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Chapter 1. General Provisions (Articles 1 – 8) 
 
Article 1. Purpose 
The purpose of these Rules on Default Settlement Regarding Clearing Participants in 
Relation to CDS Clearing Business (these "Default Settlement Rules") is to set forth the 
matters necessary for the Default Auction and the procedures for settlement of, and treatment 
of losses from, the Defaulting Clearing Participant's Cleared Contracts upon occurrence of a 
Default of a Clearing Participant under the CDS Clearing Business Rules ("Business Rules") 
established by Japan Securities Clearing Corporation ("JSCC"). 
 
Article 2. Definitions 
Unless otherwise set forth in these Default Settlement Rules, the terms used in these Default 
Settlement Rules shall have the same meaning as used in the Business Rules.  In addition, 
the following terms shall have the meanings defined below: 
 
(1) “Resources for Loss Recovery” means the Fixed Resources for Loss Recovery and the 

Liquid Resources for Loss Recovery to be used in accordance with the Rules to recover 
the losses which JSCC incurs upon the Default of any Clearing Participant; 

 
(2) “Fixed Resources for Loss Recovery” means the First Tier CDS Settlement Guarantee 

Reserve, the Second Tier CDS Settlement Guarantee Reserve and the CDS Clearing 
Fund deposited with JSCC by each Clearing Participant other than the Defaulting 
Clearing Participant, up to the Required CDS Clearing Fund for the relevant Clearing 
Participant as of the Default Determination Date related to the relevant Defaulting 
Clearing Participant; 

 
(3) “Liquid Resources for Loss Recovery” means the Third Tier Special Clearing Charge 

and the Fourth Tier Special Clearing Charge; 
 
(4) Deleted 
 
(5) "Primary Auction" means the Primary Auction as defined in Article 13.1; 

 

(6) "Secondary Auction" means the Secondary Auction as defined in Article 16.1; 
 
(7) "Additional Auction" means the Additional Auction as defined in Article 16-2.1; 
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(8) "Primary Auction Date" means the date of the Primary Auction to be determined by JSCC 
on a case-by-case basis based on the advice of the Default Management Committee; 

 

(9) "Secondary Auction Date" means the date of the Secondary Auction; 
 
(10) “Default Auction End Date” means the day on which the Default Auction for the total sum 

of the Notional Amounts of the Auction Transactions closed successfully; and 
 
(11) “Successful Bidder” means the Clearing Participant who won a bid on the Auction 

Transaction at the Default Auction. 
 
Article 3. First Tier CDS Settlement Guarantee Reserve 
1 JSCC will set aside JPY1.5bil. as the First Tier CDS Settlement Guarantee Reserve. 
 
2 In the case where the First Tier CDS Settlement Guarantee Reserve is used entirely or in 

part in accordance with the Rules, JSCC will set aside the same amount as the portion so 
used as First Tier CDS Settlement Guarantee Reserve at each occasion. The sum total of 
the reserve under the provisions of this Paragraph shall not be more than JPY1.5bil. 

 
Article 4. Second Tier CDS Settlement Guarantee Reserve 
1 JSCC will set aside JPY1.5bil. as the Second Tier CDS Settlement Guarantee Reserve. 
 
2 In the case where the Second Tier CDS Settlement Guarantee Reserve is used entirely or 

in part in accordance with the Rules, JSCC will set aside the same amount as the portion 
so used as Second Tier CDS Settlement Guarantee Reserve at each occasion. The sum 
total of the reserve under the provisions of this Paragraph shall not be more than JPY1.5bil. 

 
Article 5. Principle of Settling Default Separately 
Unless otherwise set forth in the Rules, where Defaults are determined with respect to 
multiple Clearing Participants, each of the following matters shall be performed and handled 
separately for each Defaulting Clearing Participant: 
- Calculation of the Early Termination Charge; 
-  Position Transfer set forth in Article 95.1 of the Business Rules;  
- Hedge Transactions; 
-  Default Auction; 
- Consultation held in accordance with Article 97 of the Business Rules and agreement 

reached in accordance with Article 97.2 of the Business Rules or Compulsory 
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Termination of all Cleared Contracts if an agreement is not reached;  
- Calculation and payment of the Special Clearing Charge payable by each Clearing 

Participant to JSCC;  
- Calculation and deposit of the Special Clearing Charge Collateral to be deposited by 

each Clearing Participant with JSCC;  
- Calculation and recovery of the Excess Default Loss (including the amounts used from 

the First Tier CDS Settlement Guarantee Reserve, the Second Tier CDS Settlement 
Guarantee Reserve, and/or the CDS Clearing Fund for the loss recovery);  

- Adjustments to JSCC's claims against the Defaulting Clearing Participant; 
- Other matters related to the determination of a Default; and 
- Application of the provisions of the Rules to the above. 
 
Article 6. Early Termination Charge Regarding Defaulting Clearing Participant's Cleared 
Contracts 
1 The Early Termination Charge that becomes due between JSCC and the Defaulting 

Clearing Participant upon the Compulsory Termination of the Defaulting Clearing 
Participant's Cleared Contracts in accordance with Article 92 of the Business Rules shall 
be the amount obtained in the following manner: 
 
(1)  Upon execution of all of the Auction Transactions put up for the Default Auction 

between JSCC and the Successful Bidder(s):  
If JSCC is to pay the net of the amounts set forth in a. through d. below, the Early 
Termination Charge payable by the Defaulting Clearing Participant to JSCC in 
respect of the Defaulting Clearing Participant's Cleared Contracts shall be the amount 
payable by JSCC. If JSCC is to receive such an amount, the Early Termination 
Charge payable by JSCC to the Defaulting Participant for the Defaulting Clearing 
Participant's Cleared Contracts shall be the amount receivable by JSCC. 

a. The Successful Bid Amount(s) settled between JSCC and the Clearing 
Participant(s) upon the execution of the Auction Transactions; 

b. The Fixed Amounts, Floating Payments and other cash (excluding Variation 
Margin and cash stated in c.) that should have been settled between JSCC and 
the Defaulting Clearing Participant had the Defaulting Clearing Participant's 
Cleared Contracts not been subject to the Compulsory Termination, and the Fixed 
Amounts, Floating Payments and other cash (excluding Variation Margin and cash 
stated in c.) settled between JSCC and the Clearing Participants in connection 
with the Hedge Transactions, during the period from the Default Determination 
Date to the Default Auction End Date; 

c. The acquisition price of the Deliverable Obligations JSCC delivered to the Clearing 
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Participant and the costs of acquisition thereof, the liquidation price of the 
Deliverable Obligations received from the Clearing Participant and costs of 
liquidation thereof, and the physical settlement price paid or received between 
JSCC and the Clearing Participant, when a Physical Settlement is performed 
between JSCC and the party to the JSCC Matched CDS Contract in accordance 
with the JSCC Matched CDS Contract deemed to have come into effect pursuant 
to Appendix 3 to the Handling Procedures of CDS Clearing Business Rules during 
the period from the Default Determination Date to the Default Auction End Date; 
and 

d. Initial Payment Amount settled between JSCC and the counterparty in association 
with the execution of the Hedge Transactions in accordance with the provisions of 
Article 94 of the Business Rules. 

 
(2) Where the Default Auction is held but all or some of the Auction Transactions are not 

executed because an agreement is reached or failed through the consultation held in 
accordance with Article 97.1 of the Business Rules: 
If JSCC is to pay the net of the amounts set forth in a. through d. below, that amount 
shall be the total amount of the Early Termination Charge payable by the Defaulting 
Clearing Participant to JSCC in respect of the Defaulting Clearing Participant's 
Cleared Contracts. If JSCC is to receive that net amount, the amount equal to the 
absolute value of that amount shall be the total amount of the Early Termination 
Charge payable by JSCC to the Defaulting Clearing Participant for the Defaulting 
Clearing Participant's Cleared Contracts: 
a. The Successful Bid Amount that would otherwise have been settled between 

JSCC and the Clearing Participant(s) who would have been the Successful 
Bidder(s) had the Auction Transactions been executed; 

b. The Fixed Amounts, Floating Payments and other cash (excluding Variation 
Margin and cash specified in c.) that should have been settled between JSCC and 
the Defaulting Clearing Participant had the Defaulting Clearing Participant's 
Cleared Contracts not been subject to the Compulsory Termination, and the Fixed 
Amounts, Floating Payments and other cash (excluding Variation Margin and cash 
specified in c.) settled between JSCC and the Clearing Participants in connection 
with the Hedge Transactions, during the period from the Default Determination 
Date to the Default Auction Date; 

c. The acquisition price of the Deliverable Obligations JSCC delivered to the Clearing 
Participant and the costs of acquisition thereof, the liquidation price of the 
Deliverable Obligations received from the Clearing Participant and costs of 
liquidation thereof, and the physical settlement price paid or received between 
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JSCC and the Clearing Participant, when a Physical Settlement is performed 
between JSCC and the party to the JSCC Matched CDS Contract in accordance 
with the JSCC Matched CDS Contract deemed to have come into effect pursuant 
to Appendix 3 to the Handling Procedures of CDS Clearing Business Rules during 
the period from the Default Determination Date to the Default Auction End Date; 
and 

d. Initial Payment Amount settled between JSCC and the counterparty in association 
with the execution of the Hedge Transactions in accordance with the provisions of 
Article 94 of the Business Rules. 

 
(3)  Where Default Auction is not held: 

If JSCC is to pay the net of the amounts set forth in a. through c. below, that amount 
shall be the total amount of the Early Termination Charge payable by the Defaulting 
Clearing Participant to JSCC in respect of the Defaulting Clearing Participant's 
Cleared Contracts. If JSCC is to receive that net amount, the amount equal to the 
absolute value of that amount shall be the total amount of the Early Termination 
Charge payable by JSCC to the Defaulting Clearing Participant for the Defaulting 
Clearing Participant's Cleared Contracts: 
a. The amount of Variation Margins, Fixed Amounts, Floating Payments and other 

cash (excluding cash specified in b.) which should have been settled between 
JSCC and the Defaulting Clearing Participant had the Defaulting Clearing 
Participant's Cleared Contracts not been subject to the Compulsory Termination, 
and the amount of Variation Margins, Fixed Amounts, Floating Payments and 
other cash (excluding cash specified in b.) settled between JSCC and the Clearing 
Participants in connection with the Hedge Transactions, during the period from the 
Default Determination Date to the date of execution (or the next JSCC Business 
Day immediately following the date falling under such date of execution) of the 
Hedge Transaction(s) made by JSCC for the purpose of reconstruction of the CDS 
Transactions constituting the Defaulting Clearing Participant’s Cleared Contracts 
(or the latest of two (2) or more such dates, if applicable) (hereinafter referred to 
as "Reconstruction Completion Date"); 

b. The acquisition price of the Deliverable Obligations JSCC delivered to the Clearing 
Participant and the costs of acquisition thereof, the liquidation price of the 
Deliverable Obligations received from the Clearing Participant and costs of 
liquidation thereof, and the physical settlement price paid or received between 
JSCC and the Clearing Participant, when a Physical Settlement is performed 
between JSCC and the party to the JSCC Matched CDS Contract in accordance 
with the JSCC Matched CDS Contract deemed to have come into effect pursuant 
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to Appendix 3 to the Handling Procedures of CDS Clearing Business Rules during 
the period from the Default Determination Date to the Reconstruction Completion 
Date; and 

c. Initial Payment Amount settled between JSCC and the counterparty in association 
with the execution of the Hedge Transactions under a. above. 

 
2 When calculating the amounts under Paragraphs 1.(1).c., 1.(2).c. and 1.(3).b. upon the 

determination of the Defaults in respect of two (2) or more Clearing Participants, if there is 
a mismatch between JSCC’s position and its Floating Rate Payer Calculation Amount in 
respect of the JSCC Matched CDS Contracts deemed to have come into effect pursuant 
to the provisions of Appendix 3 to the Handling Procedures of CDS Clearing Business 
Rules and the Defaulting Clearing Participants’ position and their Floating Rate Payer 
Calculation Amounts in respect of the Matched CDS Contracts or the JSCC Matched CDS 
Contracts (collectively referred to as "Matched CDS Contracts” in this Paragraph) deemed 
to have come into effect pursuant to the provisions of Appendix 3 to the Handling 
Procedures of CDS Clearing Business Rules had the Defaulting Clearing Participants’ 
Cleared Contracts not been terminated as of the time of the Physical Settlement, each of 
the amounts under Paragraphs 1.(1).c., 1.(2).c. and 1.(3).b. shall be adjusted by 
multiplying them by the Floating Rate Payer Calculation Amount for the Matched CDS 
Contracts and then dividing the product of the multiplication by the Floating Rate Payer 
Calculation Amount for the JSCC Matched CDS Transaction. 
For the purpose of this Paragraph the following provisions shall apply: 
A party’s “position” means whether the relevant party is the Buyer or the Seller in that 
contract; 
In the calculation of the Defaulting Clearing Participants’ Floating Rate Payer Calculation 
Amount, if JSCC executes Hedge Transactions in accordance with the provisions of Article 
94 of the Business Rules, the amount equivalent to the Notional Amount of the Hedge 
Transactions shall be added to such amount when the Defaulting Clearing Participants’ 
position is the same as JSCC’s position in the Hedge Transactions, and subtracted from 
such amount when they are different; and 
The Floating Rate Payer Calculation Amount in the Matched CDS Contract shall be the 
amount, expressed in negative value, of the absolute value of that Floating Rate Payer 
Calculation Amount when the Defaulting Clearing Participants’ position in the Matched 
CDS Contract and JSCC’s position in the JSCC Matched CDS Contract are different. 

 
Article 7. Hedge Transactions 
1 A counterparty to a Hedge Transaction which JSCC may execute in accordance with Article 

94 of the Business Rules shall be a Clearing Participant not in Default. 
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2 Each Hedge Transaction shall be an Eligible CDS Transaction. 
 
3 Upon execution of a Hedge Transaction, JSCC and the counterparty thereto shall settle 

the Initial Payment Amount agreed between the parties on the next JSCC Business Day 
following the date of execution of the Hedge Transaction. 

 
4 In addition to Paragraphs 1, 2 and 3 of this Article, JSCC will determine the counterparty 

to, and the terms and conditions of, each Hedge Transaction and other matters necessary 
for the Hedge Transactions on a case-by-case basis taking account of an advice of the 
Default Management Committee. 

 
5 Where a Hedge Transaction comes into effect between a Clearing Participant and JSCC, 

and such Hedge Transaction is executed for a Customer, the Hedge Transaction shall be 
regarded as a Customer's Cleared Contract executed through the Clearing Brokerage by 
the Clearing Participant as a Clearing Broker, and the legal relationship between the 
Clearing Participant and the Customer in respect of the Hedge Transaction shall be 
regarded as a Clearing Brokerage Contract on the Hedge Transaction that is regarded as 
a Customer's Cleared Contract in accordance with this Paragraph. 

 
Article 8. Position Transfer of Customer's Cleared Contracts 
1 The period to be specified in Subordinate Rules under Article 95.1 of the Business Rules 

shall be the period up to the date as close as operationally possible to the Default 
Determination Date taking into consideration the status of the CDS Transactions, loss 
which JSCC may incur and other factors, and JSCC shall decide the specific period based 
on the advice of the Default Management Committee on a case-by-case basis. 

 
2 Upon determination of the period pursuant to the provisions of Paragraph 1, JSCC shall 

immediately notify the Clearing Participants and make a public announcement to that effect. 
 
3 The terms and conditions to be prescribed in the Subordinate Rules set forth in Article 

95.1.(1) and (2) of the Business Rules shall be as follows: 
 
(1) Issue; and 
 
(2) Notional Amount. 

 
4 The Position Transfer Fee, any unsettled Fixed Amounts other than those which has 
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already become due between JSCC and the Defaulting Clearing Participant at the time of 
Default determination and Variation Margin as set forth in Article 95.4.(3) of the Business 
Rules shall be settled between JSCC, the Successor Clearing Broker and the Customer in 
a manner as prescribed below: 

 
(1) The Position Transfer Fee shall be the amount equal to net Variation Margin deposited 

with the Defaulting Clearing Participant by the Customer up until the Default 
Determination Date with respect to the transferred Customer's Cleared Contracts 
(referring to the transferred Customers Cleared Contracts specified in the main body 
of Article 95.4 of the Business Rules; the same applies in this Article), and if net 
Variation Margin is positive, then the Position Transfer Fee shall be paid by JSCC to 
the Successor Clearing Broker and by the Successor Clearing Broker to the Customer, 
and if negative, it shall be paid by the Customer to the Successor Clearing Broker and 
by the Successor Clearing Broker to JSCC. 
For the purpose of this Article and Article 22, “net Variation Margin” means an amount 
obtained by deducting the gross receipts from the gross payments of Variation Margin; 
 

(2) The unpaid Fixed Amount shall be the total of the Fixed Amounts that would have been 
paid and/or received during the period from the Default Determination Date (or the next 
JSCC Business Day following the Default Determination Date, if the Default 
Determination Date was the Fixed Rate Payer Payment Date and the settlement of the 
Fixed Amount has been completed on such date) to the Position Transfer Date had the 
transferred Customer's Cleared Contracts remain effective as of the Default 
Determination Date; 
 

(3) The amount of Variation Margin shall be the amount of Variation Margin that would 
have been paid and/or received during the period from the time of the termination of 
the transferred Customer’s Cleared Contracts on an assumption that the Customer's 
Cleared Contract deemed to have come into effect pursuant to the provisions of Article 
95.4.(2) of the Business Rules comes into effect as a new Cleared Contract as of the 
termination of the transferred Customer’s Cleared Contracts to the next JSCC 
Business Day following the Position Transfer Date; and 

 
(4) JSCC, the Successor Clearing Broker and the Customer shall settle the net amount of 

the Position Transfer Fee, unpaid Fixed Amount and Variation Margin under Items (1) 
through (3) on the next JSCC Business Day following the Position Transfer Date. In 
this settlement, when the Customer is a non-resident, the settlement between the 
Successor Clearing Broker and the Customer shall be performed on the second JSCC 
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Business Day following the Position Transfer Date. 
 
5 The Early Termination Charge arising from the transferred Customer's Cleared Contracts 

set forth in Article 95.4.(6) of the Business Rules shall be equal to the net Variation Margin 
deposited with the Defaulting Clearing Participant by JSCC on or prior to the Default 
Determination Date in respect of the transferred Customer's Cleared Contracts. The Early 
Termination Charge shall be paid by the Defaulting Clearing Participant to JSCC if net 
Variation Margin is positive and by JSCC to the Defaulting Clearing Participant if negative. 
In this case, Variation Margin to be settled between JSCC and the Defaulting Clearing 
Participant with regard to the transferred Customer's Cleared Contracts shall be applied to 
the satisfaction of the obligations with regard to the Early Termination Charge as a matter 
of course without the actual return of Variation Margin or the actual payment and/or receipt 
of the Early Termination Charge. 

 

Chapter 2 Default Auction (Article 9 - 19) 
 
Article 9. Default Auction Participation Requirement 
1 Clearing Participants other than the Defaulting Clearing Participant(s), and Clearing 

Participants that meet all of the conditions listed blow and that are Specified Successor 
Financial Institutions, shall be required to participate in the Default Auction; provided, 
however, that if a Clearing Participant notifies, in the manner prescribed by JSCC, that it is 
difficult to participate in the Default Auction in respect of any of the Issues due to an 
unavoidable cause that is not attributable to that Clearing Participant (a deficiency in its 
internal control structure should be considered a cause attributable to the Clearing 
Participant and does not satisfy this exemption criteria), that Clearing Participant shall be 
exempted from a participation in the Default Auction in respect of the relevant Issue: 

 

(1) It has requested the renunciation of its CDS Clearing Qualification pursuant to Article 

22.1 of the Business Rules; and 

 

(2) All the Cleared Contracts to which such Clearing Participant is a party have been 

canceled. 

 

2 The CDS Clearing Fund deposited with JSCC by the Clearing Participant, who meets the 

criteria set forth in Paragraph 1 and is exempted from participation in the Default Auction 

in respect of a particular Issue, shall be used as the CDS Clearing Fund set forth in Article 

104.2.(5).a. of the Business Rules, and such Clearing Participant shall pay the Third Tier 
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Special Clearing Charge as the Clearing Participant captured in Article 27.1.(1).d.(a) hereof 

in the order set forth in Article 21.1.(1).d. 
 
3 Each Clearing Participant participating in the Default Auction ("Default Auction Participant") 

shall make a bid at the Default Auction by offering an appropriate and reasonable bid price. 
 
Article 10. Basic Matters regarding Default Auction 
1 JSCC will hold the Default Auction taking account of an advice of the Default Management 

Committee and in the following procedures: 
 

(1) For each Issue, when JSCC’s position in the portfolio consisting of the CDS 
Transactions equivalent to the Defaulting Clearing Participant's Cleared Contracts  
and CDS Transactions forming corresponding position to the Hedge Transactions 
(meaning the CDS Transactions with the same terms and conditions as the Hedge 
Transactions except for whether JSCC is the Buyer or Seller) is net short, the Auction 
Transaction for such Issue shall be the CDS Transaction in which JSCC is the Seller 
and the net short amount is the Notional Amount, and when JSCC’s position in that 
portfolio is net long, the Auction Transaction for such Issue shall be the CDS 
Transaction in which JSCC is the Buyer and the net long amount is the Notional 
Amount.  For the purpose of this Item, following provisions shall apply: 
“Net short” means a case where the aggregate Notional Amount of the CDS 
Transactions in which JSCC is the Seller is more than the aggregate Notional Amount 
of the CDS Transactions in which JSCC is the Buyer; 
“Net short amount” means the amount obtained by subtracting the aggregate Notional 
Amount of the CDS Transactions in which JSCC is the Buyer from the aggregate 
Notional Amount of the CDS Transactions in which JSCC is the Seller; 
“Net long” means a case where the aggregate Notional Amount of the CDS 
Transactions in which JSCC is the Buyer is more than the aggregate Notional Amount 
of the CDS Transactions in which JSCC is the Seller; and 
“Net long amount” means the amount obtained by subtracting the aggregate Notional 
Amount of the CDS Transactions in which JSCC is the Seller from the aggregate 
Notional Amount of the CDS Transactions in which JSCC is the Buyer. Notwithstanding 
the above, JSCC may designate different Auction Transactions as necessary taking 
account of the conditions of CDS Transactions and other factors. 
When deciding the Auction Transactions under this Paragraph, the Defaulting Clearing 
Participants’ Cleared Contracts falling under any of the following shall be excluded: 
a. Defaulting Clearing Participant’s Cleared Contracts corresponding to Customer’s 
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Cleared Contracts Position Transferred to a Successor Clearing Broker before the 
Default Auction pursuant to the provisions of Article 95 of the Business Rules;   

b. Defaulting Clearing Participant’s Cleared Contracts that reference the Reference 
Entity an occurrence of whose Credit Event (that are Bankruptcy or Payment 
Default with respect to the Defaulting Clearing Participant’s Cleared Contract that 
are 2003 Version Cleared Contracts) has been determined before the Default 
Auction pursuant to the provisions of Article 81 of the Business Rules; or 

c. Defaulting Clearing Participant’s Cleared Contracts that are 2003 Version Cleared 
Contracts and reference the Reference Entity an occurrence of whose 
Restructuring Credit Event has been determined pursuant to the provisions of 
Article 81 of the Business Rules and for which JSCC or a Clearing Participant 
delivered the Credit Event Notice pursuant to the provisions of Article 83 of the 
Business Rules before the Default Auction; 

 
(2) When considered necessary taking account of the conditions of the CDS Transactions 

and other factors, JSCC may split an Auction Transaction into multiple positions each 
of which is subject to separate auction;  
 

(3) The bidding method of a Default Auction (if an Auction Transaction is split into multiple 
positions pursuant to the provisions of Item (2), the term “Default Auction” refers to 
each of auctions on each of the positions so split; the same applies in this Item) shall 
be either “single unit pay your price auction,” wherein the unit of bidding (hereinafter 
referred to as "Auction Unit") is the full Notional Amount of the Auction Transaction in 
that Default Auction, or “multi-unit uniform price auction,” wherein Auction Unit is an 
evenly split portion of the Notional Amount of the Auction Transaction in that Default 
Auction. If a Secondary Auction under Article 16.1 is held pursuant to the provisions of 
Article 16, the Notional Amount subject to the Secondary Auction under the single unit 
pay your price auction method shall be the Notional Amount of the Auction Transaction 
after subtracting the Notional Amount of which the bid was successful in the Primary 
Auction. Notwithstanding the above, JSCC may designate different Auction Unit or 
make necessary adjustment in respect of said splitting as necessary taking account of 
the conditions of CDS Transactions and other factors; 
 

(4) Notwithstanding the provisions of Item (1), where an occurrence of the Credit Event is 
determined in accordance with Article 81 of the Business Rules or the Succession 
Date and Successor is determined in accordance with Article 84 of the Business Rules 
in respect of the Reference Entity involved in the CDS Transaction forming offsetting 
position of the Defaulting Clearing Participant’s Cleared Contracts or in the Hedge 
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Transactions, the terms of the affected Auction Transaction shall be adjusted to reflect 
the determination; and 

 
(5) In auction bidding, a Default Auction Participant shall offer its bid price, by each Bid 

Unit set pursuant to the provisions of Item (3), in positive or negative value that would 
be the Successful Bid Amount to be settled between JSCC and the Successful Bidder 
upon execution of that Auction Transaction by the time set forth in Article 13.1 for the 
Primary Auction, the time set forth in Article 16.1 or 16.2 for the Secondary Auction and 
the time set forth in Article 16-2.1 for the Additional Auction. 

 
2 Where JSCC designates different Auction Transactions pursuant to the proviso to 

Paragraph 1.(1) of this Article, or Bid Unit is set pursuant to, or required adjustment is made 
in connection with the split under, the proviso to Paragraph 1.(3), the method of 
determining the successful bid price and the Successful Bidder, the method of bidding and 
other matters connected with the Default Auction shall be determined by JSCC on a case-
by-case basis taking account of an advice of the Default Management Committee, 
regardless of any other provisions of these Default Settlement Rules. 

 
3 Where JSCC decides on the method of determining the successful bid price and the 

Successful Bidder, the method of bidding and any other matters connected to the Default 
Auction in accordance with Paragraph 2 of this Article, JSCC will notify the Default Auction 
Participants to such effect and the details thereof before holding the Default Auction. 

 
Article 11. Minimum Notional Requirement 
Before each auction, JSCC will notify the Default Auction Participants of the minimum amount 
of the Notional Amount (“Minimum Notional Requirement”) to be bid in the relevant auction. 
 
Article 12. Bidding Amount 
1 A Default Auction Participant must make sure that the total Notional Amount related to one 

(1) or multiple Bid Unit(s) subject to each auction is at least equal to the Minimum Notional 
Requirement. 

 
2 When multi-unit uniform price auction applies, a Default Auction Participant may offer 

different price for each Bid Unit as its bid price. In this case, the Default Auction Participant 
shall make sure that the total Notional Amount with regard to one (1) or multiple Bid Unit(s) 
for which it offers the same bid price shall be no less than 25% of the Minimum Notional 
Requirement notified by JSCC in accordance with Article 11. 
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Article 13. Holding Primary Auction 
1 JSCC shall hold bidding on all Auction Transactions from 9:00 a.m. to 9:30 a.m. on the 

Primary Auction Date (“Primary Auction”); provided, however, that JSCC may change the 
time of the Primary Auction taking account of the advice of the Default Management 
Committee. 

 
2 The Minimum Notional Requirement applicable to a Default Auction Participant in bidding 

on an Auction Transaction in the Primary Auction (each referred to as “Primary Auction 
Bidding”) shall be determined by JSCC as 1.15 times of the total Notional Amount of the 
Auction Transaction in the Primary Auction Bidding prorated according to the Required 
CDS Clearing Fund for that Default Auction Participant as of the Default Determination 
Date. 

 
3 In addition to the provisions of Paragraphs 1 and 2, matters necessary in holding a Primary 

Auction Bidding, such as conditions thereof, shall be determined by JSCC on a case-by-
case basis taking account of the advice of the Default Management Committee. 

 
4 At a Primary Auction Bidding, the Successful Bidders are defined on a cumulative basis 

from lowest to highest bid price, up to the total Notional Amount of the Auction Transaction, 
and the successful bid price shall be the highest accepted bid price. 

 
5 If the sum of the Notional Amounts related to the bids of the Successful Bidders defined in 

Paragraph 4 is more than the aggregate Notional Amount of the Auction Transaction, 
among the Default Auction Participants offered the bid price equal to the successful bid 
price, the Successful Bidder(s) shall be decided by a lot, allocation in proportion to the 
number of bids offered or any other method determined by JSCC in advance taking account 
of the advice of the Default Management Committee. 

 
6 Before the Primary Auction, JSCC shall notify the Default Auction Participants of the 

matters necessary for each Primary Auction Bidding. 
 
Article 14. Primary Auction Procedures 
1 When an estimated Successful Bid Amount in executing a part of the Auction Transaction 

in certain percentage, as prescribed by JSCC on a case-by-case basis, of the total Notional 
Amount in the Primary Auction Bidding and holding either Secondary Auction or Additional 
Auction for the remaining Notional Amount is assumed to be less than an estimated 
Successful Bid Amount in executing the Auction Transaction in its entire Notional Amount 
in the Primary Auction Bidding, notwithstanding the provisions of Article 13.4, JSCC may 
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adopt the highest bid price up to that percentage of the Notional Amount as the successful 
bid price taking account of the advice of the Default Management Committee. 

 
2 The percentage to be determined under Paragraph 1 shall be no less than 80%. 
 
3 The provisions of Article 13.5 shall apply mutatis mutandis in the case of Paragraph 1. In 

this case, the phrase “the aggregate Notional Amount of the Auction Transaction” in Article 
13.5 shall be deemed to have been replaced with “a certain percentage, as prescribed by 
JSCC on a case-by-case basis, of the aggregate Notional Amount of the Auction 
Transaction.” 

 
Article 15. Execution of Auction Transaction related to Primary Auction 
1 Immediately following the close of a Primary Auction Bidding, JSCC shall determine the 

successful bid price and the Successful Bidder(s) related to the relevant Primary Auction 
Bidding. 

 
2 Where JSCC fixes the successful bid price and the Successful Bidder(s) of a Primary 

Auction Bidding pursuant to Paragraph 1 of this Article, the Auction Transaction put up for 
the Primary Auction Bidding shall come into effect, either entirely or in part, between JSCC 
and the Successful Bidder(s) at such time. 

 
3 When the successful bid price and the Successful Bidder(s) of a Primary Auction Bidding 

are fixed pursuant to Paragraph 1 of this Article, JSCC will immediately notify each Clearing 
Participant other than the Defaulting Clearing Participant the successful bid price and 
whether such Clearing Participant is the Successful Bidder or not ("Bid Result").  

 

4 Notwithstanding the provisions of Paragraphs 1, 2 and 3 of this Article, if, as a result of 

determining the successful bid price and the Successful Bidder(s) in a Primary Auction 

Bidding, the sum of the Third Tier Special Clearing Charge and the Fourth Tier Special 

Clearing Charge to be contributed by a Clearing Participant other than the Defaulting 

Clearing Participant exceeds the sum of Initial Margin arising from Proprietary Cleared 

Contracts, Default Contingent Margin, Third Tier Special Clearing Charge Collateral and 

Fourth Tier Special Clearing Charge Collateral actually deposited with JSCC by such 

Clearing Participant, JSCC will fix the successful bid price and the Successful Bidder(s) of 

the Default Auction in a manner as set forth below or hold another Primary Auction Bidding: 

 

(1) JSCC shall notify Clearing Participants other than Defaulting Clearing Participant of 
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the tentative Bid Result immediately after the close of the Primary Auction Bidding; 

 

(2) By 10:30 a.m. on the Primary Auction Date, JSCC shall advise the amount of the Third 

Tier Special Clearing Charge and the Fourth Tier Special Clearing Charge contribution 

by a Clearing Participant other than the Defaulting Clearing Participant that would be 

contributed had the successful bid price and the Successful Bidder(s) of the Primary 

Auction Bidding been fixed and the amount of the Third Tier Special Clearing Charge 

Collateral and the Fourth Tier Special Clearing Charge Collateral that need to be 

posted with JSCC pursuant to the provisions of Article 29.(2) and Article 30.(2); 

 

(3) If all Clearing Participants other than the Defaulting Clearing Participant posted with 

JSCC the Third Tier Special Clearing Charge Collateral and the Fourth Tier Special 

Clearing Charge Collateral to be posted with JSCC in full by 0:30 p.m. on the Primary 

Auction Date, JSCC shall immediately fix the successful bid price and the Successful 

Bidder(s) of the Primary Auction Bidding.  The provisions of Paragraphs 2 and 3 of 

this Article shall apply mutatis mutandis where JSCC fixes the successful bid price and 

the Successful Bidder(s) of the Primary Auction Bidding pursuant to this Item; and 

 

(4) Failing to post the Third Tier Special Clearing Charge Collateral and the Fourth Tier 

Special Clearing Charge Collateral in full as per Item (3) above, the Primary Auction 

Bidding fails and another Primary Auction Bidding shall be held on the next JSCC 

Business Day following the Primary Auction Date pursuant to the provisions of Articles 

9 through 15. 
 
Article 16. Holding Secondary Auction 
1 Where the successful bid price is determined for a Primary Auction Bidding pursuant to 

Article 14.1 and JSCC determines, taking account of the advice of the Default Management 
Committee, that it will hold another auction (hereinafter collectively referred to as 
"Secondary Auction") in respect of the portion of the total Notional Amount of the Auction 
Transaction remaining after deduction of the Notional Amount of the Auction Transaction 
successfully came into effect at the relevant Primary Auction Bidding, JSCC shall hold the 
Secondary Auction from 10:30 a.m. to 11:00 a.m. on the Primary Auction Date; provided, 
however, that JSCC may change the time of the Secondary Auction taking account of the 
advice of the Default Management Committee. 
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2 Notwithstanding the provisions of Paragraph 1, if the successful bid price and the 

Successful Bidder(s) related to the Primary Auction are fixed pursuant to the provisions of 

Article 15.4, the Secondary Auction shall be held from 9:00 a.m. to 9:30 a.m. on the next 

JSCC Business Day following the Primary Auction Date; provided, however, that JSCC 

may change the time of the Secondary Auction taking account of the advice of the Default 

Management Committee. 
 
3 Before the Secondary Auction, JSCC will notify the Default Auction Participants of the bid 

data at the Primary Auction Bidding ("Related Primary Auction Bidding") that relates to a 
bidding on the Auction Transaction in the Secondary Auction ("Secondary Auction Bidding”). 

 
4 The Minimum Notional Requirement for a Default Auction Participant at a Secondary 

Auction Bidding shall be determined by JSCC in the following manner: 
a. Obtain the amount equal to 1.15 times of the aggregate Notional Amount of the Auction 

Transaction in the Secondary Auction Bidding; 
b. Prorate said amount according to the Required CDS Clearing Fund for the Default 

Auction Participant as of the Default Determination Date; and 
c. Subtract Excess Successful Bid Notional (defined below) in the Related Primary Auction 

Bidding from that prorated amount or add Successful Bid Notional Shortfall (defined 
below) to that prorated amount, as applicable, to obtain the Minimum Notional 
Requirement. 

For the purpose of the above, “Excess Successful Bid Notional” means the amount 
obtained by subtracting the Minimum Notional Requirement in Related Primary Auction 
Bidding from the Successful Bid Notional in Related Primary Auction Bidding, only if such 
amount is positive, and “Successful Bid Notional Shortfall” means the amount obtained by 
subtracting the Successful Bid Notional in Related Primary Auction Bidding from the 
Minimum Notional Requirement for the Related Primary Auction Bidding, only if such 
amount is positive.  

 
5 "Successful Bid Notional in Related Primary Auction Bidding" referred to in Paragraph 4 

means the total Notional Amount of the Auction Transactions executed with the respective 
Default Auction Participant as a result of the Related Primary Auction Bidding in accordance 
with Article 100 of the Business Rules and Article 15 of these Default Settlement Rules and 
"Minimum Notional Requirement in Related Primary Auction Bidding" referred to in 
Paragraph 4 means the Minimum Notional Requirement for the Default Auction Participant 
at the Related Primary Auction Bidding. 
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6 The provisions of Articles 13.2 through 13.6 shall apply mutatis mutandis to each 
Secondary Auction Bidding. 

 

Article 16-2. Holding Additional Auction 

1 Where the successful bid price is determined for a Primary Auction Bidding pursuant to 

Article 14.1 and JSCC determines, taking account of the advice of the Default Management 

Committee, that it will hold additional auction (hereinafter collectively referred to as 

"Additional Auction") in respect of the amount obtained by deducting the Notional Amount 

of the Auction Transaction to successfully come into effect at the relevant Primary Auction 

Bidding from the aggregate Notional Amount of the Auction Transaction put up for the 

Primary Auction Bidding, JSCC shall hold the Additional Auction from 10:30 a.m. to 11:00 

a.m. on the Primary Auction Date; provided, however, that JSCC may change the time of 

the Additional Auction taking account of the advice of the Default Management Committee. 

 

2 Before the Additional Auction, JSCC will notify the Default Auction Participants of the bid 

data at the Primary Auction Bidding that relates to a bidding on the Auction Transaction in 

the Additional Auction ("Additional Auction Bidding”). 

 

3 In each Additional Auction Bidding, the amounts and prices of the bids other than those to 

be won in the Primary Auction Bidding related to the Additional Auction Bidding shall be 

carried over; provided that a Clearing Participant may change its bid only to a lower price. 

 

4 Default Auction Participants may submit an additional bid in the Additional Auction. 

 

5 In an Additional Auction, no Minimum Notional Requirement is set for any of the Default 

Auction Participants. 
 
6 The provisions of Article 13.3 through 13.6 shall apply mutatis mutandis to an Additional 

Auction. 
 
Article 17. Execution of Auction Transaction related to Secondary Auction 
1 Where a Secondary Auction is held, immediately following the close of a Secondary Auction 

Bidding, JSCC shall determine the successful bid price and the Successful Bidder(s) 
related to the relevant Secondary Auction Bidding. 

 
2 Where JSCC fixes the successful bid price and the Successful Bidder(s) of a Secondary 



CDS 8 “Rules on Default Settlement Regarding Clearing Participants” 
 

 19 

Auction Bidding pursuant to Paragraph 1 of this Article, the Auction Transaction in the entire 
amount put up for the Secondary Auction Bidding shall come into effect between JSCC and 
the Successful Bidder(s) at such time. 

 
3 When the successful bid price and the Successful Bidder(s) of a Secondary Auction Bidding 

are fixed pursuant to Paragraph 2 of this Article, JSCC will immediately notify each Clearing 
Participant other than the Defaulting Clearing Participant of the Bid Results. 

 

4 Notwithstanding the provisions of Paragraphs 1, 2 and 3 of this Article, if, as a result of 

determining the successful bid price and the Successful Bidder(s) in a Secondary Auction 

Bidding, the sum of the Third Tier Special Clearing Charge and the Fourth Tier Special 

Clearing Charge to be contributed by a Clearing Participant other than the Defaulting 

Clearing Participant exceeds the sum of Initial Margin arising from Proprietary Cleared 

Contracts, Default Contingent Margin, Third Tier Special Clearing Charge Collateral and 

Fourth Tier Special Clearing Charge Collateral actually deposited with JSCC by such 

Clearing Participant, JSCC will fix the successful bid price and the Successful Bidder(s) of 

the Secondary Auction Bidding in a manner as set forth below or hold another Secondary 

Auction Bidding: 

 

(1) JSCC shall notify Clearing Participants other than Defaulting Clearing Participant of 

the tentative Bid Result immediately after the close of the Secondary Auction Bidding; 

 

(2) By 0:00 p.m. on the Secondary Auction Date (or, if Article 16.2 applies, by 10:30 a.m. 

on the Secondary Auction Date), JSCC shall advise the amount of the Third Tier 

Special Clearing Charge and the Fourth Tier Special Clearing Charge contribution by 

a Clearing Participant other than the Defaulting Clearing Participant that would be 

contributed had the successful bid price and the Successful Bidder(s) of the Secondary 

Auction Bidding been fixed and the amount of the Third Tier Special Clearing Charge 

Collateral and the Fourth Tier Special Clearing Charge Collateral that need to be 

posted with JSCC pursuant to the provisions of Article 29.(2) and Article 30.(2); 

 

(3) If all Clearing Participants other than the Defaulting Clearing Participant posted with 

JSCC the Third Tier Special Clearing Charge Collateral and the Fourth Tier Special 

Clearing Charge Collateral to be posted with JSCC in full by 2:00 p.m. on the Primary 

Auction Date (or, if Article 16.2 applies, by 0:30 p.m. on the Secondary Auction Date), 
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JSCC shall immediately fix the successful bid price and the Successful Bidder(s) of the 

Secondary Auction Bidding. The provisions of Paragraphs 2 and 3 of this Article shall 

apply mutatis mutandis where JSCC fixes the successful bid price and the Successful 

Bidder(s) of the Secondary Auction Bidding pursuant to this Item; and 

 

(4) Failing to post the Third Tier Special Clearing Charge Collateral and the Fourth Tier 

Special Clearing Charge Collateral in full as per Item (3) above, the Secondary Auction 

Bidding fails and another Secondary Auction Bidding shall be held on the next JSCC 

Business Day following the Secondary Auction Date pursuant to the provisions of 

Articles 9 through 17. 
 

Article 17-2. Execution of Auction Transaction related to Additional Auction 

1 Notwithstanding the provisions of Article 15, the provisions of this Article shall apply to fixing 

of the successful bid price and Successful Bidder and coming into effect of the Auction 

Transaction and other matters related to Primary Auction Bidding related to the Additional 

Auction Bidding, if any (“Primary Auction Bidding related to Additional Auction”) 

 

2 Where an Additional Auction is held, immediately following the close of a Primary Auction 

Bidding, JSCC shall determine the successful bid price and the Successful Bidder(s) 

related to the Primary Auction Bidding related to Additional Auction and the Additional 

Auction Bidding, respectively. 

 

3 Where JSCC fixes the successful bid price and the Successful Bidder(s) of a Primary 

Auction Bidding related to Additional Auction and an Additional Auction Bidding pursuant 

to Paragraph 1 of this Article, the entire amount of the Auction Transaction put up for the 

Primary Auction Bidding related to Additional Auction and the Additional Auction Bidding 

shall come into effect between JSCC and the Successful Bidder(s) at such time. 

 

4 When the successful bid price and the Successful Bidder(s) of a Primary Auction Bidding 

related to Additional Auction and an Additional Auction Bidding are fixed pursuant to 

Paragraph 1 of this Article, JSCC will immediately notify each Clearing Participant other 

than the Defaulting Clearing Participant of the Bid Result. 

 

5 Notwithstanding the provisions of Paragraphs 1, 2 and 3 of this Article, if, as a result of 

determining the successful bid price and the Successful Bidder(s) in a Primary Auction 
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Bidding related to Additional Auction and an Additional Auction Bidding, the sum of the 

Third Tier Special Clearing Charge and the Fourth Tier Special Clearing Charge to be 

contributed by a Clearing Participant other than the Defaulting Clearing Participant 

exceeds the sum of Initial Margin arising from Proprietary Cleared Contracts, Default 

Contingent Margin, Third Tier Special Clearing Charge Collateral and Fourth Tier Special 

Clearing Charge Collateral actually deposited with JSCC by such Clearing Participant, 

JSCC will fix the successful bid price and the Successful Bidder(s) of the Default Auction 

in a manner as set forth below or hold another Primary Auction Bidding related to Additional 

Auction: 

 

(1) JSCC shall notify Clearing Participants other than Defaulting Clearing Participant of 

the tentative Bid Result of the Primary Auction Bidding related to Additional Auction 

and the Additional Auction Bidding immediately after the close of the Primary Auction 

Bidding related to Additional Auction and the Additional Auction Bidding; 

 

(2) By 0:00 p.m. on the Primary Auction Date, JSCC shall advise the amount of the Third 

Tier Special Clearing Charge and the Fourth Tier Special Clearing Charge contribution 

by a Clearing Participant other than the Defaulting Clearing Participant that would be 

contributed had the successful bid price and the Successful Bidder(s) of the Primary 

Auction Bidding related to Additional Auction and the Additional Auction Bidding been 

fixed and the amount of the Third Tier Special Clearing Charge Collateral and the 

Fourth Tier Special Clearing Charge Collateral that need to be posted with JSCC 

pursuant to the provisions of Article 29.(2) and Article 30.(2); 

 

(3) If all Clearing Participants other than the Defaulting Clearing Participant posted with 

JSCC the Third Tier Special Clearing Charge Collateral and the Fourth Tier Special 

Clearing Charge Collateral to be posted with JSCC in full by 2:00 p.m. on the Primary 

Auction Date, JSCC shall immediately fix the successful bid price and the Successful 

Bidder(s) of the Primary Auction Bidding related to Additional Auction and the 

Additional Auction Bidding. The provisions of Paragraphs 2 and 3 of this Article shall 

apply mutatis mutandis where JSCC fixes the successful bid price and the Successful 

Bidder (s) of the Primary Auction Bidding related to Additional Auction and the 

Additional Auction Bidding pursuant to this Item; and 

 

(4) Failing to post the Third Tier Special Clearing Charge Collateral and the Fourth Tier 
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Special Clearing Charge Collateral in full as per Item (3) above, the Primary Auction 

Bidding related to Additional Auction and the Additional Auction Bidding fails and 

another Primary Auction Bidding related to Additional Auction shall be held on the next 

JSCC Business Day following the Primary Auction Date pursuant to the provisions of 

Articles 9 through 17-2. 
 
Article 18. Participation of Clearing Broker in Default Auction 
1 A Clearing Broker may participate in a Default Auction on behalf of a Customer. In this case, 

the Clearing Broker shall clearly separate its own bid and Customer's bid.  
 
2 If, in the case of Paragraph 1 of this Article, the Clearing Broker wins the bid for all or a part 

of the Auction Transaction, the Auction Transaction shall be executed between JSCC and 
the Clearing Broker on behalf of the Customer. 

 
3 In the case of Paragraph 2 of this Article, the Auction Transaction executed between JSCC 

and the Clearing Broker shall be regarded as Customer's Cleared Contract executed by 
the Clearing Broker on behalf of the Customer referred to in Paragraph 2 under Clearing 
Brokerage and the legal relationship between the Clearing Broker and the Customer under 
the Auction Transaction shall be regarded as Clearing Brokerage Contract that matches 
with the Auction Transaction that is regarded as Customer's Cleared Contract under this 
Paragraph. 

 
Article 19. Settlement of Successful Bid Amount upon Execution of Auction Transaction 
1 The cash to be prescribed in the Subordinate Rules under Article 100.2 of the Business 

Rules shall be the Successful Bid Amount. 
 
2 JSCC and the Clearing Participant shall settle the Successful Bid Amount and Variation 

Margin set forth in Article 100.2 of the Business Rules arising from the Auction Transaction 
executed between them pursuant to Article 100 of the Business Rules and Articles 15, 17 
and 17-2 of these Default Settlement Rules as follows: 
 
(1) The Successful Bid Amount shall equal to the successful bid price of the relevant 

Auction Transaction. If the successful bid price is negative, the Successful Bidder shall 
pay to JSCC the absolute value of the successful bid price as the Successful Bid 
Amount; 

 
(2) Variation Margin to be settled at this time shall be Variation Margin to be paid and/or 
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received on the next JSCC Business Day following the Primary Auction Date in respect 
of those related to the Primary Auction or Additional Auction, or the Secondary Auction 
Date in respect of those related to the Secondary Auction, if the Auction Transaction 
were executed as new Cleared Contract on such day; and 

 
(3) JSCC and the Clearing Participant shall settle the Successful Bid Amount and Variation 

Margin referred to in Items (1) and (2) above on a net basis on the next JSCC Business 
Day following the Primary Auction Date in respect of those related to the Primary 
Auction or Additional Auction, or the Secondary Auction Date in respect of those related 
to the Secondary Auction. 

 
3 The procedures that would need to be followed when an Auction Transaction comes into 

effect under Article 100.4 of the Business Rules shall be the registration of required items 
on Trade Information Warehouse offered by The Warehouse Trust Company LLC and other 
procedures prescribed by JSCC on a case-by-case basis. 

 

Chapter 3 Consultation (Articles 20 – 28) 
 
Article 20. Consultation Method 
1 Before determining the successful bid price and the Successful Bidder(s) at the Default 

Auction, JSCC will estimate the Excess Default Loss which JSCC may incur upon the 
execution of the Auction Transaction for which the Default Auction is held. If the estimate 
is found to exceed the Resources for Loss Recovery, JSCC and all Clearing Participants 
other than the Defaulting Clearing Participant (referred to as “Clearing Participants Not In 
Default” in this Article and Article 21) will immediately have a consultation in accordance 
with Article 97 of the Business Rules. 

 
2 Each Clearing Participant shall have its Representative of Committee Member at the CDS 

Management Committee or the Clearing Participant representative, if the Clearing 
Participant is not a member of CDS Management Committee, or other person representing 
or acting as its agent participate in the consultation to be held pursuant to Paragraph 1 of 
this Article and, if applicable, reach an agreement with JSCC in accordance with Article 97 
of the Business Rules. 

 
3 Date, time and a method of consultation and other necessary matters pertaining to the 

consultation required under Article 97 of the Business Rules shall be determined by JSCC 
on a case-by-case basis. 

 



CDS 8 “Rules on Default Settlement Regarding Clearing Participants” 
 

 24 

4 JSCC will notify all Clearing Participants in advance of the matters pertaining to the 
consultation determined in accordance with Paragraph 3 of this Article. 

 
5 When a consultation is held as set forth in Article 97 of the Business Rules, JSCC will not 

fix the successful bid price and the Successful Bidder(s) of the Default Auction, 
notwithstanding Articles 15.1, 17.1 and 17-2.2. 

 
Article 21. Consultation Period 
The period to be prescribed in the Subordinate Rules under Article 98.1 of the Business Rules 
shall be from the relevant Primary Auction Date, or Secondary Auction Date if a Secondary 
Auction is held, to the next JSCC Business Day. However, such period may be extended with 
unanimous consent of JSCC and all Clearing Participants Not In Default. 
 
Article 22. Compulsory Termination of All Cleared Contracts 
1 If all Cleared Contracts terminate in accordance with Article 98.1 of the Business Rules, 

JSCC and a Clearing Participant shall settle the Early Termination Charge based on the 
Settlement Price as of the date of the termination. The amount of the Early Termination 
Charge to be settled shall equal to net Variation Margin to be deposited by JSCC with the 
Clearing Participant in respect of the Cleared Contracts on or prior to the next JSCC 
Business Day following the termination date. The Early Termination Charge shall be paid 
by JSCC to the Clearing Participant if net Variation Margin is positive and by the Clearing 
Participant to JSCC if negative. Variation Margin held by either JSCC or the Clearing 
Participant in respect of each Cleared Contract shall be applied to the satisfaction of the 
obligations related to the Early Termination Charge. 

 
2 In respect of each of the terminated Cleared Contracts as mentioned above, the Early 

Termination Charge will be settled or Variation Margin deposited for the Cleared Contract 
will be returned, depending upon the cases, as follows: 
 
(1) If the Early Termination Charge still needs to be paid after the application of Variation 

Margin pursuant to Paragraph 1of this Article, the outstanding Early Termination 
Charge shall immediately be paid to the other party; and 

 
(2) If there is residual Variation Margin after the application pursuant to Paragraph 1, 

Variation Margin shall be immediately returned to the other party. 
 
3 In addition to Paragraphs 1 and 2, matters pertaining to the termination of the Cleared 

Contracts under Article 98 of the Business Rules and the settlement of claims and 
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obligations arising therefrom shall be determined by JSCC on a case-by-case basis. 
 

Chapter 4 Sharing of Losses by Other Clearing Participants (Articles 23 – 
28) 

 
Article 23. Initial Loss-Determination Date 
The Initial Loss-Determination Date set forth in Article 103.1 of the Business Rules shall be, 
depending upon the case, the day as set forth below: 
 
(1) If the entire Auction Transaction is to be executed between JSCC and the Successful 

Bidder(s) through a Primary Auction Bidding in accordance with Article 15: 
 Primary Auction Date; 

 
(2) If the entire Auction Transaction is to be executed between JSCC and the Successful 

Bidder(s) through a Secondary Auction Bidding in accordance with Article 17: 
 Secondary Auction Date; 

 

(3) If the entire Auction Transaction is to be executed between JSCC and the Successful 

Bidder(s) through a Primary Auction Bidding and an Additional Auction Bidding in 

accordance with Article 17-2: 

 Primary Auction Date; 
 
(4) If the agreement under Article 97.2 of the Business Rules is reached: 

 The date of such agreement, or the date designated in such agreement; 
 
(5) If all Cleared Contracts terminate pursuant to the provisions of Article 98.1 of the 

Business Rules: 
 The next JSCC Business Day following the date of such termination; or 

 
(6)  If no Default Auction is held: 
   The day JSCC designates on a case-by-case basis. 
 
Article 24. Items to be Excluded from Excess Default Loss and Other Matters pertaining to 
Sharing of Losses 
1 The items to be excluded by the Subordinate Rules under Article 104.1 of the Business 

Rules shall be the loss incurred by JSCC upon the termination of all the Cleared Contracts 
pursuant to Article 98.1 of the Business Rules which is equivalent to the amount set forth 
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in Article 6.1.(2).a. 
 
2 Other losses to be prescribed in the Subordinate Rules under Article 104.1 of the Business 

Rules shall be the loss incurred by JSCC upon the termination of all Cleared Contracts 
pursuant to Article 98.1 of the Business Rules.  That amount is equivalent to the absolute 
value of the net JSCC payable (referring to the amount obtained by subtracting JSCC’s 
aggregate receiving amount from JSCC’s aggregate payment amount) related to the 
following, when such net JSCC payable is positive:  
 
(1) The amount obtained by subtracting JSCC’s aggregate payment amount from JSCC’s 

aggregate receiving amount related to Variation Margin, the Fixed Amount, the Floating 
Payment and other cash (excluding cash specified in Item (2) below) to be settled 
between JSCC and the Defaulting Clearing Participant in respect of the Defaulting 
Clearing Participant's Cleared Contracts, and Variation Margin, the Fixed Amount, the 
Floating Payment and other cash (excluding cash specified in Item (2) below) to be 
settled between JSCC and the Clearing Participants in relation to the Hedge 
Transactions, during the period from the next day of the Primary Auction Date to the 
Initial Loss-Determination Date; and 

 
(2) The acquisition price and the acquisition costs for the Deliverable Obligations 

Delivered by JSCC to the relevant Clearing Participant, the amount of the disposal 
price and the disposal costs for the Deliverable Obligations Delivered by the relevant 
Clearing Participant to JSCC and the Physical Settlement Amount settled between 
JSCC and the Clearing Participant, upon the Physical Settlement conducted between 
JSCC and the Clearing Participant who is a party to the JSCC Matched CDS Contracts 
during the period from the next day of the Primary Auction Date to the Initial Loss-
Determination Date in respect of the JSCC Matched CDS Contracts deemed to have 
come into effect in accordance with the provisions of Appendix 3 to the Handling 
Procedures of CDS Clearing Business Rules. 

 
3 The provisions of Article 6.2 shall apply mutatis mutandis when calculating the amounts of 

the items listed in Paragraph 2.(2). 

 

4 The prices to be prescribed in the Subordinate Rules as significant deviation from prevailing 

market price under Article 104.2.(5).b. of the Business Rules shall be any price the Default 

Management Committee considers to be significant deviation from the prevailing market 

price taking into account the composition of the Auction Transaction(s), market conditions 
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of CDS Transactions and other factors, which exceeds the amount determined as the 

successful bid price plus a deviation range determined by JSCC on a case-by-case basis 

taking account of the advice of the Default Management Committee. 

 

5 Before a Primary Auction Bidding, JSCC shall notify the Default Auction Participants of the 

deviation range determined by JSCC pursuant to Paragraph 4. 

 

6 The manner to be prescribed by JSCC under Article 104.2.(5).c. of the Business Rules 

shall be as follows: 

 

(1) In respect of each Clearing Participant set forth in Article 104.2.(5).c., prorate the 

Allocated Second Tier Clearing Participant Cap according to each bid offered by the 

Clearing Participant in each Primary Auction Bidding by dividing the total Notional 

Amount for that bid by the Minimum Notional Requirement for that Clearing Participant 

in the Primary Auction Bidding and multiplying that amount by the Allocated Second 

Tier Clearing Participant Cap for that Clearing Participant to decide the Allocated 

Second Tier Clearing Participant Cap applicable to each bid.  In this calculation, bids 

from the lowest to highest bid price up to the Minimum Notional Requirement of that 

Clearing Participant shall be taken into account; and 

 

(2) Add up the Allocated Second Tier Clearing Participant Cap applicable to each bid 

decided pursuant to Item (1) from the bid with the highest bid price to the lowest bid 

price until the total sum reaches the amount of the Allocated Total Second Tier Clearing 

Participants Contributions remaining after deducting the total amount used under 

Article 104.2.(5).a. and b. to obtain the total amount of the Allocated Second Tier 

Clearing Participant Cap applicable to the bids for the Clearing Participant. 
 
Article 25. (Deleted) 
 
Article 26. Payment Method of Third Tier Special Clearing Charge and Fourth Tier Special 
Clearing Charge 
Special Clearing Charge Collateral posted with JSCC shall be applied to the payment of the 
Third Tier Special Clearing Charge and the Fourth Tier Special Clearing Charge. 
 
Article 27. Amount of Third Tier Special Clearing Charge 
1 The amount of the Third Tier Special Clearing Charge set forth in Article 105.2 of the 
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Business Rules shall be determined as follows: 

 

(1) Where the amount of Excess Default Loss in respect of the Defaulting Clearing 

Participant after the recovery pursuant to Article 104 of the Business Rules is less 

than the total amount of the Required CDS Clearing Fund of the Clearing Participants 

other than the Defaulting Clearing Participant related to the relevant Excess Default 

Loss as of the JSCC Business Day immediately preceding the first day of the Default 

Settlement Period in which the Default Determination Date occurs, or, if any Clearing 

Participant has contributed the Third Tier Special Clearing Charge in respect of one 

(1) or more other Default determined during the same Default Settlement Period up 

to the Default Auction for the relevant Defaulting Clearing Participant, the amount 

equal to such Required CDS Clearing Fund minus such contribution (referred to as 

the "Third Tier Special Clearing Charge Cap" in this Paragraph):  

a. For each Default Auction, proportionately divide the Excess Default Loss of the 

Defaulting Clearing Participant after the recovery under Article 104 of the Business 

Rules and the Third Tier Special Clearing Charge Cap, respectively, according to 

the amount obtained by subtracting the amount set forth in Article 104.2.(1) b. of 

the Business Rules from the amount set forth in Article 104.2.(1) a. of the Business 

Rules (respectively referred to as "Prorated Third Tier Excess Default Loss" and 

"Allocated Third Tier Special Clearing Charge Cap"); 

b. The total sum of the Allocated Third Tier Special Clearing Charge (referring to the 

amount of the Third Tier Special Clearing Charge for each Default Auction; the 

same shall apply hereinafter) of the Bid Exempted Participants (referred to as "Bid 

Exempted Participants Total Contribution" in this Paragraph) and the total sum of 

the Allocated Third Tier Special Clearing Charge of the Participants Bearing Third 

Tier Special Clearing Charge other than Exempted Clearing Participants (referred 

to as "Non-bid Exempted Participants Total Contribution" in this Paragraph) shall 

be determined by allocating the Prorated Third Tier Excess Default Loss in 

proportion to the total sum of the Allocated Third Tier Special Clearing Charge Cap 

of the Bid Exempted Participants and the total sum of the Allocated Third Tier 

Special Clearing Charge Cap of the Participants Bearing Third Tier Special 

Clearing Charge other than the Bid Exempted Participants; 

c. The Allocated Third Tier Special Clearing Charge for a Bid Exempted Participant 

shall be an amount obtained by prorating the Bid Exempted Participants Total 

Contribution according to the Allocated Third Tier Special Clearing Charge Cap of 
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each Bid Exempted Participant; 

d. The Allocated Third Tier Special Clearing Charge for a Participant Bearing Third 

Tier Special Clearing Charge other than Bid Exempted Participants for a Default 

Auction shall be the amounts set forth in (a) through (c) below in the order from 

(a) through (c) below: 

(a) The Third Tier Special Clearing Charge to be contributed by a Participant 

Bearing Third Tier Special Clearing Charge other than Bid Exempted 

Participants who is required but failed to participate in the Default Auction or 

who bid in the total Notional Amount less than the Minimum Notional 

Requirement: 

The amount of the Third Tier Special Clearing Charge contribution shall be 

determined by prorating the Non-bid Exempted Participants Total 

Contribution according to the Allocated Third Tier Special Clearing Charge 

Cap of each Participant Bearing Third Tier Special Clearing Charge captured 

in this Item but limited to the Allocated Third Tier Special Clearing Charge 

Cap of each Participant Bearing Third Tier Special Clearing Charge captured 

in this Item; 

(b) The Allocated Third Tier Special Clearing Charge to be contributed by a 

Participant Bearing Third Tier Special Clearing Charge required to participate 

in the Default Auction whose bid price at the Default Auction is a significant 

deviation from the prevailing market price (the Clearing Participant subject to 

this (b) shall be referred to as the "Applicable Clearing Participant" in this (b)): 

The amount of the Allocated Third Tier Special Clearing Charge contribution 

shall be determined by prorating the remaining Non-bid Exempted 

Participants Total Contribution after loss recovery pursuant to (a) above 

according to the Allocated Third Tier Special Clearing Charge Cap of each 

Applicable Clearing Participant, but limited to the Allocated Third Tier Special 

Clearing Charge Cap of each Applicable Clearing Participant; 

(c) The Allocated Third Tier Special Clearing Charge to be contributed by each 

Participant Bearing Third Tier Special Clearing Charge who are not falling 

under Bid Exempted Participant nor are subject to (a) or (b) above:  

The amount obtained through the methods below: 

i. In respect of each Clearing Participant in this sub-item (c), prorate the 

Allocated Third Tier Special Clearing Charge Cap according to each bid 

offered by the Clearing Participant in each Primary Auction Bidding by 
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dividing the total Notional Amount for that bid by the Minimum Notional 

Requirement for that Clearing Participant in the Primary Auction Bidding 

and multiplying that amount by the Allocated Third Tier Special Clearing 

Charge Cap for that Clearing Participant to decide the Allocated Third Tier 

Special Clearing Charge Cap applicable to each bid.  In this calculation, 

bids from the lowest to the highest bid price up to the Minimum Notional 

Requirement of that Clearing Participant shall be taken into account; and 

ii. Add up the Allocated Third Tier Special Clearing Charge Cap applicable to 

each bid decided pursuant to i. above from the bid with the highest bid 

price to the lowest bid price until the total sum reaches the amount of the 

total Allocated Non-bid Exempted Participant Contribution remaining after 

deducting the total amount used under a. and b. above to obtain the total 

amount of the Allocated Third Tier Special Clearing Charge Cap applicable 

to the bids for the Participant Bearing Third Tier Special Clearing Charge 

related to each bid; and 

 
(5) Other cases: the Allocated Third Tier Special Clearing Charge Cap in relation to each 

Participant Bearing Third Tier Special Clearing Charge as of the Default Determination 
Date. 

 
2 The “prices significantly deviates from the prevailing market price” under Paragraph 

1.(1).d.(b) shall be any price the Default Management Committee considers to be 
significant deviation from the prevailing market price taking into account the composition 
of the Auction Transaction(s), market conditions of CDS Transactions and other factors, 
which exceeds the amount determined as the successful bid price plus a deviation range 
determined by JSCC on a case-by-case basis taking account of the advice of the Default 
Management Committee. 

 
3 Before a Primary Auction Bidding, JSCC shall notify the Default Auction Participants of the 

deviation range determined by JSCC pursuant to the provisions of Paragraph 2. 
 
4 Participants Bearing Third Tier Special Clearing Charge that are Specified Successor 

Financial Institutions shall pay the Allocated Third Tier Special Clearing Charge as the 
Participants Bearing Third Tier Special Clearing Charge that fall under Paragraph 
1.(1).d.(c) according to the order set forth in Paragraph 1.(1).d. 
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Article 28. Amount of Fourth Tier Special Clearing Charge 
The Fourth Tier Special Clearing Charge contribution under Article 106.2 of the Business 
Rules shall be determined, depending upon the category into which Participant Bearing 
Fourth Tier Special Clearing Charge (as such term defined in Article 106.1) falls, as follows:   
 
(1) Participant Bearing Fourth Tier Special Clearing Charge other than the Participant who 

is determined to be in Default after the Default Determination Date in respect of the 
relevant Defaulting Clearing Participant:  
The remaining Excess Default Loss after the recovery pursuant to Articles 104 and 105 
of the Business Rules prorated according to each Clearing Participant's proportion of 
the net Cash Settlement Amount paid by JSCC to all Participants Bearing Fourth Tier 
Special Clearing Charge other than the Participant who is determined to be in Default 
after said Default Determination Date; and 
 

(2) Participant Bearing Fourth Tier Special Clearing Charge determined to be in Default after 
the Default Determination Date in respect of the relevant Defaulting Clearing Participant:  
The amount of such Participant's Fourth Tier Special Clearing Charge Collateral on 
deposit with JSCC.  

 

Chapter 5 Special Clearing Charge Collateral (Articles 29 - 32) 
 
Article 29. Third Tier Special Clearing Charge Collateral Requirement 
Upon determination of a Clearing Participant's Default by JSCC, a non-Defaulting Clearing 
Participant is required to post with JSCC the amount set forth in the following Items as the 
Third Tier Special Clearing Charge Collateral by the date and time set forth in the relevant 
Items, provided that the total amount to be posted with JSCC by a Clearing Participant as 
the Third Tier Special Clearing Charge Collateral in respect of the same Default Settlement 
Period shall not exceed the amount equal to the Required CDS Clearing Fund of the Clearing 
Participant as of the JSCC Business Day immediately preceding the first day of the Default 
Settlement Period: 

 

(1) Where 

- The sum of net Cash Settlement Amount receivable by JSCC from the Defaulting 

Clearing Participant arising from the Defaulting Clearing Participant's Cleared 

Contracts calculated on each JSCC Business Day from the Default Determination 

Date (or the next JSCC Business Day following the Default Determination Date in 

case the settlement under the Defaulting Clearing Participant's Cleared Contract(s) 
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that are due on the Default Determination Date have been completed as of the 

Default Determination Date) and net Cash Settlement Amount payable by JSCC to 

the Clearing Participants arising from the Hedge Transactions deemed to be the 

Cleared Contracts pursuant to Article 94.2 of the Business Rules calculated on each 

JSCC Business Day from the Default Determination Date (or the next JSCC Business 

Day following the Default Determination Date in case the settlement under the 

Defaulting Clearing Participant's Cleared Contract(s) that are due on the Default 

Determination Date have been completed as of the Default Determination Date) is 

more than the total amount of the Fixed Resources for Loss Recovery,  

 

and  

 

- the Third Tier Special Clearing Charge to be contributed by such Clearing Participant 

is more than the sum of Initial Margin in respect of the Proprietary Cleared Contracts 

and Default Contingent Margin of such Clearing Participant on deposit with JSCC at 

such time: 

 

a. Date and time: 11:00 a.m. on the next JSCC Business Day following the day on which 

such excess occurs 

b. Amount: Amount to make the Third Tier Special Clearing Charge Collateral on deposit 

with JSCC equal to the amount of such excess on the day on which such excess 

occurs 

 

(2) In the case of Article 15.4 and, only when Article 16.2 applies, Article 17.4, where the 

Clearing Participant's Third Tier Special Clearing Charge contribution that JSCC notified 

to the Clearing Participant pursuant to Article 15.4.(2) and Article 17.4.(2) is more than 

the sum of Initial Margin in respect of the Proprietary Cleared Contracts, Default 

Contingent Margin and the Third Tier Special Clearing Charge Collateral of such 

Clearing Participant on deposit with JSCC at such time: 

a. Date and time: 0:30 p.m. on the date of such notification 

b. Amount: Amount of such excess 

 

(3) In the case of Article 17.4 (when Article 16.2 does not apply) and Article 17-2.5, where 

the Clearing Participant's Third Tier Special Clearing Charge contribution that JSCC 

notified to the Clearing Participant pursuant to Article 15.4.(2) and Article 17-2.5.(2) is 
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more than the sum of Initial Margin in respect of the Proprietary Cleared Contracts, 

Default Contingent Margin and Third Tier Special Clearing Charge Collateral of such 

Clearing Participant on deposit with JSCC at such time: 

a. Date and time: 2:00 p.m. on the date of such notification 

b. Amount: Amount of such excess 

 

(4) In the case of Article 15.4, Article 17.4 and Article 17-2.5, where the Clearing 

Participant's Third Tier Special Clearing Charge contribution that JSCC notified to the 

Clearing Participant pursuant to Article 15.4.(2), Article 17.4.(2) and Article 17-2.5.(2) is 

more than the amount of posted Third Tier Special Clearing Charge Collateral: 

a. Date and time: 11:00 a.m. on the next JSCC Business Day following the date of such 

notification 
b. Amount: Amount of such excess 

 
Article 30. Fourth Tier Special Clearing Charge Collateral Requirement 
Upon JSCC's determination of a Clearing Participant's Default, a non-Defaulting Clearing 
Participant is required to post with JSCC the amount set forth in the following Items as the 
Fourth Tier Special Clearing Charge Collateral by the date and time set forth below: 

 

(1) Where the net Cash Settlement Amount as described in Article 23.(1) is more than the 

total amount of the Fixed Resources for Loss Recovery, and if the sum of the estimate 

of the Clearing Participant's Third Tier Special Clearing Charge contribution and the 

Fourth Tier Special Clearing Charge contribution obtained pursuant to the provisions of 

Articles 27 and 28 using said net Cash Settlement Amount as Excess Default Loss that 

would have arisen had the Default Auction been held at such time is more than the sum 

of Initial Margin in respect of the Proprietary Cleared Contracts, Default Contingent 

Margin, Third Tier Special Clearing Charge Collateral and Fourth Tier Special Clearing 

Charge Collateral of such Clearing Participant on deposit with JSCC at such time: 

a. Date and time: 11:00 a.m. of the next JSCC Business Day following the day on which 

such excess occurs 

b. Amount: Amount to bring the Fourth Tier Special Clearing Charge Collateral posted 

by that Clearing Participant up to the amount of such excess on the day on which such 

excess occurs 

 

(2) In the case of Article 15.4 and, only when Article 16.2 applies, Article 17.4, where the 
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total amount of a Clearing Participant's Third Tier Special Clearing Charge contribution 

and Fourth Tier Special Clearing Charge contribution that JSCC notified to Clearing 

Participants pursuant to Article 15.4.(2) and Article 17.4.(2) is more than the sum of Initial 

Margin in respect of the Proprietary Cleared Contracts, Default Contingent Margin, the 

Third Tier Special Clearing Charge Collateral and the Fourth Tier Special Clearing 

Charge Collateral of that Clearing Participant on deposit with JSCC at such time: 

a. Date and time: 0:30 p.m. on the date of such notification 

b. Amount: Amount of such excess 

 

(3) In the case of Article 17.4 (when Article 16.2 does not apply) and Article 17-2.5, where 

the total amount of a Clearing Participant's Third Tier Special Clearing Charge 

contribution and Fourth Tier Special Clearing Charge contribution that JSCC notified to 

Clearing Participants pursuant to Article 15.4.(2) and Article 17-2.5.(2) is more than the 

sum of Initial Margin in respect of the Proprietary Cleared Contracts, Default Contingent 

Margin, the Third Tier Special Clearing Charge Collateral and the Fourth Tier Special 

Clearing Charge Collateral of that Clearing Participant on deposit with JSCC at such 

time: 

a. Date and time: 2:00 p.m. on the date of such notification 

b. Amount: Amount of such excess 

 

(4) In the case of Article 15.4, Article 17.4 and Article 17-2.5 where the total amount of each 

Clearing Participant's Third Tier Special Clearing Charge contribution and Fourth Tier 

Special Clearing Charge contribution that JSCC notified to Clearing Participants 

pursuant to Article 15.4.(2), Article 17.4.(2) and Article 17-2.5 is more than the sum of 

such Clearing Participant's Third Tier Special Clearing Charge Collateral and Fourth Tier 

Special Clearing Charge Collateral on deposit with JSCC at such time: 

a. Date and time: 11:00 a.m. on the next JSCC Business Day following the date of such 

notification 

b. Amount: Amount of such excess 
 
Article 31. Application and Return of Special Clearing Charge Collateral 
On the next JSCC Business Day following the Initial Loss-Determination Date for a Defaulting 
Clearing Participant, JSCC will apply the Third Tier Special Clearing Charge Collateral posted 
with JSCC by a Clearing Participant in accordance with Article 29 to the satisfaction of the 
obligation related to the Third Tier Special Clearing Charge contribution to be made by that 



CDS 8 “Rules on Default Settlement Regarding Clearing Participants” 
 

 35 

Clearing Participant and also apply the Fourth Tier Special Clearing Charge Collateral posted 
with JSCC by a Clearing Participant in accordance with Article 24 to the satisfaction of the 
obligation related to the Fourth Tier Special Clearing Charge contribution to be made by that 
Clearing Participant. The remaining amount, if any, after said application shall be returned to 
the Clearing Participant promptly after the application. 
 

Article 31-2. Required Amount of Default Contingent Margin 

1 The required amount of Default Contingent Margin of each Clearing Participant set forth in 

Article 107-2 of the Business Rules shall be an amount calculated pursuant to the following 

Items on each JSCC Business Day during a Default Settlement Period, except for the last 

day of the Default Settlement Period, on which the required amount of Default Contingent 

Margin shall be zero. 

 

(1) On each JSCC Business Day during a Default Settlement Period, an amount 

equivalent to the Required CDS Clearing Fund ("Required CDS Clearing Fund 

Equivalent") shall be calculated according to the Appendix to the Rules on Required 

CDS Clearing Fund, "Calculation of Required CDS Clearing Fund"; 

 

(2) The amount obtained pursuant to a. or b. below, depending upon the categories, shall 

be used as a basis for calculation of required amount of Default Contingent Margin 

("Default Contingent Margin Calculation Base"): 

a. On the first day of the Default Settlement Period: If the Required CDS Clearing 

Fund Equivalent calculated for such day is less than the Required CDS Clearing 

Fund on the immediately preceding JSCC Business Day, the Required CDS 

Clearing Fund on the immediately preceding JSCC Business Day shall be the 

Default Contingent Margin Calculation Base for that day, and if the Required CDS 

Clearing Fund Equivalent calculated on such day is equal to or above the 

Required CDS Clearing Fund on the immediately preceding JSCC Business Day, 

the Required CDS Clearing Fund Equivalent calculated on that day shall be the 

Default Contingent Margin Calculation Base for that day; and 

b. On the second and subsequent days during the Default Settlement Period: If the 

Required CDS Clearing Fund Equivalent calculated on such day is less than the 

Default Contingent Margin Calculation Base on the immediately preceding JSCC 

Business Day, the Default Contingent Margin Calculation Base on the immediately 

preceding JSCC Business Day shall be the Default Contingent Margin Calculation 
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Base for that day, and if the Required CDS Clearing Fund Equivalent calculated 

on such day is equal to or above the Default Contingent Margin Calculation Base 

on the immediately preceding JSCC Business Day, the Required CDS Clearing 

Fund Equivalent calculated on such day shall be the Default Contingent Margin 

Calculation Base for that day. For this purpose, the Default Contingent Margin 

Calculation Base shall be obtained continuously from the next JSCC Business 

Day following the first day of the Default Settlement Period; and 

 

(3) The required amount of Default Contingent Margin shall be the Default Contingent 

Margin Calculation Base on that day less the Required CDS Clearing Fund on the 

JSCC Business Day immediately preceding the first day of the Default Settlement 

Period. 
 
2 The manner of notification to a Clearing Participant of its required Default Contingent 

Margin prescribed by JSCC as set forth in Article 107.4 of the Business Rules shall be the 
method using the CDS Clearing System set forth in Article 2.(9) of the Handling Procedures 
of CDS Clearing Business Rules. 

 
Article 32. Payment of Special Clearing Charge upon Determination of Final Loss 
1 In accordance with Article 110.1 of the Business Rules, JSCC may use the CDS Clearing 

Fund deposited with JSCC by Clearing Participants or request payment of the amount 
needed from Clearing Participants. 

 
2 Notwithstanding Article 26, a Clearing Participant shall, if it is due to pay the Special 

Clearing Charge to JSCC pursuant to Article 110.1 of the Business Rules, pay the Special 
Clearing Charge to JSCC in the method specified by JSCC on a case-by-case basis. 

 

Chapter 6 Distribution of Collected Amount (Articles 33 – 34) 
 
Article 33. Clearing Participants Entitled to Collected Amount 
The Clearing Participants to be specified in the Subordinate Rules under Article 111.1 of the 
Business Rules shall be the following Clearing Participants: 
 
(1) The Clearing Participants who have contributed their shares of Fourth Tier Special 

Clearing Charge to JSCC; 
 
(2) The Clearing Participants who have contributed their shares of Third Tier Special 
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Clearing Charge to JSCC; 
 
(3) The Clearing Participants whose Required CDS Clearing Fund has been used pursuant 

to Article 104.1 or Article 110.1 of the Business Rules to recover Excess Default Loss or 
any other loss arising from Default of one (1) or more Clearing Participants, or who paid 
to JSCC the amount equal to Required CDS Clearing Fund otherwise used pursuant to 
Article 32-2.1; and 

 
(4) The Clearing Participants who have incurred loss from reestablishment of the Cleared 

Contracts terminated pursuant to Article 98.1 of the Business Rules. 
 
Article 34. Distribution Procedures 
1 When Article 111.1 of the Business Rules applies, JSCC will distribute to the Clearing 

Participants in the below listed order the amount set forth in Article 111.1 remaining after 
payment of the expenses required for collection in proportion of such Clearing Participants' 
contribution, up to the amount described in each Item below: 
 
(1) To Clearing Participants in Article 33.(1): Amount equivalent to the Fourth Tier Special 

Clearing Charge paid to JSCC; 
 
(2) To the Clearing Participants set forth in Article 33.(2):  Up to the Third Tier Special 

Clearing Charge contribution paid to JSCC; 
 
(3) To the Clearing Participants set forth in Article 33.(3): Up to the CDS Clearing Fund 

used to recover Excess Default Loss or other loss incurred by JSCC as a result of 
Default of any Clearing Participant; and 

 
(4) To the Clearing Participant set forth in Article 33.(4): Up to the amount of the loss set 

forth therein. 
 
2 If JSCC deems it necessary to make sure proper distribution is made under Paragraph 1, 

JSCC may request that the Clearing Participant receiving distribution under Paragraph 
1.(4) above submit an evidence of loss incurrence entitling it to the distribution under 
Paragraph 1.(4) and other necessary information. 

 
3 JSCC will determine the amount of loss described in Paragraph 1.(4) taking account of an 

advice of the Default Management Committee and by reference to the evidence and 
information submitted by the Clearing Participants under Paragraph 2 above. 
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4 JSCC will make distribution to the Clearing Participants promptly after the determination of 

the amount pursuant to Paragraph 1. 
 
Article 35. When No Participant is Entitled to Distribution 
If no Clearing Participant is entitled to the distribution under Article 111.1 of the Business 
Rules, JSCC will apply the remaining amount after payment of expenses for the collection 
as follows: 
 
(1) JSCC will reserve and accumulate the remaining amount as the Second Tier CDS 

Settlement Guarantee Reserve up to the amount set aside by JSCC as the Second Tier 
CDS Settlement Guarantee Reserve pursuant to the provisions of Article 4.2 in respect 
of the use of the funds related to the relevant Default Settlement Period, in which case, 
the reserve and accumulation of the Second Tier IRS Settlement Guarantee Reserve 
pursuant to the provisions of Article 4.2 shall not be deemed to have been performed; 

 
(2) JSCC will reserve and accumulate the amount remaining after the accumulation 

pursuant to Item (1) as the Second Tier CDS Settlement Guarantee Reserve until the 
balance of the Second Tier CDS Settlement Guarantee Reserve reaches JPY 1.5bil.; 

 
(3) JSCC will reserve and accumulate the amount remaining after the accumulation 

pursuant to Items (1) and (2) as the First Tier CDS Settlement Guarantee Reserve up to 
the amount set aside by JSCC as the First Tier CDS Settlement Guarantee Reserve 
pursuant to the provisions of Article 3.2 in respect of the use of the funds related to the 
relevant Default Settlement Period, in which case, the reserve and accumulation of the 
First Tier CDS Settlement Guarantee Reserve pursuant to the provisions of Article 3.2 
shall not be deemed to have been performed; and 

 
(4) JSCC will reserve and accumulate the amounts remaining after the accumulation 

pursuant to Items (1), (2) and (3) as the First Tier CDS Settlement Guarantee Reserve. 
 

Supplementary Provision 
 
These Rules shall come into force as of 19 July 2011. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 23 July 2012. 
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Supplementary Provision 
 
These amended Rules shall come into force as of 24 February 2014. 
 

Supplementary Provisions 
 
These revised Rules shall come into force on the date designated by JSCC. 
Note: The date designated by JSCC is March 7, 2014. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 22 September 2014. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 15 December 2014. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 9 March 2016. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 3 July 2017. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 18 June 2018. 
 

Supplementary Provision 
 
These amended Rules shall come into force as of 27 May 2019. 
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