securities Commissions (IOSCO) (CPMI-

IOSCO) as well as the Principles for CCP Recovery (ISDA Principles) published by ISDA3. We would also 

like to draw your attention to the draft guidance provided in the CPMI-IOSCO consultative report on the 

Resilience and recovery of central counterparties (CCPs): Further guidance on the PFMI (Consultative 

Report) published in August 2016 and the response jointly submitted by the Futures Industry Association 

(FIA), the Global Financial Markets Association (GFMA), the Institute of International Finance (IIF), the 

Clearing House (TCH) and ISDA4.      

 
 

Resizing CCIL’s SIG 

 

Our members appreciate CCIL’s decision to resize its SIG based on risk and scalable to the clearing activity 

in each business segment. In addition to making the SIG risk sensitive and calibrating the SIG to the likely 

losses in a business segment under stress conditions, this measure is also in line with the ISDA Principles 

by ensuring transparent risk management standards. In addition, this measure ensures that significant SIG 

will align CCP management incentives with those of the clearing members (CM) and their clients, and be 

fully funded, material and substantial. Ensuring the SIG is at least equal to the highest amount contributed 

by any member in each segmental default fund also aligns with the ISDA Principles in this regard. While 

there is currently no global standard for SIG, our members appreciate that CCIL’s proposed SIG of 25% of 

the default fund is in line with or higher than that of other similar CCP’s in the region and globally.   

 

However, the Proposal states that “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” (paragraph 1.2, page 1). Our members are unaware that the 

existing Settlement Reserve Fund covers non-default losses, as none of the existing CCIL rules has any 

reference to this.  

 

We reiterate the view made in the response to the Consultative Report and on previous occasions5  that 

clearing members should not be responsible for covering any non-default losses incurred by a CCP. These 

are losses that exceed a CCP’s financial resources above the minimum regulatory capital requirements, 

which are not the result of clearing member defaults. We believe the Proposal should be explicit that CCP 

resources for default and non-default losses should be transparently defined and segregated, and we 

further believe that non-default losses should accrue entirely through the CCP ownership and control 

structure.   

 

We would appreciate confirmation from CCIL that, going forward, the SIG will only be available for member 

default losses. Our members would also appreciate clarification on how non-default losses will be dealt with 

going forward.   

 

Our members would also appreciate clarification from CCIL on the type of assets in which the proposed 

SIG resources will be maintained. To ensure that the SIG resources are easily available for use in a default 

scenario, our members request that CCIL should prescribe that the assets corresponding to the SIG be 

entirely in cash or highly liquid securities, at the very least as liquid as the eligible collateral contributed by 

members for the default fund.  

                                                           
2 http://www.bis.org/cpmi/publ/d101a.pdf  
3 http://www2.isda.org/attachment/NzExMw==/Principles%20for%20CCP%20Recovery%20FINAL.pdf  
4 http://www2.isda.org/attachment/ODc5OQ==/FIA-GFMA-IIF-ISDA-TCH%20Response%20to%20CPMI-
IOSCO%20Consultative%20Report%20(Resilience%20and%20Recovery%20of%20CCPs).pdf 
5 See, e.g., FIA “CCP Risk Position Paper” (April 2015) and ISDA “CCP Loss Allocation at the End of the Waterfall” (August 2013). 

http://www.bis.org/cpmi/publ/d101a.pdf
http://www2.isda.org/attachment/NzExMw==/Principles%20for%20CCP%20Recovery%20FINAL.pdf
http://www2.isda.org/attachment/ODc5OQ==/FIA-GFMA-IIF-ISDA-TCH%20Response%20to%20CPMI-IOSCO%20Consultative%20Report%20(Resilience%20and%20Recovery%20of%20CCPs).pdf
http://www2.isda.org/attachment/ODc5OQ==/FIA-GFMA-IIF-ISDA-TCH%20Response%20to%20CPMI-IOSCO%20Consultative%20Report%20(Resilience%20and%20Recovery%20of%20CCPs).pdf


 

In addition, from CCIL’s own calculations in tables 1 – 5 in the Proposal, we can see that there will be a 

considerable difference between the existing SIG and resized SIG for at least two of the clearing segments, 

namely the Securities Segment and the Forex Forward Segment. The difference in the existing SIG and 

proposed SIG is summarised in Figure 1 below.  

 

Using the difference in the 18-month average SIG6, we can see that there would be a shortfall of INR 27.23 

crores for the Securities Segment and INR 47.05 crores for the Forex Forward Segment. The Proposal 

does not provide clarity on how this difference in SIG will be funded, and our members would appreciate 

more information in this regard.      

 

 
Figure 1: 18-month average difference in SIG for each clearing segment (in INR crores) 

 

Restructuring the default waterfall 

 

Our members appreciate CCIL’s decision to restructure the default waterfall to ensure that CCIL continues 

to use its own resources prior to utilizing resources from non-defaulting members. This measure is in line 

with the principle of mutualisation of losses under the PFMI, as well as the guidance provided in the 

Consultative Report7 and is consistent with the ISDA Principles.  

 

However, keeping in mind the requirement for   clear and transparent rules and procedures for the allocation 

of losses, our members would appreciate that CCIL develop consolidated rulebooks and provide more 

clarity on default management and the “end of waterfall” procedures. The current rules are spread over 

multiple rulebooks, notifications, and addendums, and hence there is no clarity on the rules and procedures 

for the allocation of losses.   

 

The PFMI states that a CCP should have rules and procedures on how it would replenish any of its financial 

resources that it may employ during a participant default8. It is required that a CCP have a credible and 

explicit plan for replenishing its resources over an appropriate time horizon following a participant default 

so that it can continue to operate in a safe and sound manner9. In this regard, we believe that a CCP’s rules 

and procedures should clearly provide that the CCP be required to replenish its SIG at least as quickly as 

CMs are required to replenish their resources, to ensure that it may cover subsequent defaults. In no event 

should CMs be required to satisfy assessments or replenish their mutualized resources if the CCP is not 

required to do the same. We would like to request CCIL to clearly define in its rulebooks the timeframe in 

which its SIG shall be replenished.  

 

The Consultative Report recommends that a CCP should clearly articulate the circumstances in which it 

will call for additional financial or liquidity resources from participants, the nature of resources it will call (for 

example, additional margin or additional contributions to the default fund), how the allocation of additional 

contributions will be determined, and the payment deadline10. As an overarching principle, liability of CMs 

should be clearly articulated on an ex ante basis and upheld. Unlimited assessment rights on CMs may be 

unreliable and could lead to procyclicality and liquidity or funding issues, thereby perpetuating systemic risk 

                                                           
6 13-month average for Rupee Derivatives Segment 
7 See paragraph 6.2.4 of the Consultative Report 
8 See Key Consideration 7 of Principle 4 of the PFMI 
9 See paragraph 3.13.3 of the PFMI 
10 See paragraph 4.2.7 of the Consultative Report 

Clearing Segment Existing SIG Proposed SIG Difference

Securities 100.06 127.30 (27.23)

CBLO 50.03 37.43 12.61

Forex Forward 250.15 297.20 (47.05)

Forex Settlement 150.10 39.42 110.68

Rupee Derivatives 250.15 42.49 207.66



at a time of market distress. We strongly believe that potential obligations of CMs and the circumstances in 

which they would arise should be clearly communicated on an ex ante basis. This will allow CMs to better 

estimate their liabilities, and measure or risk manage their exposures. We request that CCIL rules provide 

for capped liability framework for the amount of resources, including member assessment rights that can 

be used across single or multiple defaults11. 
 

Other comments 
 

We would also like to take this opportunity to continue dialogue on outstanding consultations and proposals, 

in particular those which ISDA and its members have provided responses to, such as CCP recovery and 

resolution mechanisms and the auction of trades and positions of defaulters.  

 

In addition, our members would appreciate it if CCIL provided greater transparency as to the calibration of 

the default fund. This could be through CCIL providing members with regular reports (for example, monthly) 

with the evidence of the analysis and stress testing it undertakes to ensure it is observing the required 

coverage requirements, which other CCPs in the region currently provide. 

 

We welcome further dialogue with CCIL on the points raised above, and would be grateful for the 

opportunity to engage with the CCIL on any specific clarification that may be required when the final 

guidelines are drafted.      

 

ISDA thanks CCIL for the opportunity to respond to the Proposal and welcomes dialogue with CCIL on 

any of the points raised, as well as any other areas. Please do not hesitate to contact Keith Noyes, 

Regional Director, Asia Pacific (knoyes@isda.org or at +852 2200 5909), Erryan Abdul Samad, Assistant 

General Counsel (eabdulsamad@isda.org or at  +65 6653 4172), Rahul Advani, Assistant Director, Public 

Policy (radvani@isda.org or at +65 6653 4171), or Hyelin Han, Assistant Director, Public Policy 

(hhan@isda.org or at +852 2200 5903).   

Yours sincerely, 

For the International Swaps and Derivatives Association, Inc.  

  

Keith Noyes      Erryan Abdul Samad 

Regional Director,               Assistant General Counsel                     

Asia-Pacific  

         
Rahul Advani      Hyelin Han 

Assistant Director,     Assistant Director, 

Public Policy      Public Policy  

                                                           
11 See the discussion under “Maintaining resources on an ongoing basis” on pages 14-16 of the response submitted by FIA, GFMA, 
IIF, ISDA and TCH to the Consultative Report available at http://www2.isda.org/attachment/ODc5OQ==/FIA-GFMA-IIF-ISDA-
TCH%20Response%20to%20CPMI-
IOSCO%20Consultative%20Report%20(Resilience%20and%20Recovery%20of%20CCPs).pdf. 
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