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CPSS IOSCO Principles 

 

 Risk-based initial margin models and parameters: Cover Potential Future Exposure (PFE) 
in the interval between last margin and close out of positions after a participant default  
to an established single-tailed confidence level of at least 99%. Initial margin 
requirements will be updated dynamically and incremental margin called. 

 

 Intraday variation margin: CCP should have authority and operational capacity to make 
intraday calls to cover current exposures.  

 

 Portfolio margining is permissible: Subject to adequate risk management , CCPs may 
allow offsets or reductions in required margin across products that it or another CCP 

clears. Is interoperability likely? 

 

 Collateral eligibility: In general, limit eligible assts to those with low credit, liquidity and 
market risk, and monitor correlations to mitigate wrong-way risk. Note that Dodd Frank 
explicitly requires USD cash, US Treasuries and GSE paper. 

 

 Concentration risk: Impose limits or charges to avoid excessive concentrations in order 
that liquidation process can be robust. 

 

 Collateral haircuts: Maintain haircuts reflecting volatility and liquidity constraints under 

stressed market conditions. 
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Impact on clearing participants 

 

 Initial margin requirements: Initial margin is the CCP’s first line of defence against 
member default. The cost of funding derivatives activity rises sharply. 

 

 Portability obligations: Members may face obligations to absorb and collateralise  
positions of a defaulting clearing member under stressed market conditions. 

 

 Intraday variation margin calls: CCPs will draw down margin automatically multiple times 
a day from accounts which must be funded. A bank providing clearing services may 
need to offer credit facilities to its clients. 

 

 Segregation of client collateral: Different CCP models exist offering clients alternative 
cost and risk characteristics, but overall effect is to further reduce collateral re-use 
potential. 

 

 Swap entities must collect initial margin for bilateral OTC trades: Initial margin must be 

segregated at a third-party custodian i.e. no re-use. No requirement to deliver initial 
margin to financial end-users e.g. institutional asset managers. 

 

 Key decision to offer client clearing: Basic market access is generally seen as 
unprofitable, so need to develop attractive value-added services to secure market 

share. However, these are complex and costly to deliver. 
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Central clearing intentions 

 

 Approach to centrally-cleared derivatives (CCDs) 

 Institutions must decide (i) whether to become clearing members at one or more Central 

Counterparties (CCPs) and (ii) whether to offer clearing services to clients; 

 Institutions that decide not to clear will need to select clearing brokers; 

 A hybrid approach across current and future CCPs is possible. 

 

 Survey evidence 

 Most of the banks surveyed are or intend to become clearing members at least one of the 

derivatives CCPs; 

 A subset of these banks (principally large G-14 broker dealers and asset servicing providers) will 

definitely offer client clearing services, but the precise scope of these services is still under 

consideration in the majority of cases. 
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4 In place 2 Planning 0 No decision yet

A* B C D E* F G H I* J K L* M* N* O*

Direct Clearing Membership 4 4 4 4 4 2 2 4 4 4 2 4 4 4 4

Offer client clearing service 0 2 0 0 2 2 0 0 4 2 0 2 4 4 4

Use clearing brokers 0 2 0 0 0 0 0 0 0 0 4 0 0 0 0

Source: InteDelta research 



Impact on non-clearing participants (1) 

 

 Non-clearing firms face initial margin requirement: EFAMA analysis of test portfolios found 
initial margin requirements of up to 20% of notional derivatives value. Directional 
investment strategies are particularly affected. 

 

 Need to source CCP-eligible collateral: In general, CCPs accept a narrow universe of 

securities collateral for initial margin and cash for variation margin; this may evolve. 

 

 Loss of netting benefits as CCPs fragment the market: Pending interoperability, the effect 
of clearing will be to reduce netting benefits enjoyed in the bilateral model and hence 
increase the overall collateral burden. 

 

 Performance drag associated with CCP-eligible collateral: Substantial holdings of CCP-
eligible collateral may be inconsistent with mandate restrictions and distort investment 
strategy. Incremental market infrastructure costs will also be passed through to end users. 

 

 Incremental counterparty credit risk: Incurred where repo or securities lending markets 
are used to source CCP-eligible collateral; need to assess costs and risks associated with 
over-collateralisation. 
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Impact on non-clearing participants (2) 

 

 Operational overhead: More complex margining processes must be supported for 
cleared and bilateral margining, especially if third-party custodians are used to 
segregate initial margin. It may become necessary to manage additional outsourcing 
relationships. 

 

 Documentation bottleneck: Need to establish clearing relationships with at least one and 
preferably two clearing brokers per CCP. The documentation overhead should not be 
underestimated for both cleared and bilateral relationships. Client-side documentation 
may also need to be updated. 

 

 Cost of market access: Clearing is expensive for all market participants, and costs will 
ultimately be passed to clients either explicitly or in the form of sub-optimal investment if 
cost of implementing strategies and hedges becomes excessive. 
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Collateral patterns may change 

 
 

 

 

 

 

 

Sector Country AUM (USD) Category All cash Primarily 

cash

More cash 

than 

securities

Similar 

cash and 

securities

More 

securities 

than cash

Primarily 

securities

All 

securities

Asset Management

Asset Management

Insurance

Asset Management

Pension Fund

Asset Management

US

Europe

Europe

US

Asset Management

Insurance

US

US

US

US

Europe

Insurance

Asset Management

Asset Management Europe

Asset Management Europe

Asset Management Europe

Asset Management

Asset Management

Insurance

Pension Fund

Pension Fund

Asset Management

Asset Management

Asset Management

Asset Management

Europe

US

US

US

US

Europe

Europe

Asset Management US

Europe

Europe

Europe

AUM < $100 Bn

$250 Bn < AUM < $750 Bn

AUM < $100 Bn

AUM < $100 Bn

AUM > $750 Bn

$250 Bn < AUM < $750 Bn

$250 Bn < AUM < $750 Bn

Asset Management Europe AUM > $750 Bn

$100Bn < AUM < $250 Bn

AUM > $750 Bn

$100Bn < AUM < $250 Bn

AUM < $100 Bn

AUM < $100 Bn

AUM < $100 Bn

AUM < $100 Bn

AUM < $100 Bn

AUM < $100 Bn

$250 Bn < AUM < $750 Bn

$100Bn < AUM < $250 Bn

AUM > $750 Bn

$100Bn < AUM < $250 Bn

$100Bn < AUM < $250 Bn

$100Bn < AUM < $250 Bn

$100Bn < AUM < $250 Bn

 
 OTC derivatives collateral 

survey 

 

 Banks’ approach to collateral 

eligibility remains conservative; 

82% of OTC collateral is cash. 

However, use of securities as 

collateral with respect to OTC 

exposures is increasing. 

 

 Many buy-side firms prefer to 

deliver securities from inventory 

to reduce portfolio distortions 

and performance drag, and to 

avoid the overhead of interest 

processing. 

 

 Central clearing works against 

this trend as clearinghouse 

collateral requirements are 

conservative. Clearing brokers 

may offer collateral upgrade 

services for central clearing. 
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Choosing a clearing partner 

 

Non-clearing institutions need to select clearing partner(s). We expect to see a small number 
of ‘full-service’ client clearers, supplemented by asset servicing providers and regional 
players. Selection criteria will include: 

 

 Market access: By offering the widest scope of CCP participation, a clearing broker can 
potentially replace lost netting benefits by margining clients on a portfolio basis across 
CCPs. Only largest broker dealers are likely to be able to support such a strategy. 

 Cross-product margining: In order to realise netting benefits, need to align and integrate 

existing collateral silos to ensure that risk process remains robust. Banks are looking to 
align listed, cleared and OTC derivatives as well as repo, securities lending etc. Does this 
help institutions with large directional exposures however? 

 Collateral transformation: The ability to stitch together clearing and securities finance 
services to assist clients in sourcing CCP-eligible collateral is key. However, collateral 

financing may prove complex to manage and adds credit risk. 

 Collateral optimisation: Banks are showing increasing interest in active collateral 
inventory management, with the leaders systematically optimising their assets including 
held collateral. This is a service that can be extended to clients. 

 Margin modeling and validation: Clients may expect their clearing brokers to validate 

CCP margin calls. This also provides a basis for a margin modeling service. However, not 
all CCP margining methodologies are transparent. 
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Sourcing collateral 

 

 Collateral shortage: Higher margin requirements, more restrictive collateral eligibility 
criteria and restrictions on collateral reuse will create tightness in CCP-eligible collateral. 
Buy-side institutions that are not natural holders of CCP-eligible collateral are particularly 
challenged. 

 

 Competing regulations: Banks are facing higher capital and liquidity requirements but 
new collateral rules drain liquidity.  

 

 Collateral transformation may be a partial solution: Banks will offer collateral 
transformation services, but caution that ‘there isn’t enough balance sheet to go 

around’. How will this work in stressed markets?  

 

 Incremental credit risk: If institutions are forced into the repo or lending markets to source 
collateral, additional credit risk is incurred and over-collateralisation becomes a problem. 

 

 Emphasis on cash: CCPs generally require variation margin to be delivered in cash. 
Parallel initiatives such as the Standard CSA (SCSA) also favour cash.   

 

 Lending opportunities: There is a substantial opportunity in the securities lending markets 
for institutions that are naturally long CCP-eligible collateral. Tri-party or outsourced 

solutions exist to help manage the credit risk associated with lending activity. 
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Collateral optimisation 
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Static Data
Counterparty reference data
Asset reference data
Standard Settlement Instructions
Agreement terms e.g. MTA, thresholds

Static Data
Counterparty reference data
Asset reference data
Standard Settlement Instructions
Agreement terms e.g. MTA, thresholds

Dynamic Data
Counterparty credit ratings
Counterparty eligibility criteria
Counterparty haircuts
Concentration limits
Cash and security positions
Pending settlements
Asset price data
Exposures

Margin Call Required Values (RQV) 

Dynamic Data
Counterparty credit ratings
Counterparty eligibility criteria
Counterparty haircuts
Concentration limits
Cash and security positions
Pending settlements
Asset price data
Exposures

Margin Call Required Values (RQV) 

Optimisation

Business rule parameters
Asset class
Credit rating
Currency
Region/country
Index component
Concentrations
Liquidity
Rehypothecation rules

Optimisation

Business rule parameters
Asset class
Credit rating
Currency
Region/country
Index component
Concentrations
Liquidity
Rehypothecation rules

Collateral Moves
Collateral allocations
Collateral recalls
Trade and settlement instructions

Collateral Moves
Collateral allocations
Collateral recalls
Trade and settlement instructions

Reporting
Exposures

Collateral profile

Reporting
Exposures

Collateral profile

Collateral Optimisation

The objective of the collateral optimisation process is to systematically identify the most efficient allocation of assets to meet 
counterparty margin calls. To achieve this, static and dynamic data parameters are applied to business rules in the optimisation 
process to generate and implement a valid target collateral allocation. 
The design and implementation of an optimisation process therefore demands significant attention to the completeness and 
timeliness of data and to the efficient design of the optimisation algorithm.



Current readiness and ‘To Do’ actions 

 

InteDelta’s discussions with buy-side firms suggest that many are waiting for greater clarity of 
clearing rules before finally committing to an approach, but many are already selecting 
clearing brokers and piloting clearing activity. 

Key actions to achieve readiness are the following: 

 

 Review derivatives activities: Need to establish business impact of evolving central 
clearing regulatory rules, covering both investment and operational considerations. 

 Evaluate collateral requirements: Consider both central counterparty and bilateral 

collateral obligations, with particular attention to initial margin and collateral eligibility. 

 Establish clearing requirements: Based on proposed activity, develop selection criteria for 
clearing brokers across all relevant CCPs. 

 Update counterparty documentation: Complexity of documentation will depend to a 

degree on the scope of the clearing service, but beware risk of legal bottlenecks as 
institutions rush to implement clearing relationships. 

 Explore opportunities: Depending on risk appetite, there may be scope to offset costs of 
clearing through lending of CCP-eligible collateral. 
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InteDelta Collateral Management Contacts 

 

 

 

 

 

 

 

 

 

13 

Nicholas Newport 
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nicholas.newport@intedelta.com 

+44 20 7153 1291 
 
 
www.intedelta.com 
 

InteDelta 
1 Ropemaker Street 

London 
EC2Y 9HT 
 

 

Jonathan Philp 
Managing Consultant 
 
jonathan.philp@intedelta.com 

+44 20 7153 1360 
 

 

Daniel Ridett 
Business Development Manager 
 
daniel.ridett@intedelta.com 
+44 20 7153 1293 
 

 

InteDelta White Paper Central Clearing and Collateral Management and  

Market Intelligence Report Collateral Management Prepares for Dodd Frank 

available at: http://www.intedelta.com/content/publications 

 

Joint InteDelta / BNY Mellon White Paper Mitigating Collateral Damage available at: 

http://www.intedelta.com/content/publications or 

http://www.bnymellon.com/foresight 

 

http://www.intedelta.com/
http://www.intedelta.com/content/publications
http://www.intedelta.com/content/publications
http://www.bnymellon.com/foresight

