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1 Purpose, Objectives and Basis

1.1 Purpose and Objectives

EMIR article 42 requires a CCP to maintain a pre-funded default fund to cover losses that
exceed the losses to be covered by margin requirements laid down in Article 41, arising
from the default of one or more clearing members. EMIR article 43 further specifies that the
default fund and the CCP’s other pre-funded financial resources shall enable the CCP to
withstand the default of at least the two clearing members to which it has the largest
exposures under extreme but plausible market conditions.

According to ECC'’s risk strategy, ECC’s default fund is sized to cover the losses of the
default of the two largest clearing members under extreme but plausible market conditions
(“cover-2” requirement).

Furthermore, EMIR article 42 requires a CCP to establish criteria to calculate the
contributions of single clearing members and to define a minimum size of contributions to
the default fund. The contributions to the default fund shall be proportional to the (risk)
exposures of each clearing member.

The clearing member stress exposures are monitored daily. If the stress exposure of the
two largest clearing members exceeds the total default fund, supplementary margin
requirements are calculated and called.

The following documentation outlines ECC’s methodology to determine the total default fund
amount and the single clearing member default fund contribution, the supplementary margin
methodology as well as the monitoring and adjustment processes.
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2 Methodology

2.1 Determination of the Total Default Fund size
The Total Default Fund is sized using the following 3 components:

Statistic Component and Buffer

The sizing considers the average daily’ cover-2 stress test result? over a dedicated look-
back period L, increased by a buffer b.

The buffer is introduced to consider larger fluctuations of the stress test results between the
regular monthly recalibration dates of the default fund and to avoid ad hoc re-sizing or
frequent supplementary margin calls.

Cap

To avoid over-mutualization of stress risks which mainly results from built-up of stress risk
exposures of a single clearing member and which are not connected to an overall
systematic increase in stress risks, the overall size of the Default Fund is capped in relation
to the total initial margin requirement (IM)® on ECC level.

Any stress test result exceeding the total default fund cap will be charged as additional
supplementary margin from the clearing members which are responsible for the stress test
results (see 2.3).

Floor

The floor is established on clearing member level to ensure a minimum level of protection
(see 2.2.1).

Considering the 3 components above, the Default Fund is calculated as follows

DFactual — 1 . min
ECC - I

L L
(1+b)- Z Stresscover—2(ti) ; cap - Z IMECC(ti)]
i=1 i=1

The curzent values of the look-back period L, the buffer b and cap are published on the ECC
website®.

2.2 Clearing Member Default Fund Contribution

The single clearing members default fund contribution is calculated as maximum of two
components in line with the requirements of EMIR article 42. The minimum default fund
contribution shall ensure minimum levels of protection. The initial margin (IM) / stress loss

" Daily refers to ECC Business Days

2 Here, the cover-2 stress test results excluding available SSMB margins are used.

3 The initial margin used in chapter Fehler! Verweisquelle konnte nicht gefunden werden. and 2.2 are published in the parameter file
L,ECC Risk Parameters”“ under https://www.ecc.de/en/risk-management/margining.

4 See current parameter file “ECC Risk Parameters” under https://www.ecc.de/en/risk-management/margining
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over initial margin (SLOIM) based default fund contributions shall ensure that the total
default fund is allocated proportional to the exposures of each clearing member.

2.2.1 Minimum Default Fund Contribution

The Minimum Default Fund Contribution of a single clearing member is the maximum of an
absolute and a relative minimum component.

Absolute Minimum

There is an absolute minimum depending on the clearing license (general clearing license
or a direct clearing license). The minimum values can be found in the risk parameter file on
the website®

Relative Minimum

The absolute minimum does not discriminate for size or economic capability of clearing
members®. To ensure adequate and effective minimum default fund contributions also in
case of low stress contributions (e.g., for clearing member with several margin accounts
with opposite positions leading to an overall strongly hedged position on clearing member
level), to address the concentration and the size of exposures of ECC’s clearing member
and to ensure a balanced and stable default fund composition, the default fund contribution
shall be floored relative to the clearing member’s margin requirement.

The relative minimum floor - @, 1M, is calculated based on the average initial margin of a
clearing member @, IMcy = 1/X 21 Lmep (e is not nuy - 2=t IMcm (t;) over the look-back

period L.” The current value of the floor can be found in the risk parameter file on the
website®.

2.2.2 IM/ SLOIM based Default Fund Contribution

The IM / SLOIM based default fund contribution for a single clearing member is calculated
based on the average initial margin (IM) and stress loss over initial margin (SLOIM)® share
over the look-back period L and weighting factor x € [0%, 100%]:

@, IM, @, SLOIM
x —e—M L (1-x) —= M ]-D
Zem D1 IMcy Zem D1L.SLOIMcy

The calculation of the average initial margin

actual
F ECC

DFCHy* =

L
1
@ IMcy = o1 : 'ZIMCM(ti)
i=1

i=1 1[IMCM(ti) is not null

5 See current parameter file ,ECC Risk Parameters“ under https://www.ecc.de/en/risk-management/margining
8 Here, the margin requirement is used as proxy for the clearing member's size and economic capability

7 See next chapter for further explanations regarding the formula.

8 See current parameter file “ECC Risk Parameters* under https://www.ecc.de/en/risk-management/margining

% Here, the worst stress loss over initial margin on a business day t for a clearing member CM in any applied scenario s is used:

SLOIMYICS™MB () = max  SLOIMYS™® (1)

s€Scenarios SCM
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and the average stress loss over initial margin
L

1
0, SLOIMey = 55— -y SLOIMYISMB(t)
i=1 “[sLorm)e M

(t)) isnot null] =1
uses the actual observations per clearing member over the look-back period L.

If for a clearing member no values are available for several dates within the look-back
period (e.g., in case of a new clearing member admission)'?, the average of the clearing
member will be calculated based on the actual observations and no imputation will be
applied to replace missing values.

The current value of the weighting factor x can be found in the risk parameter file on the
website".

2.3 Supplementary Margin Requirement

2.3.1 EOD Supplementary Margin (SSMB)

EOD Supplementary Margin (SSMB) is called if the loss in case of the default of two
clearing member in a stress scenario exceeds a pre-defined share of the total default fund.
The required SSMB is allocated to the clearing member according to the stress loss
contribution in such a scenario as outlined below.

Let SLOIM;’YC/I‘flfSMB be the stress loss over initial margins without considering any already
available SSMB of clearing member CM; in scenario s.

For each scenario s and each combination i,j a scenario specific SSMB requirement is
calculated as follows

SSMBg ¢y cm, = max (SLOIM;YC/;fSMB + SLOIM;’%L?SMB — fop - DF; 0).

To ensure sufficient coverage of financial resources in times of increasing stress test
results, EOD supplementary margin will be already required in case the stress test result
exceeds a share fpr < 1 of the default fund. The current factor f, can be found in the risk
parameter file on the website'2.

The SSMB requirement in scenario s is allocated to each clearing member whose SLOIM in
the scenario exceeds 50% - f,r of the relevant share of the Default Fund.™

Based on the exceedance

1 xistrue

10 ].e., the indicator function 1y = {0 x is false becomes zero: 1[1MZVA/;55MB(Q) is not null] = 0 respectively 1[SL01MZVIG)SSMB(ti) isnot nu] = 0

" “ECC Risk Parameters” under https://www.ecc.de/en/risk-management/margining

2 |bid.

'8 The threshold of 50% - f,, default fund ensures compliance at all times with article 43 of EMIR since the following always holds:
Stresstestgee = sesr;r;%(rm[SLOIMCMl(s, t) + SLOIMcy, (s, 0] < mSaX[SLOIMC,.,,l(s, 0]+ msax[SLOIMCMZ(s, )] < for - DF

<50%:fpp-DF <50%fpr- DF
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Exceeds ¢y, = max(SLOIMYZ3 ™" — 50% - fo - DF; 0)

the SSMB requirement for clearing members i,j in scenario s is

gg)pPefauitof ij _ Exceed;cy,

s,CM

-SSMB¢ vy e, k=1,].
Exceedgcy, + Exceeds’CMj 5,CM;,CM Ji

The final SSMB requirement for a clearing member i is the maximum of these scenario
SSMB

SSMBcy, = max SSMB M oT

SEscenarios ,jECMs

2.3.2 Intraday Supplementary Margin (SSMA)

In case the stress test results

e in acover-1 or cover-23 scenario exceeds the default fund (EMIR Art. 42) or
e in a cover-2 scenario exceeds the sum of the default fund and ECC's first skin-in-the-
game SiTG (EMIR Art. 43)

supplementary margin is called intraday in line with EMIR RTS 153 Art. 56 (4).

Without loss of generality, let assume for a given scenario s that the actual stress loss over
initial margin figures inclusive already called SSMB are ordered as follows

SLOIMs cp, = SLOIM ey, = -+ = SLOIMg oy, = -+ = 0

The Intraday Supplementary Margin (SSMA) requirement in scenario s

e for clearing member i > 1 in a cover-1 scenario according to EMIR Art. 42 is given
as

SSMAS Ly, = max(SLOIM, ¢y, — DF;0)

e for clearing member i,j > 2 in a cover-23 scenario according to EMIR Art. 42 is given
as

SSMASZy, cu, = max (SLOIM; cyy, + SLOIM; ¢y, = DF;0)  i,j 22

e for clearing memberi,j > 1 in a cover-2 scenario according to EMIR Art. 43 is given
as

SSMASy, cyy, = max (SLOIMS,CML. + SLOIM, ¢y, — (DF + SITG);0) 1, > 1
Based on the exceedances
ExceedSSNA = max(SLOIM, ¢y, — 50% - DF; 0)
and
ExceedS$A” = max(SLOIM,cy, — 50% - (DF + SiTG); 0)

the SSMA requirement for clearing members i, j in scenario s is
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SssmMAX
Exceedgcy,

X X
Exceedgey, + Exceedighy,

X, Defaultofi,j _
SSMAS‘CMk =

-SSMAf'CMi'CMj k=1ij,X€{C23,C2}.

The final SSMA requirement for a clearing member i is the maximum of these scenario
SSMAs

SSMAcy, = max SSMASky, SSMASZS,DT Aol bl ggpalaperanieof b
CM; s,CM; 5,CM; 5,CM;

SEscenarios ,jECMs
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3 Monitoring and Recalibration

3.1 Re-calibration

3.1.1 Default Fund

The total default fund requirement and the default fund contributions of each clearing
member are updated on the first business day of each month.

Ad-hoc adjustments of the default fund are completed in the following cases:

- Admissions of new Clearing Members: In such case the absolute minimum default fund
contribution will be requested from the member as precondition for admission.

- Termination of Clearing Members: In such case the default fund contribution will be
returned according to the Clearing Conditions™.

- If the risk situation changes significantly and existing mitigating measures focusing on
selected clearing members, in particular charging supplementary margin for excess
stress losses, are not considered sufficient by ECC'’s risk assessment.

3.1.2 Parameter

The applied parameters to determine and allocate the default fund as well as supplementary
margins will be reviewed at least on an annual basis or ad-hoc, if required.

The annually proposed parameter setting shall be discussed with the EMIR Risk Committee
and be approved by the Management Board.

4 see ECC Clearing Conditions “3.7.5 Replenishment of the Default Fund Contributions” (https://www.ecc.de/en/about-ecc/rules)
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4 Appendix

4.1 Document History

Document History

Version | Date

1.0 15.06.2023
1.1 18.09.2024
1.2 01.09.2025
1.3 19.06.2026

** END OF DOCUMENT ***
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