Policy document on Valuation of CDS positions

The valuation methodology to be divided for Liquid Names and Other than Liquid Names:

· Liquid Names

a) Traded Curve Points: 

1. Validity Period: If the particular point on the curve is traded on the day of valuation, the weighted average price for that day should be used for valuation. 

2. Threshold amount: The minimum traded threshold amount is 25 cr i.e. traded data will be used only if there have been trades for more than 25 crores

b) Non-traded Curve Points: The CDS curve as provided by the Polling Agent to be used for valuation

For the sake of clarity, the Polling Agent will superimpose all Traded Curve Points (after filtering for Lookback period and Threshold Amount) over the results of its daily polling process to provide one consolidated valuation curve for all  Liquid Names. 

These information will be published by Fimmda on its website on a daily basis. This data would be publish by end-of-day on the same day.

· Other than Liquid Names

a) Traded Curve Points: 

1. Validity Period: If the particular tenor on CDS has traded in any of the past 15 days, such most recent traded CDS price should be used for valuation. 

2. Threshold amount: The minimum traded threshold amount is 25 cr i.e. traded data will be used only if there have been trades for more than 25 crores on the day of trade.

b) Non-traded Curve Points: 

1. The corporate bond spread matrix (published by FIMMDA) for the relevant sector type is taken

2. CDS-Bond Basis (published by FIMMDA) is applied to the spread matrix to arrive at the CDS price for valuation.

For the sake of clarity, the Polling Agent will consolidate all Traded Curve Points from CCIL ( after filtering for Validity period and Threshold amount ) and provide a list of name-wise traded curve points

The Polling agent will also provide the average bond basis across tenors.

 These information will be published by Fimmda on its website on a daily basis

· CDS trades for tenors more than 10 years will be valued at the 10y point i.e. curve will be assumed to be flat after 10 years.

· Market participants will have a discretion of [25] bps above/ below the CDS spread determined for valuation using the above methodology for upto AA rating and [50] bps for AA- and below. The rating to be used for this purpose will be the credit rating of the Reference Obligation.

· The applicable credit rating (of the Reference Obligation) will be the lowest available public rating (among the SEBI-registered accredited credit rating agencies), who have rated the Reference Obligation.. 

Process to be followed by Fimmda to provide the valuation curves as described above

Liquid Names

1. FIMMDA to publish a list of Liquid names along with the sector classification.

2. This list will be provided on a monthly basis as approved by the FIMMDA Valuation Committee. 

3. The list of Liquid Names to contain a minimum of 5 and a maximum of 10 entities across sectors.

Participants List

1. FIMMDA to provide a Participant List comprising of Market-Makers, Users and Brokers to be polled for daily CDS price.

2. The number of participants will be a minimum of 5 and a maximum of 15

3. The mix of Market-Makers, Users and Brokers will be decided by FIMMDA Valuation Committee and the list will be provided on a monthly basis to the Polling Agent.

4. The participants will be selected on a voluntary basis and if a minimum quorum of 5 is not achieved, FIMMDA will nominate from amongst the market-makers.

Polling

FIMMDA to appoint an external vendor (“Polling Agent”) who will poll for CDS prices for liquid names across tenors daily.

1. CDS prices to be polled will be “flat spreads”.  The polled prices will be for a standard recovery rate assumption, seniority in the capital structure and risk free curve which will be provided to the polling agent.

3. (Flat Spreads is the market quotation standard. For example, if the flat spread for a 5Y CDS is 150 bps, then 150 bps will be the spread assumed for all tenors from 1Y to 5Y for valuation and calculation of upfront consideration)

2. Polling to be conducted for 1, 2, 5 and 10 years. 

3. The polled data should be randomized, cleaned for outliers and CDS curves for each of the liquid names will be calculated ( “Polled Curves”)

Procedure for calculation of CDS-Bond Basis

1. CDS curve points for Liquid Names daily are taken from Polled Curves

2. Corresponding bond spreads are taken from the daily published FIMMDA bond spread matrix

3. CDS-Bond basis is calculated for each Liquid Name across tenors

4. Average CDS-Bond basis is calculated across tenors.

Example

The CDS prices for liquid names are polled as below

	 
	1Y
	2Y
	5Y
	10Y

	PFC
	100
	100
	70
	80

	EXIM
	100
	105
	72
	78

	REC
	100
	100
	70
	80

	HDFC
	130
	120
	100
	100

	IDFC
	125
	115
	90
	80


The bond spreads for the liquid names are taken from the FIMMDA Bond spread matrix for the corresponding entity type.  For example, PFC is of entity type PSU; so credit spreads for each tenor is taken from the PSU category Bond Spread matrix

Credit Spread over Gsecs

	 
	1Y
	2Y
	5Y
	10Y

	PFC
	145 
	150
	90
	96

	EXIM
	135
	145
	88
	94

	REC
	145
	150
	90
	96

	HDFC
	175
	170
	120
	120

	IDFC
	170
	165
	110
	100


Finally, the CDS-Bond Basis is calculated as below:

CDS-Bond Basis

	 
	1Y
	2Y
	5Y
	10Y

	PFC
	-45
	-50
	-20
	-16

	EXIM
	-35
	-40
	-16
	-16

	REC
	-45
	-50
	-20
	-16

	HDFC
	-45
	-50
	-20
	-20

	IDFC
	-45
	-50
	-20
	-20

	 
	 
	 
	 
	 

	Average
	-43
	-48
	-19
	-18


Data for valuation

FIMMDA will publish the following data daily

1. The sector-specific corporate bond spread matrices (across ratings and tenors)

2. The CDS curves for individual Liquid Names

3. The CDS-Bond Basis curve as calculated above to be applied to “Other than Liquid Names”

4. Traded curve points to be used for valuation of “Other than Liquid Names”

