
World Securities Market
Clearing/Settlement Proposal
for the Stock Exchange, Mumbai

Financial Institutions Reforms and
Expansion (FIRE) Project

February, 1997

,

Financial Institutions Reform and Expansion (FIRE) Project
US Agency for International Development (USAlDlIndia)
Contract #386-0531-C-OO-5010-00
Project #386-0531-3-30069

Price Waterhouse LLP
1616 North Fort Myer Drive
Arlington, VA 22209
Tel (703) 741-1000
Fax (703) 741-1616

-



FinancIal InstitutIOns Reforms
and Expansion (FI RE) Project

Price Waterhouse LLP

March 12, 1997

Mr MG Damam
PresIdent
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P J Towers, 26th Floor
Dalal Street
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Dear Mr Damam,

128 T V Industnal Estate
Worll Mumbal 400 025

Telephone 4946630 4963599
Fax \91 22) 4963555

At the request of The Stock Exchange, MumbaI, Pnce Waterhouse LLP (PW)
arranged for Mr Joseph Schenk, Consultant to PW/FIRE Project and expert on
clearmg and settlement Issues, to asSISt The Stock Exchange, Mumbal m ItS efforts to
develop a cleanng corporatIon for Its cleanng and settlement operatIOns Mr Joseph
Schenk was assIsted m IndIa by Mr R N K Prasad, a staff member of the PWIFIRE
Project

The work for thIS study IS carned out under the US Agency for InternatIOnal
Development Fmancial InstitutIOns Reform and ExpansIOn (FIRE) Project which IS
admmistered by Pnce Waterhouse LLP

I. PURPOSE OF STUDY

The purpose ofMr Schenk's study is to assess the preparedness of The Stock
Exchange, MumbaI to mtroduce a modem cleanng corporatIon that would help m
achIevmg

• Faster, accurate cleanng process
• RecogmtlOn as a world's secunty market
• Enhancement of Investor confidence m the market
• MmimizatIOn of brokers and Investors finanCial exposure
• Encouragement of addItIOnal foreIgn Investments

.,
and make speCIfic recommendatIOns that The Stock Exchange, Mumbal could
Implement -

.....,
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II. CONTENTS OF THE REPORT

•
The report explams the role and functiOns of a modem cleanng corporatiOn that would
suit the needs ofThe Stock Exchange, Mumbai and also reVIew the group of thIrty
reqUIrements The report also exammes the guarantee/cleanng fund and the broker
contmgency fund and makes recommendatiOns for The Stock Exchange, Mumbai to
take ill settmg up and managmg those funds Mr Schenk concludes hIS report WIth the
InlmedIate steps the Exchange need IS to take m settmg up a clearmg corporatIon and
the trade guarantee fund.

III. NEXT STEPS
,

BUIldmg on the report ofMr Joseph Schenk, PW recommends that The Stock
Exchange, Mumbai take the following steps towards settmg up a modem Cleanng
House

•

•

•

•

•
•

•
•

obtam vanous approvals that may be necessary for settmg up a Clearmg
House,

develop a detailed plan covenng the scope of actIvIties, technIcal assIstance
and trammg reqUIred to set up and operate a modem Clearmg House;

obtain approvals for and Implement trade guarantee and brokers contmgency
funds,

IdentIfy mterfaces for automatiOn between tradmg and cleanng, cleanng and
brokers, develop the mterface software and Implement the mterfaces,

finalIze the depOSItory deCISiOn,

develop T+5 rollUlg settlement proposal, obtam necessary approvals, develop
hardware/software to Implement T+5 rollmg settlements,

develop T+5 related trade rules and Implement T+5 rolhng settlesent,

expand DVP and Implement a full DVP as per the G-30 reqmrements
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We would lIke to thank The Stock Exchange, Mumbal staff for theIr cooperatIon and
excellent support gIven to Mr Joseph Schenk and PW m gathenng the mformatIon
reqUIred to complete thIS report

Upon readmg the report and lts recommendatIOns please feel free to contact me wIth
any questIOn or follow-up requests for technIcal asSIstance that the FIRE Project may
be able to proVIde

[ can be reached at FrRE Project Office on Tel 4963599/88 or 4946630/8718

Since;;yourv~~

W. DENNIS GRUBB ,
PRINCIPAL CONSULTANT CAPITAL MARKETS

Enclosure

..



L

II.

EXECUTIVE SUMMARY

BACKGROUND

TABLE OF CONTENTS

.. 2

III. CLEARING HOUSE FUNCTIONS ..... 4

IV

V.

PROPOSED CLEARING ENVIRONMENT

GROUP OF 30 REQUIREMENTS ..

.. 5

7

VI TRADE GUARANTEEIBROKER CONTINGENCY FUNDS .....
,

VII. RECOMMENDATIONS . . .

VIII IMPLEMENTATION NEEDS .

APPENDICES

..10

13

15

I

2.

3.

4

GLOSSARY OF TERMS

CLEARING AND SETTLEMENT FLOW CHART

TRADING RULE CONSIDERATIONS .

BUYSIDE-SHORTING THE MARKET IN INDIA

-..

• . .16

.. 18

19

20



C/earm',{ Hou~efor ESE

l. EXECUTIVE SUMMARY

February 1997

The Bombay Stock Exchange / The Stock Exchange, Mumbat (BSE) has IdentIfied a need to
develop a modem cleanng house to servIce its cleanng and settlement operations ThIS report
dddresses that need of the BSE and the possIbIlIty that m the future other IndIan Exchanges WIth
SImIlar needs would become users of thIS or a sunIlar cleanng house

The premIse for thIS report IS that In the eXIstmg BSE cleanng and settlement environment It
takes up to 15 days to settle a trade, after WhICh the new owner of the scnp must walt addItIOnal
time (months) before the scnp IS properly regIstered In hIs name A modem enVIronment would
complete thIS process In five days and WIth the future assIstance of a DepOSItory further reduce
this time to 3 days With the use of Book Entry or Dematenahzed Scnp.

ThIS report wIll Identify the reqUirements necessary at the BSE to comply With the
recommendations for "Clearance and Settlement Systems m the World's SecuntIes Markets"
As identified by the Group of ThIrty In 1989, whIch Include

,
1 T+l Companson
2 Non-broker Dealer Companson
3 Development ofA Central Secunties DepOSItory
4. Trade Nettmg
5 Delivery Versus Payment (DVP) for settlmg all secuntles transactions
6. Payments for settlement of secunties transactIons WIth "same day" funds
7 "Rollmg Settlement" system With fl,Ilal settlement on T+3
8 "Stock Loan" secunties lending and borrOWing to expedIte settlement
9 Develop ISIN numbenng system for securities Issues and messages

A separate sectIon Will deal With a cleanng or guarantee fund whose purpose IS to guarantee
settlement thus protectmg the Investor and a second fund / Insurance whIch would asSISt
members expenencmg finanCial difficulties

The over all goal of thIS project IS to Improve the BSE as a world secunty market thus Increasmg
mternatIOnal and natIOnal Investor conf1dence by reducmg nsk and exposure A fast, accurate,
and secure post trade enVIronment, added to the eXistIng automated trade environment would
establish for the Exchange and Its members and enVIronment condUCIve to increased trade
volume and the finanCIal benefits th~t should accompany that enVIronment

Pnce Waterhouse LLP -- Page /
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II. BACKGROUND

February 1997

I

1

Followmg the Secuntles and Exchange Board of IndIa's (SEBI) dIrectIve to all stock exchanges
to form a clearmg house or corporatIOn for facditatng smooth settlement ofcleanng transactIons,
PrIce Waerhouse, India, m the month of October, 1996, on a specIfic request from the Stock
Exchange, MumabI (SSE), had exammed the tax and legal ImphcatIOns for the BSE to set up a
cleanng house and trade guarantee and broker contmgency funds The three altematves
consIdered by Pnce Waterhouse were

• BSE reVIves the non functIOnal fund or sets up a separate fund (m eIther case the fund
would be part of the BSE and not be a separate entIty,

• The fund IS set up as a separate trust ofwhch SSE through Its trustees would be the
settlor mfu(mg penodic voluntary contnbutIOns towards corpus of such trust,

• A new company IS mcorporated as a clearmg corporatIOn ofwhtch the SSE and ItS
members would be the shareholders

The scope of thIS consultancy was to focus on developing a plan for a modem Cleanng House,
for the BSE and other Indian markets ThIS plan IS to asSISt the market m achtevmg

• Faster, accurate cleanng process
• RecogmtIon as a world's secunty market
• Enhancement of mvestor confidence m the market
• MImmIzatIon of brokers and mvestors financIal exposure
• Encouragement of addItIOnal foreIgtl mvestments

The BSE has been operatmg for over 120 years As IS common In other exchanges m India,
Clearing and Settlement has been VIewed, until the present, as a part of the Exchange
environment and has been looked upon as an appendage of the market where a trade took place

In the future, the Cleanng Agency and the DepOSItory WIll be Independent orgarnzatIOns, owned
by their user., and the market or markets that they serve Present IndIan law does not prOVIde for
the BSE to fonn an Independent cleanng House Tills Issue must be addressed as part of the
clearing and settlement project while thy other exchanges In India do legally qualIfy to estabhsh
cleanng Houses at thIS tIme The BSE can proceed WIth the development of a cleanng house
untIl the legal impedIments for an mdependent corporatIOn are removed

At the BSE, trade data WIll flow Into clearmg dIrectly from the electromc tradmg system BOLT
Trades done on or off the system wIll be uumedlately added mto the BOLT system These
locked-in trades Will then be passed electronIcally mto the cleanng systems to start the cleanng
and settlement cycle and to prOVide greater trade transparency All trades Will b~electromcally

Price WaterhOU5e LLP -- Page 2
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captured In cleanng and no further mput would be reqUIred by the partIcipatmg broker dealers
N~ttIng would occur m clearmg and dehvery and receIve oblIgatIon would be transmItted to the
mdividual brokers

The present cleanng enVIronment IS manual, labor mtensive and mefficlent, but It has served ItS
memberships for many years ThIS plan proposes to re-engmeer the clearmg operatIOns to meet
the demands of the future capItal markets wIth a modem cleanng house.

,

Pn(.e Waterhouse LLP Page 3



(fearmg Hou\efor BSE

III. THE CLEARING HOUSE'S FUNCTION

February /997

Each busmess day at the SSE and other IndIan markets buyers and sellers are brought together to
make trades and establish the values of the lIsted corporatIOns The Cleanng House IS the
central hub where the exchange of scnp and payments takes place A form of cleanng has
eXIsted at the SSE for over 100 years but only In 1992 dId modermzatIOn and automatIon begm
The tradmg floor has been replaced by a modem electronIc execution system, while the cleanng
house, although aided by CRT's, IS stIll a cumbersome, paper handlIng appendage of the
Exchange In the present enVIronment there are long delays for the delivery of funds and script
for settlement Cheques are phYSIcally brought to the cleanng house on the follOWIng Thursday
and scnps on Thursday and Fnday The amount of scnpt bemg delivered by each broker IS
verified and then the actual delivery ofcertIficates IS checked. The process IS slow and
cumbersome The goal of a modem Cleanng House IS to provIde the delIvery of funds and
secuntles m a fast, accurate and secure enVIronment for ItS members and all theIr investors

DEFINITIONS

FAST In the twentieth century executIOn~ have moved to on-line locked-In trades Cleanng
and settlement has moved from weeks and months to days The functIOn of a modem Cleanng
House IS to stnve to settle all trades m three days (T+3)

ACCURATE The movement of large quantItIes of secuntIes IS prone to human error, loss
and maccuracles The Cleanng House, m connectIOn WIth a DeposItory, must strIve to
Immobilize or dematenalize the scnp to mq,.Imize phYSICal movement and InSure the orderly
transfer of customers' pOSItIons; and funds

SECURE Dunng the period of time from trade date to settlement date the Investor's scrip and
funds are out of hIS hands and are at nsk The Cleanng House must manage that nsk by msunng
first ItS own credIbIlIty by becommg the guarantor of trades pnor to settlement and second by
Insunng the nsks asSOCiated WIth the member partIcIpant's abIlity to meet oblIgatIOns are
managed by establIshed procedures and reqUIrements whIch mclude a "Settlement Guarantee
Fund", and adequate capItalIzatIOn rules for all members

Pne-e Waterhouse LLP - Page 4
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IV. PROPOSED CLEARING ENVIRONMENT

February /997

Smce 1989 vIrtually everyone assocIated wIth the world's capItal markets has agreed that the
major challenge facmg cleanng systems over the commg years IS the reductIon of nsks at the
Clearmg House

The major approach to reducmg nsk IS by shortemng the settlement cycle The ultimate goal IS
to settle eqUIty trades on T+3 To move towards tlus goal m an orderly non-disruptIve manner,
and to take Its place as a recogmzed world market, the BSE must now move to develop a T+5
rollmg settlement enVIronment ThIS wIll be accomplIshed through the development of a
Cleanng House owned by the Exchange or Exchanges It serves

A. The Clearing Corporation (Clearing House)

The modem Clearmg House WIll have to change old practices and become a clIent onented
proVIder of dehvery servIces WIth rules and regulatIons that WIll generate mvestor confidence
The new enVIronment should start WIth a small pIlot and run In a parallel mode WIth a few
secunties so that members and employee can 'accustom themselves to the new processes

It WIll become an independent organIzatIOn recogmzed and regIstered WIth SEBI as a cleanng
agency and a self regulatory organIzatIon to servIce one or more Exchanges It WIll be
establIshed to

•

•

•

•

•

ProVIde fast, accurate and cost effec!lve clearance and settlement of secuntIes

Guarantee the safeguardmg of secuntles and funds

Foster cooperatIOn and coordmatIOn among Its partICIpants engaged In clearance and
settlement

Protect mvestors and the pubhc Interest

Foster the establIshment of T+3 settlement and other Group of 30 world market,
reqUIrements.

Price WaterhOZl!>e LLP PageS
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B. FunctIon

February /997

The pnmary functIOn of the Bombay Cleanng House (BCH) WIll be the clearance and settlement
of eqUity secunties and other mstruments traded on the Exchange AppendIces B depIcts the
proposed 5 day rollIng settlement In thIS enVIronment BCH WIll accept trade mput from the
BOLT system. and at the end of the trading day wIll do a nettmg of posItIons and funds
overnIght On the mommg ofT+2 nettmg wIll be complete and delIver and receIve mstructIOns
WIll be WIred to all members On the mornmg ofT+4 the delIvery ofscnpt and funds WIll be
made 5y the members of the cleanng house Scnpt and fund posItIons wIll be fmalIzed and on
T+5 payment of cash and delIvery of scnpt WIll be completed by BCH

Once the BCH has successfully mstItuted procedures for Itselfto become the contra-sIde to all
trades an mstituttonal DVP can take place on T+5, WIth SImultaneous delivenes and payments,
elimmatmg the need for broker mterventton WIth funds

,

Price Waterhouse LLP -. Page 6
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v. GROUP OF 30 REQUIREMENTS

RecommendatIOns I

Companson of trades between market participants should be accomplished by T+l

February /997

Status - MET
All BOLT and non-BOLT trades added to the system are locked m creatmg ImmedIate

companson.

Recommendations II

IndIrect market partIcipants should be members of a trade companson system whIch achIeves
posItive affirmatIOn of trade detaIls

Status - MET
All BOLT trades are locked-m whIch msures immediate companson Trades made off-BOLT are,
added to the system for comparison

RecommendatlOn III

Central Securities Depository

Status - NOT MET •
The NSE has started a DepOSitory to support Its tradmg The BSE IS revlewmg the possIbIlIty of
ItS own DepOSitory or a Jomt venture It IS recommended that the BSE Join wIth the NsE to start
to develop a Central SecuntIes DepOSitory (CSD) which WIll eventually service all the other
Indian ReglOnal Exchanges to Immoblhze or de-matenalize secunties.

RecommendatIon IV

Trade netting to reduce nsk and promote efficiency

Status - MET
All trades are netted both scnp and funds for clearmg and settlement for a 5 day tradmg penqd
However the remammg quantities of paper are stdl overwhelmmg ThIs process should be
studied further Its maJOF benefit IS ~l1mmlzmg the movement of scnp but It contaInS legal and
credit problems which result from the contIngent liabtlltles In the eventualIty of a default by a
cleanng member

.,)

Prrce Waterhow"e LLP - Page 7
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RecommendatIon V

DelIvery versus Payment (DVP) for all trades

February /997

Status - Not MET
A form of DVP eXIsts for some instItutIOnal trades but for most settlmg trades 3 busmess days (5
calendar days) eXIsts between pay-m and pay-out At present to achIeve DVP for mstitutional
traders the cleanng broker must use his own capital untIl settlement and delIvery occur

Recommendation VI

Same day funds

Status - Not met
Brokers cheques are used to make settlement payments. Although these cheques clear qUIckly
the necessity of cleanng delays the settlement process The capital market's reqUIres the
assistance of the bankmg system and the Indian government to develop a form ofguaranteed,
payment.

Recommendation VII

Rolling settlement - final settlement occumng on T+3

Status - Not Met •
The eXisting Cleanng House changes to a Cleanng CorporatIOn, the development of a DepOSitory
and changes in eXIsting tradmg practices are aU necessary to move the Indian markets towards
meetmg thiS recommendatIOn It IS recommended there be an mtenm step, T+5, as a prelImmary
step to achIeving T+3 settlement

RECOMMENDAnON VIn

Secunttes Lendmg and Borrowmg

Status - Not met
Lendmg and borrowmg does not eXist ill India The present practices m India mclude squaring
up, ··Badla" and the auctIOn all of which require replacement by a modem stock loan
enVIronment. To establIsh a lending and borrowmg enVIronment potentIal regulatory and tax
bamers must be IdentIfied and resolved Rules governmg short selling must be developed

Price Waterhouse LLP ---
PageS
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RecommendatIOn IX

rSIN numbenng and standardIzed mes')ages

Februarv 1997

Standard - PartIally met
ISIN numbers are bemg used to IdentIfy scnpts StandardIzed messages are not muse
However, It should be noted that the expansIOn of the number ofmessages m use IS currently on
gomg worldwIde

As the clearing and settlement process evolves, a separate project to develop a futures/optIOns
market should be undertaken to provIde brokers WIth a tool to hedge theIr eqUIty posItIOns

,

Pnce Waterhouse LLP - Page 9
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VI. TRADE GUARANTEE/CLEARING FUND

A. Background

February /997

There presently eXIsts at the BSE a proposal to mItIate a "Brokers' Contmgency And Trade
Guarantee Fund" ThIs fund would make temporary advances to the members and would also
guarantee settlement of transactlOns ThIs IS seen as a protectIon agamst the financial problems
that occur when a member defaults ThIS proposal mter-mmgles a member's msurance pohcy
WIth a settlement guarantee fund, thus dilutmg the protectlon that the guarantee fund should offer
all settling partIcIpants.

B. Assumptions

1 At some pomt m tIme the BSE Will have a modem Cleanng House.

2. The Cleanng House wIll guarantee settlement, that IS to Impose Itselfbetween the buyer,
and the seller to msure settlement.

3 To msure settlement whIle protectmg Its own financIal stablhty It must have a Guarantee
Fund that wIll be provIded at the expense of ItS members

4 MembershIp m the Fund wIll be mandatory for all cleanng brokers

.
C. Trade Guarantee Fund

The purpose of the Guarantee Fund IS to financIally protect the guarantor (Cleanng House) from
financial loss. The Fund mfuses capItal for trade settlement and netted oblIgatIons that have not
settled on Settlement Day

Assuming the Cleanng House IS the Guarantor, there are three types of nsk It could face

1 Credit Risk. ThIS IS the membfr's abuity to pay for secunties delIvered to It The nsk
IS the actual money to be paId to the seller for the secuntles he IS delIvenng

2 Market Risk ThIs IS the member's ability to delIver secuntles The nsk here IS that
member becomes Insolvent ~d cannot fulfill hIS oblIgatIons to delIver or receIve
secunties Then market actIOns must be taken to fulfill the oblIgatIons to the contra
partIes of hIS trades All trades should be marked to the market and a member's fees
based on these figures The mInImIZed nsk here IS then the dIfference m the value of the .::J

Price Waterhouse LLP Page 10
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secuntIes acquIsItIOn or sale from the pnce used In the mark to the market calculatIOn

J The Cleanng House wIll be subject to natural disasters or other non-specIfic risks as In
any other orgamzatton

D. Information Sharing

Indian brokers may have a membershIp on one or more Exchanges and In one or more Clearmg
orgamsatIons m order to reduce risk, infOrmatIOn shanng across these orgamzatIOn IS VItal All
Exchanges and Cleanng organIsatIOns should form an mformation shanng bureau and
partICIpation should be reqUIred for theIr contmued operation ThIs bureau should mandate that
there be extensIve cooperatIOn and mformatton shanng amongst Its members The need for
mlormatIOn shanng dlmlmshes but does not cease to eXIst If a central Cleanng House IS formed

E. Developing and Maintaining the Fund

Every member wIll contnbute an established sum of rupees at the begmmng of the Fund All
future members Will pay a SImIlar sum, altho~gh the amount may be adjusted by the Fund's
trustees. In addItIOn, each member would pay an addItIonal sum based on a mark to the market
of hiS daily settlement exposure

The method of funding should be determmed by the trustees but It should mclude partIal cash
and partIal letter of credIt or bank guarantee All members WIll be reqUIred to meet a prescnbe
capItal reqUIrement They would also file \\?th the Cleanng House a financial report, an
mdication of intent to contmue to meet capItal reqUIrements and a form IdentIfymg theIr trading
activIty, mIX of busmess (FIrm, InstItutIon and Retail), membership with other tradmg an
cleanng organizatIOns and antIcIpated usage ofcleanng servIces All Imhal mformation would be
update annually or more often If changes occur or If the Exchange determmes mformation about
a particular broker or firm warrants mvestIgatIOn

If a members credIt worthmess changes, ItS standard contnbution to the cleanng fund can be
mcreased to offset the greater risk Another component of the fund would be a percentage charge
for all unsettled positIons whIch the fund must assume responsIbIhty for,

Each member WIll be entItled to any mterest earned by the Fund or the Interest may be used to
mcrease the size of the fund or finan~e the cleanng house's expenses

F. Brokers Contingency Fund

ThIS Fund IS separate and distmct from the Guarantee Fund and~t no tIme should the two be

Prtce Waterhouse LLP Page / I
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mtermmgled Its purpose IS to provide an msur~nce polIcy for Exchange members who are
~xp~nencmg a financIal CrISIS which could lead to default

Smce the partIcIpation m a Contmgency Fund IS a busmess decIsion membership participation
may not be mandatory The Exchange may deem however that partIcipatiOn m thIS Fund IS a
membership reqUIrement

The estabhshment and operatIOn of the type of fund would be best handled by an outsIde agency,
such as an [nsurance Company The external company would be charged With determmmg the
size of the Fund and the type of funding each partIcIpant must contnbute along wIth ongomg
charges to mamtam and operate the Fund

The external company would be charged With the management of thts Fund It would reqUIre
financIal records from partiCIpants SimIlar to those reqUIred by the Cleanng Fund It would also
have to set gUIde hnes for payments to defaultmg members or IdentIficatlon and prosecutIOn
when legal inconSistencies eXIst

,

PrIce Waterhouse LLP Page 12
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VlI. RECOMMENDATIONS

Februarv /997

The SSE has developed a modem automated execution system but has not enhanced its post
trade (clearIng and settlement) envIronment.

The Immediate need IS to gam a consensus from the BSE and 1tS members to move forward WIth
a post trade modermzatlon plan that would Include

.. Government (SEB1) approval

Development or PartIcIpatIOn In a DepoSItory

StreamlIne manual scnpt processmg

EstablIsh a modem Cleanng House

Develop operational procedures that can be used across all Exchanges,

ImtIate 5 day rollIng settlement

InstItute secuntles lendmg and borrOWing

.. Develop a funding program that would Insure same day funds.

.
Insure Internal DelIvery Versus Payment for all transactIOns

.. EstablIsh a Guarantee Fund

These ten Items WhIch represent standard practIces In Western Markets are major changes for
the BSE to undertake Its membershIp realIzes that some of Its present profitable, but
questIOnable, practIces wIll cease In thIS envIronment.

The pOSItIve aspects of thIs enVironment must be delivered to the capItal markets commumty and
1

to the regulators (SEB1). These Include·

.. Guaranteed, tImely dehvenes

.. Investor protectIOn and confidence

.. ., Increased domestIc and foreIgn partICIpatIon

Price Waterhouse LLP
-..-
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ElImmatiOn of rework (correct1Og mIstakes)

AVailabIlIty of funds

.. ImmobIhzatlOn/dematenahzatlOn of scnp

Mimmizes fraud

.. Gaimng of world recogmtIon

February /997

WIth these Items 10 place the Stock Exchange, Mumb::u (BSE) and the Indian markets would
gam the recogmtIOn ofbemg a World Secunty Market

Pru,e Waterhouse LLP Page 14
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VIII CLEARING AND SETTLEMENT IMPLEMENTATION NEEDS

A. Acceptance

February /997

To proceed wIth thIS project approval IS reqUIred from SSE, SEBI, PWIFIRE and USAID
When all partIes are In agreement, a formal ImplementatIon plan can be developed In the
mtenm the tolloWIng steps toward an ImplementatIon plan should be revIewed.

1. Implementation
Upon acceptance of thIS proposal a feasIbIlIty study must be done to IdentIfy the Funding and
time reqUIred to complete the project

2. Project Management
For the public sector ~ SEBI asSIsted by USAID-FIRE
For the pnvate sector - BSE workmg WIth USAID-FIRE and necessary IndIan and InternatIOnal
vendors

•

•
•

,
3. Contracting Plan and Procurement

ImplementatIOn of the pnvate sector component must be defined and meet wIth USAID's
satIsfactIOn
Techmcal asSIstance contractors and vendors must be identIfied
Procurement plan wIll be responsIble for bIds and take mto account the source and ongm
reqUIrement ofgoods and servIces for thIS project

4. Cost
Expenses IdentIfied and a determmatIOn made as to who WIll be responsIble for theIr payments

5. Staffing and Training
• PublIc and pnvate sector traInIng for the cleanng systems and the rule changes that the new

enVIronment Will operate under
• TraInIng courses and career development plans WIll be needed in the pnvate sector to develop

the technical skills needed to operate In the new enVIronment
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Clcarln,? Hou')e for BSE

BAOLA

BCH

BOS

BISL

BSE

BOLT

COLT

CRORES

CSO

DOLT

DP

DVP

FORTNIGHT

ISD

ISIN

KAPLI

LAKHS

NMS

February /997

APPENDIX 1

GLOSSARY OF TERMS

Agreed upon extended dehvery If scnp/funds are not avaIlable

Bombay Clearing House

Bad delIvery seSSIon conducted by BSE fortnIghtly

Bank of IndIa Share Holdmg LImIted "Clearmg House"

Bombay Stock Exchange/M:umbai Stock Exchange

"Bombay" On Lme Trading System

"Calcutta" On Lme Tradmg System,

10 mIllIon

Central Secunties DeposItory

"DelhI" On Lme Trading System

DeposItory PartIcIpant

DelIvery versus Payment

2 weeks - 10 busmess days

InformatIon Systems Dept

InternatIonal ~ecunties IdentIficatIOn Numbenng

CredIt to purchasmg broker for unrecttfied bad delIvenes

100,000

NatIOnal Market System
I.l
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Cleurtn!{ Hou\e lor BSE

NSDL

NSE

OTCEI

R&T

RBI

SEBI

SQUARE-OFF

TD

T

Price Waterhouse LLP

February 1997

NatIOnal SeCUrItIes Depository Llmlt~d

NatIOnal Stock Exchange

Over The Counter Exchange of IndIa

Registrar & Transfer Agent

Reserve Bank of India

SeCUrIties and Exchange Board of IndIa

Flatten out a posItIon by tradmg on the OpposIte sIde, thus nettmg off

Transfer Deed

Trade Date, usually followed by the number ofdays passed,
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Cleurm~ Hmne (or BSE

T -TRADE DATE

APPENDIX 2

CLEARANCE & SETTLEMENT
RETAIL FLOW

T + 5 SETTLEMENT

February /997

SELL
CUSTOMER

1
ORDER SELLING

BROKER

2

EXECUTE MARKET PLACE
BOLT EXECUTION

2

EXECUTE BUYING
BROKER

1
ORDER BUY

-, CUSTOMER

CONFIRM
- - --- 3 4 TRADE

DETAILS

CLEARING i
CORPORATION 'I

NETTING
51

3------
CONFIRM

ANY DIFFERENCES RESOLVED BEFORE
MARKET OPENING ON T + 1

OBUGATION
---- ---- I

CUSTOMER
SELL

DEUVER

SCRIPT

7

BROKER
SELL

DELIVERY CLEARING
CORPORATION
OBLIGATIONS

,

RECEIVE

oBD~
I

BUY oeUVER CUSTOMER
BROKER - PAvME~ BUY

II

BROKER
SELL

DEUVER

SCRIPT
9

CLEARING CORPORATION I DEUVER

BALANCEJ FINALIZE 0 FUNOS
11: 10

BUY
BROKER

CUSTOMER
SELL

RECEIVE

PAYMENT

15

BROKER
SELL

CLEARING
CORPORATIONJ
SETTLING BANK

DEUVER

SCRIFr~

13

BUY
BROKER

OEUVER

SCRIPT

14

CUSTOMER
BUY

1. Customers give orders to their respective brokers to buy and sell scnpt
2. Broker executes orders on BOLT
3 Broker reports executed trade to customer
4 BOLT reports locked-In trades to c1eanng corporation
5 Cleanng corporation nets the trades
6 Cleanng corporation Issues reports Indu:atlng net receIVe I delivery
7. Seiling customer gives scnpt to seiling broker
8. BUyIng customer pays bUying broker for scnpt
9. Seiling broker delivers scnpt to cJeanng corporation (Net)
10 BUying broker delivers funds tb cleanng corporation (Net)
11 Cleanng corporation finalizes all settlements
12 Cleanng corporation Issues check to seiling broker
13. Cleanng corporation delivers scnpt to buying broker
14. BUying broker delivers scnpt to bUying customer
15. Seiling broker pays seiling customer for shares delivered .,
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<.'fearing Corpora/JOn [or BSE

APPENDIX 3

December. /996

TRADING RULES FOR CONSIDERATION - CHANGES, ADDITIONS,

DELETIONS

ElimmatIOn of BadIa

Elimmatlon of Squanng Up

Development of a Short Sale Rule

Development of Stock Loan ,

Identification and Rules govermng Propnetary Tradmg

Imtlate same day funds for settlement

Broker know your customer rules - to ensure payment and dehvery

.
All persons who are In a posItIon to SOhClt orders to buy/sell secuntIes must be

qualIfied (tested) and regIstered (With SEBI)

All cleanng brokers must be members of a Guarantee Fund
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(Iearmg Corporatzon [or BSE

APPENDIX 4

SHORTING THE MARKET IN INDIA

December..!.!l.2!

TraditIOnally m the U S to short the market IS a term used for sellmg - better known as Short
Selling This IS sellIng what you don't have

In the IndIan markets a sImIlar type of transactIOn can occur on the buy SIde That IS buymg
WIthOut the mtent to own or pay for the scnpt on settlement. WIth the present settlement system.
which mcludes up to 5 tradmg days, settlmg at the same time, a broker can purchase shares and
then "square up" by selling them out WIthm the 5 tradmg days Although he assumes market nsk
from the purchase to the sale, he has not had to tie up hIS capItal smce the purchase posItIon IS
flattened out by the sale pnor to settlement

The complex yet necessary solutIOn to the buy trade problems IS a rollmg settlement WIth each
day settling mdependently

In the present settlement environment
,

•

•

•

•

•

Chent or buyer accounts must have papers attestmg to thIs type of tradmg attached to the
account fihng Any account Without the proper papers that creates a "Squared UP" trade
should post the purchase funds untIl settlement.

IndicatIOn ofproposed square up shoulg be on order

Use of a letter ofcredit should be posted untd settlement

Tradmg rules govermng thIS type of trading are needed

Surveillance to msure complIance With procedures IS necessary

This type of trading creates a DenvatIve Market (Future/OptIOn)
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