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EXECUTIVE SUMMARY 

The purpose of thIS report IS to start the process of estabhshmg a settlement guarantee fund (SGF) 
m Egypt The CapItal Markets Development (OvID) project has been mformed by the CapItal 
Market Authonty (CMA), Cruro and Alexandna Stock Exchanges (CASE), and MIsr for 
Cleanng, Settlement, and DepOSItory (MCSD) that Implementmg such a fund has the htghest 
pnonty of all current secunties-related actIVities In addItIOn, the brokers, bookkeepers, and 
custodIan banks With whom the project spoke agreed that estabhshmg an SGF was of the hIghest 
Importance It IS essentIal that the SGF be launched expedItIOusly 

After definmg the nature of such a fund, thIS report lays out the relevant Issues to be deCIded, 
operatIOnal guideimes (With some alternative) to be estabhshed, and suggested approaches to be 
Implemented, and then outhnes the essentIal elements of the SGF rule that IS to be adopted As 
the sectIons are mterrelated, some of the matenal and concepts m the report appear In more than 
one When thIS occurs, a dIfferent slant or pornt IS bemg made 

ThIS report IS a dISCUSSIOn document, laymg out the project's suggestIons and recommendatIOns 
Legal, conceptual, operatIOnal, and other regulatory feedback IS essentIal before finalIzmg the 
structure and legal framework of the SGF 
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A Introduction 

An SGF IS a pool of assets used to guarantee the successful settlement of all trades executed on 
the exchange In the event a cleanng member IS unable to pay for the secunties receIved through 
a clearrnghouse or deposItory, the SGF IS used to meet the payment obhgatIOn The SGF eXIsts 
solely for the protectIOn of cleanng members avoldmg the default of one clearmg member 
prevents a "snowbalhng" effect of defaults among other cleanng members and theIr customers 
An SGF does not proVIde InSurance agarnst havrng settlement problems nor does It reduce the 
nsk of settlement default by a clearrng member It serves as the last resort to complete settlement 
m the event of a default, and Its IS an essentIal element of a comprehensIve settlement-nsk
contarnment system, the other elements ofwruch WIll be developed later durmg the CMD project 

CreatIOn of an SGF would proVIde the MCSD With the resources to meet Its oblIgatIOns even 
when a partICIpant faIls to make good on a payment obhgation The SGF absorbs the amount of 
the default and thereby addresses the lIqUIdIty of the partICIpant's payment default Smce both the 
firm defaultmg and the firms receIvmg the benefits of payment from the SGF are members of the 
settlement system, the fundmg source should be the responsIbIlIty ofMCSD members In general, 
an SGF should be VIewed as mutual msurance for cleanng (and settlement) members 

There have been several dISCUSSIons regardmg the functIOnalIty of an SGF At Issue IS whether an 
SGF should be used as a fundmg source for clearmg members that lack adequate cash for makmg 
theIr settlement payment and/or should be utilIzed only as a last resort for successfully achlevmg 
daIly settlement, smce when a clearmg member can not meet Its oblIgatIOns, It should be 
suspended In most systems, clearmg member are suspended If they have to utIlIze the fund, 
whereas other systems utIlIze the fund to relIeve temporary lIqUIdIty problems, and defaultmg 
clearmg members are not necessarIly suspended The reInstatement of members IS probably a 
moot pomt, as once a member IS suspended, It looses Its credIbilIty, whIch IS, of course, a 
paramount aspect of the securIties busmess When a firm's customers are not able to make new 
purchases, based upon our expenence, they Will usually go elsewhere 

In makmg a case for suspensIOn, the presumptIOn IS that the clearmg member has already 
exhausted all other sources of money, such as raIsmg addItIonal eqUIty capital or subordmated 
capItal, and secunng appropnate bank loans Smce the clearmg member's capItal IS apparently 
madequate to contlnue setthng trades, unless other mvestment or lendmg organIZatIons wIll 
proVIde the needed CapItal and funds, the clearrng member should not be permItted to contlnue 
bemg a hIgh potential draIn on the SGF and a settlement nsk for the MCSD Therefore the 
member, accordmg to some VIews, should be suspended 

If It IS deCIded that the SGF should be used for short-term bqUIdity problems, Its use by a clearmg 
member should be hrruted and only under unusual and extenuatmg circumstances The SGF 
should not be m the busmess of, nor IS It qualIfied for, makmg lendmg deCISIons That would 
mvolve addItIOnal staffmg for credIt and nsk analYSIS, collateral procurement, processmg loans, 
etc That should not be one of the SGF's functIOns 

Even If the SGF were used to alleVIate short-term lIqUIdIty problems, one should be aware that If 
a cleanng member has a financmg or lIqUIdIty problem, he probably has a more severe and 
permanent capItal and credltworthmess problems A defalcatmg or "soon to be bankrupt" cleanng 
member always starts out With a "lIqUIdIty" problem, and the MCSD should be prepared to 
handle a bqUIdity Issue as a potential member-suspension SItuatIOn Ifbanks would not lend the 
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broker funds (IndicatIng that It IS poor nsk), why should the SGF? Usually, an SGF would not 
want to get Into the busIness of supersedIng the Judgment of banks In bankIng matters 

Cleanng members should have adequate CapItal In order to carry customer accounts If not, 
brokers should st1l1 be permItted to be CASE members and conduct busIness With customers, but 
they should be reqUIred to make arrangements to Introduce theIr customers to a more hIghly 
capltaitzed cIeanng broker or custodIan bank who IS able to carry the accounts CarryIng 
accounts Involves the responsibility for and custody of customer funds and secuntles 

8 Methodology and Calculatron of Required SGF Fundmg SIze 

As With all contIngency funds, the difficult part IS determInIng the sIZe of the fund and basis on 
which the contnbutlOns to the fund should be calculated We beheve that the fund should be large 
enough to cover the largest potential payment default SInce settlement exposure IS the best 
measurement of settlement nsk, It IS usually the basIS for participant fund contnbutIOns 

81 Largest Smgle Default Methodology 

In order to estImate the magnItude of the SGF that IS deSIred, we revIewed recent trade data and 
made several asSumptIOns 

In the 12-months penod endIng July 31, 1998 the total CASE turnover was LE16,874 mllhon, 
representIng the value of shares bought and sold durIng the penod 

In utIlIZIng a very dIrect approach to estImate the magnItude of the SGF, we sought to estImate 
the largest SIngle pOSSIble settlement default-a default by the "largest' settlement broker At the 
tIme of a default, we realIZe that we must consIder all of the "pendIng" trades of the defaultIng 
member A pendIng or unsettled trade IS one that has been executed but not settled or paId for 
We also realIZed that there would most hkely be a market "short fall" or drop In the recovery 
value of these pendIng trades 

In Egypt, there IS no nettIng of trades and no "day tradIng' ThIS means that all purchase trades 
are settled versus money, WIthout any offsets 

For 1997, the "largest" broker represented 10 05% of the total annual volume We assumed that 
thIS broker could not meet hIS settlement obhgatIOn WIth the data aVaIlable, we were compelled 
to assume that the average daIly tradIng value was every day's tradIng value SInce thIS would 
tend to mInimIZe the overall reqUIrement (the hIghest actual exposure for any gIven penod would 
certaInly be hIgher than the average), we assumed an addItIOnal 20% Increase 

SInce the settlement cycle IS T+3 (for book-entry settlement) and T+4 (for phYSIcal-share 
settlement), we assumed a more conservatIve T +4 cycle for all of the trades If thIS broker dId not 
have the funds to meet hIS full payment obhgatIOn for a partIcular day, we assumed that he would 
also default on all of his unsettled trades (or 4 tImes the daIly amount) 

In estImatIng the maxImum settlement exposure, the Issue of whether the MCSD merely provIdes 
short-term hqUIdity for thIS broker or suspends It IS not relevant We assumed a suspenSIOn In 
whIch the broker IS out of busIness and all assets are hqUIdated accordIngly 
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82 Estimate of SGF Amount Required 

Based upon the above assumptIOns, we estimate the SGF should be funded at apprmamately 
LEI 1 mtlhon (equal to approxlffiately US$3 2 mllhon) 

11us IS based upon the followmg 

• For the 12-month penod endIng July 31,1998, the total turnover ofLE16,874 mllhon works 
out to an average dally turnover ofLE68,040,512, based upon 248 tradIng days for the penod 

• The defaultIng broker's unsettled amount was estImated to be 20% hIgher than the average 
daIly purchase volume 

• The largest broker (as a percentage of the total daIly purchase volume) was selected-I 0 05% 
of68,040,512 XI 20% = LE8,205,686/day In reVIewmg additIOnal trade data smce 1996, no 
broker had a hIgher percentage of the total tradmg volume 

• ThlS amount was multiphed by four, reflectmg the four days of pendIng buy trades (8,205,686 
X 4) = LE32,822,742 

• A 30% shortfall was estImated market loss of30% IS the dIfference between the contracted 
value of the unsettled trades and the hqUldatlOn value That lS the amount requlred for the 
SGF 32,822,742 X 30 = LE9,846,823 

• An addItional 10% contmgency was applIed, smce we are dealmg WIth hIstoncal, not 
antICIpated, settlement amounts Therefore, the estImated SGF reqUlrement IS 9,846,823 X 
1 10 = LEI 0 831,505 or LEU mtlhon 

The shortfall estlmate may be VIewed as unduly conservatIve sInce some of the unsettled 
purchases would undoubtedly be patd for m full However, the 30% represents an average 
estimated shortfall Undoubtedly, there would also be some secunttes not patd for whose market 
value would drop conSIderably more than 30% In some mstances, because oflack ofhqUldIty, 
hIgh concentratIOns, and a defaultmg broker's unusual pnce support, we have seen Instances 
where stocks become valueless ThIS WIll become more of a factor when brokers are penmtted to 
be dealers and carry pOSItIOns for theIr own account 

AssumptIOn modIficatIOns would change thls deSIred fundmg level If It IS the mtent to also use 
the funds for provldmg short-term finanCIng for "defaultmg" members, addItIonal fundIng may be 
appropnate 

To the extent that the customers have not patd for theIr purchases, the SGF would seek restltutlOn 
from these customers, provlded that bona-fide orders were gIven and executed on theIr behalf by 
the defaultmg broker Also, to the extent that the defaultmg member has other assets that the SGF 
may be able to attach, the SGF may be able to recoup Its entIre outlay offunds m due tlme 
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B3 Maintaining SGF Funding on a Current BasIs 

In order to make sure that the SGF has adequate fundmg, the largest potentlal settlement default, 
wi).Ich wIll vary as market pnce and actIvIty change, should be estImated accordmg to the 
followmg 

Smce actual trade data retrIeval IS automated, 

• Calculate the hIghest executed but unsettled purchases (4 consecutIve days of buy trades) or 
pendIng trades, for every broker for a rollIng 3-month penod (Every day, every broker has a 
"new" pendIng amount) When domg the calculatIOn, It IS necessary to only retam a broker's 
pendIng amount (for a gtven day) If It IS rus largest amount (1 e , larger than any other day) 

• Select the SIngle largest amount (only one amount from all brokers) 

• Assume a market shortfall (we recommend 30%) from the above amount MultIply tills 
shortfall by the above amount to obtaIn the SGF fundmg reqUlrement 

• SInce the data analyzed IS only current for the preVIOUS month, It would be appropnate to add 
an addItIonal 10% contmgency to the amount calculated 

• We recommend that thIS calculatlon be performed every month, and that the current amount 
be used If It IS greater than the preVIOUS month's calculatlon 

• After the above calculatIOn IS used to determIne the SGF's total reqUlrement, It would be 
appropnate to establIsh thIS amount m multIples of LEI mIllIon 

B4 Current Percentage Method 

In our dISCUSSIOns With several mterested partICIpants, therr guesstImates of SGF SlZe were qUlte 
close to the calculatIOn presented above These partICIpants mdicated that the current daIly 
tradIng volume IS runmng at approxImately LE45 to 50 mllhon, and they estImated an SGF equal 
to approxImately 15% to 20% of the daIly volume Therefore, they approXImated the LElO+ 
mIllIon amount shown above Comcldentally, for the penod we reVIewed, an LEI 1 mIllIon SGF 
represents 16% of the market's LE68 mIllIon datly turnover 

B5 Rough Estimate 

In some SGF systems, mdiVIdual "Judgment" IS used to est1Illate the desrred SIze of the fund, and 
many fund deSIgners and managers contend that estlmatIng the appropnate SIze IS not a SCIence 

C DISCUSSions With Participants and Suggestions for Implementing the SGF 

An SGF IS usually funded by contributlOns from clearmg partICIpants However, m one case, the 
government prOVIded Imtial fundmg because, by dOIng so, It helped to create a credIble 
settlement system-one whIch serves to attract InstItutIOnal Investors and adds to the overall 
health of the capItal markets and the natIon's economy Although the CMA IS extremely 
SUpportIve of establIshmg an SGF (saYIng that establIshIng a fund IS Its hIghest pnonty), no 
defimtIve commItment to partICIpatIng In Its fundmg has been given 

Instead of contrIbutIng to the SGF as a "regular" partICIpant, there are several other ways that the 
government mIght find attractIve WIthout gettlng Into much detatl at thIS time, the government 
could be establIshed as a "preferred" partICIpant Under such a scenarIO and at the government's 
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dtscretIOfl., the accessmg of their account at the SGF would come after the other partICipants' 
accounts are appbed Also, through the Central Bank, low- or no-mterest loans mIght be extended 
to SGF participants at amounts equal to therr deposit requlfements 

Some partIcIpants also suggested that the government may want to establIsh ImmedIate 
credIbIlIty for the SGF by maktng a large depOSit (perhaps up to the deSIred fundmg level) m the 
form of a loan ThIS deposIt would be repatd as clearmg members' deposIts are receIved and 
accumulated 

Smce brokers are responsIble for all money settlements, they would be the culpnts and the 
beneficIarIes of the SGF Therefore, particIpatIOn by brokers should be mandatory 

Although the settlement system wIll ultImately be Improved by havmg a smgle MCSD cleanng 
member settle both shares and money, the dIVlSlon m the current system between brokers settlIng 
money and bookkeepers settlIng shares, renders the partlclpatlOn and beneficIal status of the 
bookkeepers m an SGF controvefSlal and unsettled It has been pomted out that most settlement 
defaults are attrIbutable to the "sell sIde" of the trade, WhICh relates to the bookkeepers 
responsIbilIty for delIvenng the shares These defaults are due to the wrong amount of shares 
bemg delIvered, unregtstered shares, mutIlated shares, dIfferent regIstratIOn names, stock 
denommatIon problems, etc These Instances represent sigruficant delays but ultImately get 
resolved and do not represent the need for remedymg the type of finanCial cnSIS for wruch the 
SGF IS mtended Regardless, an SGF would not and could not be effectIve m expedItmg the 
delIvery of the appropnate shares m a timely manner 

As such and at the suggestlOn of one of the brokers, we concur that the SGF should Inttially be 
applIcable only to the "buy" side of trades and only for the mutual protectlOn of the brokers 
Under thIs scenano, the bookkeepers, who m due course could become mtegrated With a smgle 
money- and share-settlement entIty, would be exempt from partICIpatIng m the SGF In realIty, 
they do not represent the relevant fmancial-settlement nsk that we are seekmg to contatn 

The partlcipatlOn of custodian bank presents another Issue Currently, these banks are only 
mdlfect partICIpants m the settlement process but present a settlement nsk to brokers and WIll be 
the benefiCiaries of the SGF m the event of broker default Therefore, one can make a case that 
they should also partICIpate m makIng SGF contrIbutIOns However, banks In some countrIes 
refuse to contrIbute to the SGF and are exempted They are exempted because havmg them 
partICIpate In the settlement process, even though they were not contrIbutmg to the SGF, IS 
preferable to not haVIng them partICIpate m the settlement process However, banks are not 
Immune to defaults and bankruptCIes In many countnes, banks, as well as brokers, have gone out 
of bus mess, leaVing behInd unsatIsfied oblIgatlOns and credItors Although the custodian banks 
usually have substantIal CapItal (compared to clearmg brokers), a bankmg disaster unrelated to 
actIVItIes In the EgyptIan secuntIes market could prevent a custodIan bank from meetmg Its 
oblIgatIons to a broker In the Untted States, cIearmg brokers as well as custodIan banks 
contrIbute to the SGF 

In heu of makmg SGP depOSIts, alternatIves are avatlable for gettmg custodIan banks to proVIde 
addttIOnal settlement guarantees Each bank can have a guarantor bank or contra-bank guarantee 
Smce more than one bank defaultIng at one tIme would be hIghly unltkely, If each bank had 
another bank guarantee ItS settlements, the SGP would not have to be actIvated In the event of a 
bank default 

Smce establIshIng an SGF IS an extremely hIgh pnonty, It mIght be expedIent to start estabhshmg 
the SGF Without the partiCipatIOn of custodian banks, untIl such tIme as the banks are directly 
mtegrated mto the settlement process 
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If custodIan banks do not partIcipate In the SGF, an Issue needs to be decided If a Broker 
defaults and money IS owed to a custodIan bank (from a sale transactIOn), should the SGF make 
the bank whole? Not dOing so would negate one of the pnmary purposes of the SGF
encouragtIlg (foreIgn) InStItutIons to Invest In the EgyptIan market by guaranteeing theu trade 
settlements-but IS paying the bank eqUItable If they are not SGF contnbutors? ThIS may be a 
pnce that EgyptIan brokers must pay to attract addItional bUSiness 

In summary, although perhaps not an eqUItable SituatIon, It may be expedIent to commence the 
SGF for the protectIOn and benefit of brokers and custodian banks, even though the banks might 
not Inttlally partICIpate In fundmg the SGF However, efforts should be made to seek addItional 
bank default protectIOn, such as m the manner descnbed above Comments on thiS Issue are 
Important 

D DISCUSSion of Funding Instruments 

ContributiOns to an SGF are generally In the form of cash, secuntles, letters of credit, short-term 
government Instruments, and other promissory notes In some countries, other securities may also 
be acceptable The secuntles of the SGF are usually pledged as collateral to a source ofhqUldlty 
(such as a bank or syndicate of banks) that prOVIdes the necessary funds to the clearInghouse or 
depOSitory Because the cash from the bank loans can be utIlIzed lffiffiedlately, thiS mechanism IS 
preferred when finanCial Instruments other than cash are deposIted Also, thiS arrangement 
elImInates the neceSSIty of hqUldatmg securItIes In the SGF to obtam the reqUIred cash This 
standby lIqUIdity would be arranged as part of the operatIons of the SGF 

If the SGF COnsiStS only of cash depOSIts, then bank credIt lmes can be used to secure addItIOnal 
bank fundmg m the event of a greater-than-antIclpated partiCIpant default The cash m the SGF 
should be mvested m "relatIvely safe" mcome-producmg securItIes 

In the case of an SGF that accepts contributIOns m the form of securitIes, letters of credIt, and 
partICIpant-backed guarantees, the SGF should not have a disproportIOnately large concentratIOn 
m the mstruments of a smgle Issuer Such a concentratIOn wIll expose the SGF to undue market 
nsk and make It vulnerable to a severe declme m the value of the SGF 

To secure additIOnal settlement-default protectIon, some countries have purchased settlement-nsk 
InSurance from mternatIOnal msurance underwriters Under thIs scenano, the country s SGF 
fundmg reqUIrements can be reduced to only the amount of the annual premIums plus the 
deductible amount of the msurance pohcy ThIS process could take some tIme smce the potentIal 
underwnter(s) Will want to review tradmg and settlement rules, actIVitIes and exposure, net 
capItal reqUIrements, finanCial statements of cleanng members, and other relevant mformatIOn 
before quotmg a pnce for such msurance ThIS avenue can or perhaps should be pursued m 
conjunctIOn With a self-fundmg SGF 

E Funding Approach and Mechanisms 

Each clearmg member (or broker) should be requued to make depOSits to the SGF, as determmed 
by some type of governmg board, m accordance With a speCIfic non-dlscnmmatory formula ThIS 
formula may be modIfied from tIme to tIme at the board s discretIon ModIficatIOns should 
reflect, among other factors, changes m the tradmg and settlement systems, direct settlement 
partiCIpants, rule changes, and adjustments to the settlement cycle or tIme penod 

One approach to fundmg the SGF, whIch IS used m the US, IS for clearmg members' 
contributIOn reqUIrements to be set at approximately 1 25% of purchase trades pendmg 
settlement, or long pOSitiOns, and approxImately 0 50% of pendmg sale trades, or short POSItIOns 
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(Smce faIls are permItted m the US, the trades pendmg settlement may represent trades past 
settlement date) Cash and other specIfied securItIes are acceptable SGF deposIts 

Member contrIbutIOns usually accumulate over a penod of tIme until a deSIred fundmg level IS 
reached 

In another country, every broker IS reqUIred to deposIt 5% of Its average druly purchases 
muitiphed by the number of days m the settlement cycle (Although thIS appears to be qUIte rugh, 
these depOSIts also represent the broker's total capItal reqUIrement) In Egypt, depOSIts could be 
made m cash and bank guarantees, With a mimmum of 50% In cash 

In research done regardIng fundIng for SGFs, most other countrIes based a broker's contnbutIOn 
on a percent of ItS average turnover, VIewed eIther druly or for the settlement cycle, With the 
percentage amounts falhng WIthIn the range stated above 

In summary, the contnbutIOns are generally based upon some percentage oftumover, eIther for a 
day or for the number of days In the settlement cycle, representIng the settlement exposure We 
suggest that the calculatIOns be made monthly, USIng a 3 month rollmg penod, In order to 
determIne eIther the average or preferably the hIghest settlement exposure for that penod 

E1 Meeting the Funding ReqUirement 

SInce the SGF would be used m the event of a member's settlement default and IS, therefore, 
related to the rIsk of a member defaultIng (much lIke an Insurance premIUm), the amount of 
premIUm or member depOSIt should be In lme WIth the settlement rIsk of that member, not Just a 
flat amount for all members (as IS the case m some countnes) As a suggestIon, a percentage of 
the member's settlement exposure would be deSIrable Some countrIes also have a mlrumum 
depOSIt reqUIrement (In the followmg computatIOns, we dId not have the data to conSIder the 
collectIOn of a mirumum from each broker) A mmImum depOSIt reqUIrement would have tended 
to mcrease the total collectIons and thus reduce the tIme It would take to reach the deSIred level of 
SGFfundmg 

In order to estImate the tIme It would take to meet thIS fundIng oblIgatIOn, we conSIdered the 
same four-day settlement-exposure penod, and assumed average daIly purchases were the value 
for every day (WIthOUt any addItIonal percentage mcrease to reflect maxImum exposure Instead of 
average exposure) 

We also assumed that there IS no mterest earned on any of the members' cash contrIbutIOns, 
whIch would mcrease the total amount collected and reduce the tIme reqUIred to attam the deSIred 
fundmg level 

Based upon a contInUatIOn of the same 12 months of data and averages, 1% of the dally purchases 
(LE680,405) tImes a four-day settlement penod equals an annual depOSIt from all brokers of 
LE2,721,620 At thIS rate, after commencmg collectIOns, the estImated deSIred fundmg level of 
LEI1 mIllIon would be reached durIng the first quarter of the fifth year 

If the rate of contrIbutIOn was 1 5%, after commencmg collectIOns, LE4,082,430 would be 
collected annually, and the deSIred fundmg level would be reached durmg the thIrd quarter of the 
thIrd year 

Smce the SGF reqUIrement would be based upon actual, not past average amounts, the fundmg 
requIre'11ent and collectIOn amounts would be adjusted to accommodate the current "largest" 
default that could occur 
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The cash deposIts, whIch would be mvested m money market Instruments or eqUIvalents, would 
earn mterest that should be credIted to the members on a pro-rata basIS, m accordance With theIr 
cash contnbutIons, thus lowenng therr addItIonal contrIbutIon requrrements to the SGF or 
reducmg the tIme needed to reach the desrred fundmg level 

A pohcy or procedure should be discussed and resolved to deal With an unforeseen "catastrophic" 
settlement faIlure that goes beyond depletIOn of the SGF Rather than assessmg the brokers, 
secunng an Insurance pohcy for addItIOnal settlement nsk mtght be pursued for thIS purpose If 
obtamed as a catastrophIC back-up, there would be a hIgh deductible amount (the SGF), and the 
Insurance premmms may be qUIte low and affordable Also, catastrophtc settlement protectIOn 
could be obtamed (perhaps by the government) by arrangmg for a hne of credIt from the Central 
Bank of Egypt 

F Legal Formation/ProvIsIons for SGF Rule 

The followmg rule prOVISIons and gUIdehnes assume that the SGF would only be utIhzed 10 the 
event of a settlement default by a broker This would confine the use of the SGF to the buy Side 
of trades, or the settlIng entIty havmg the responsIblhty to pay for the secuntles purchased Also, 
only brokers would be SGF contrIbutors Bookkeepers and custodIan banks are not mcluded It 
appears as If thIS approach IS the most realIstiC, relevant, practIcal, and effectIve way to launch 
the SGF In View of the hIgh pnonty of thIS project, It would also be the most expedItious 

If It IS deCIded that the SGF could also be used to "proVide hqUIdIty" for a defaultmg broker, one 
who wtll contInue 10 bus mess, then some of the followmg sectIOns regardmg suspensIOns, 
actIVities of the SGF, etc Will not be apphcable The defaultmg broker's account (and other 
accounts) of the SGF would be replemshed by the defaultmg broker If It were not replemshed, 
then the suspensIOn, curtatled actIVitIes of the defaultIng broker, etc would apply 

Agam, the follOWing represents the CMD proJect's suggestIOns and recommendatIons It IS aImed 
to SOhClt comments and oplmons from the parnes mvolved pnor to finahzmg the SGF 

Dependmg upon the SGF's structure, these sectIOns may represent guIdelInes, part of the 
procedural process, or rules Because these sectIOns are somewhat autonomous, there IS some 
overlap and duphcatIOn 10 statmg the prOVISIOns 

SectIOn 1 DefimtIOns 

1 There should be a defimtIOn sectIOn of thIS rule/gUIdelIne Members should refer to brokers 
(who are MCSD members) Of course, members could be expanded to mclude custodIan 
banks and bookkeepers, If appropnate The defimtIOns would pertam mostly to the legal and 
organIzatIOnal structure, whIch remaIns to be deCIded 

Section 2 Purpose 

1 The SGF IS estabhshed for the sole purpose of guaranteemg settlement obhgatIOns of the 
MeSD brokers for trades executed on the CASE It IS not to be used for guaranteemg any 
other finanCIal oblIgatIOns ofMeSD members 

Section 3 OrgamzatIOn 

1 The SGF should be estabhshed 10 accordance With the corporatIOn and bankruptcy laws of 
Egypt It should be estabhshed With separate hmlted habIhty 10 as effiCIent and slmphfied 
manner as pOSSIble Ideally, It could be estabhshed as part of the MeSD, prOVided all of the 
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MCSD's other assets are protected It could be a separate hmited-lIability company, and In at 
least one country, It IS a separate trust 

2 The SGF should be admlrustered, controlled, and managed by a goverrung body consIstent 
With Its organIZatIon TIus could be a board of dIrectors, a board of governors, a board of 
trustees, an adVISOry board, etc ThIs "board" should be compnsed of the followmg five 
votIng members 

a Chrurman of the CMA 

b Chrurman of CASE 

c ChaIrman or Deputy ChaIrman ofMCSD 

d two MCSD clearIng representatIves-from two representatIve brokerage firms 

If It IS deCIded at some POInt that custodIan banks and bookkeepers should partICIpate In the 
SGF, they should also be represented 

3 The board should also consIder three non-votIng or adVISOry members 

a the chIef or seruor operatmg officer ofMCSD 

b one attorney 

c one finanCIal and/or economIC expert 

4 The board's five votmg members should elect the chaIrman by maJonty vote 

5 The broker representatIves (and other MCSD partICIpant representatIves) should serve for 
three-year terms, willIe th~ attorney and finanCIal and/or economIC expert should serve for a 
five-year penod 

6 In addItIOn to regular quarterly meetmgs called by the chaIrman, In the event ofMCSD 
default or potentIal or pOSSIble default, any ofthe board members may contact the chaIrman 
or hIS deSIgnee to call an emergency meetmg All votIng board members or theIr appomtees 
should be reqUITed to attend the meetIng, WIth the tIme and place deCIded by the chrurman or 
hIS deSIgnee Emergency meetmgs may be held by telephone 

7 For all Issues to be resolved at the board level, mcludmg the actIvatIOn ofthe SGF to fulfill a 
defaultmg member's settlement obhgatlOn, a SImple maJonty of the votIng board members 
should carry the motIOn 

8 The board members should serve on a voluntary non-paId basIS However, they should be 
reImbursed for out-of-pocket expenses assocIated With conductIng theIr dutIes 

9 All MCSD clearmg members must be partICIpants and contnbutors to the SGF 

10 All Members must agree to all artIcles of thIS rule and all actions and motIOns ofthe SGF 
board 

11 All MCSD members should have separate accounts mamtaIned WIth the SGF 
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12 If It decIdes to do so, the Egyptlan government could also have a separate account Wlth the 
SGF TIns account would be treated as a preferred or pnvtleged account, and no momes 
would be extracted from It unless all MCSD members' accounts were depleted ThIs 
pnvIleged or preferred status may be voluntarIly WaIved by the government 

Sectzon 4 General and Specific Powers of the Board 

1 The board should have the power to appomt person(s) to act on Its behalf m carrymg out Its 
duties and functlons (ThIS would generally be headed by an operatlOns person and a legal 
person) 

2 The board should have all such powers, authontles, and nghts necessary or reqUlred for the 
management, control, and executlon of the SGF 

3 In such actlVltles, the acts or deCISIOns of a maJonty of the board would be bmdmg 

4 If It IS m the best mterests of CASE, MCSD, SGF, and the Egyptian securltles markets, the 
board may declare certaIn trades to be vOlded Tlus could be a controverSIal pomt, and should 
only be consIdered If certaIn trades rrught cause the SGF to be senously ImpaIred or If 
settlement oblIgatlOns go beyond the fundmg of the SGF ThIS should only be mvoked If 
these trades are deemed to be fraudulent, unwarranted, and not m the best mterests of the 
Egyptlan securltles communIty 

5 The board could take whatever actIon deemed appropnate to complete MCSD settlement 
oblIgatlOns, mcludmg but not lImIted to 

• sellmg and convertmg mto cash any SGF assets 
• borrow agamst those assets 
• open, mamtam, and control bank accounts on behalf of the SGF 
• create, subscnbe, and adrrumster any 1n5urance schemes or programs that add 

addttlonal settlement-nsk protection 
• retam and mcur expenses for appropnate consultmg support and staffing necessary to 

operate the SGF 
• pay all such expenses mcurred by the operatlon of the SGF 

6 As descnbed below, the board should have the nght to mvest the SGF's cash assets 

7 The board should have the nght to add to, amend, or repeal the rules of the SGF 

8 The SGF board should have the authonty to appomt a trustee/receIver or actmg CEO to 
manage the affairs of the defaultmg member The resultant expendIture would be deemed an 
appropnate expenses 

9 To seek addItIOnal adVlce and/or to asSISt m the mvestigatIOn and hqUldatlOn of a defaultmg 
member, the SGF board should have the authonty to obtain the asSIstance of outsIde experts 
ThIS additlonal expense would be borne by the SGF 

10 The board should have the authonty to reverse or negate any and all trades executed on the 
CASE whIch It deems to be, or suspects to be pendmg further mvestigatlOn, fraudulent, 
mappropnate, and/or not m the best mterests of the EgyptIan securitles mdustry 
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Sectlon 5 Uses and ActlvatlOn of the SGF 

1 If a member can not meet Its settlement obhgatIon, the SGF would be actIvated to fulfill the 
obhganon of the defaultIng member, m order that all MCSD members are "made whole" and 
that they receIve the momes due them for that settlement penod NotIficatIon to the board 
would come from the chaIrman of the MCSD or hIS deputy 

2 Any and all necessary expenses, as determIned by the board, related to the SGF bemg 
actIvated on behalf of a member's default of Its settlement obhgatIOns, should also be 
appropnate SGF expendItures 

3 If the SGF IS utlhzed to guarantee or complete a settlement, the defaultmg member causmg Its 
usage should be suspended as descnbed below 

1111s could be modified to also allow for a smgle (or warnmg) default by a member (a default 
m wruch the SGF proVIdes the needed lIqUldity for the defaultmg member) Under thIS 
CIrcumstance, the apphcable fmes and penaltIes should be stated 

4 When the SGF IS utIlIzed to complete a settlement, the funds reqUIred should be taken from 
the account of the defaultmg member If the defaultIng member's account IS exhausted and If 
the amount taken IS stIll Insufficient to satIsfy the settlement reqUIrements, any addItIOnal 
amounts should then be taken from all MCSD members on a pro-rata basIS, m accordance 
With each member's total depOSIt With the SGF 

If that amount IS stIll InsufficIent to satIsfy the settlement reqUlrements, the EgyptIan 
government's account (If establIshed) would then be utIhzed The EgyptIan government may 
WaIve thIS preferred status, and elect to have Its funds deployed earher m thIS process 

The board should mqUlre about addItIonal outsIde Insurance or, With government asSistance, 
secure a lme of credit from the central bank (or other banks) m the event the entIre SGF IS 
stIll msufficlent 

5 The uses of the momes held by the SGF are lImIted to meetmg member losses, lIabIlIties, or 
oblIgatIOns mCIdent to the settlement of trades and appropnate expendItures ThIS should also 
mclude meetmg loan comrrutments made by the board m order to meet such settlement 
obhgatIons (Appropnate expenditures may be delmeated m the 'definItIOns" section) 

6 The SGF cash depOSIts may be mvested m short-term government debt m order to earn 
addItIOnal mterest mcome for the members 

7 The mterest mcome generated by the cash depOSIts Will be allocated to the members' 
accounts on a pro-rata basIS, m accordance With each member's total cash depOSit 

8 If an SGF loss or expendIture IS subsequently recovered, partIally or m whole, the recovered 
amount should be credIted or dIstrIbuted to the members' accounts on the same pro-rata basiS 
as the lOltlal charge to the accounts was made Termmated members should also receIve theIr 
pro-rata share of the dIstrIbutIOn 
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Section 6 Fundmg the SGFlMember Deposits and ReqUirements 

1 Every member IS reqUlred to make depOSIts to the SGF as determmed and requrred by the 
board of the SGF, m accordance Wlth a speCIfic non-dIscnmmatmg formula and Wlthm a 
speCIfic tIme frame (as stated below) At the board's dIscretIOn, the depOSit-reqUIrement 
formula and tlme frames may be occasIOnally changed 

These depOSits wIll contInue until the desrred fundIng level, as determIned by the board, has 
been reached The speCIfic formula may be Included here 

2 SGF depOSIts must be m cash or bank guarantees acceptable to the board At least 50% of the 
total depOSIt must be In cash (ThIS IS, of course, only a suggestIon) 

3 If a member's monthly reqUIrement calculatlon IS greater than the member's depOSit at the 
MCSD (meanmg that It IS greater than the preVIOUS month's calculatton), the additIOnal 
depOSIt must be made wlthm five busmess days after receiVIng the depOSIt-reqUIrement 
notIficatIon from the MCSD 

4 If there IS a charge to a member's SGF account as a result of the SGF bemg used to satisfy a 
settlement on behalf of another MCSD member, a request for additIOnal funds, as a result of 
the charge, must be satIsfied Wlthm five busmess days after receIVIng the depOSIt notIficatIon 
from the MCSD 

5 If there IS a loss, expendIture, or habIhty mcurred by the SGF and a charge IS made to a 
member's account because of thIS event or If the member termmates Its membership, that 
member IS stIll subject to additIOnal charges, If any, attnbutable to that same loss, 
expenditure, or lIabilIty If termmatton occurred after the tnltlal charge was mstltuted 

6 If a letter of credIt or other debt depOSit IS approved as an acceptable depOSit by the board and 
If that mstrument IS Wlthm 10 days of Its expIration, the mstrument must be substituted 

Sectzon 7 Imphcatlons of Member Default 

1 If the SGF IS utIlIZed to guarantee or complete a settlement, the defaultmg member causmg Its 
usage should be suspended, except for speCIfic, IImtted busmess actIVIties as descnbed below 

If one default IS permItted, trus pomt Will have to be modIfied The CEO of the MCSD (or rus 
representative) should stIll notify the board of the default and the board WIll have to actIvate 
the SGF anyway 

2 All MCSD members, mcludmg any defaultmg or bankrupt member, are oblIgated for theIr 
entire settlement oblIgatIOn Any and all losses mcurred by the SGF as a result of that default 
remaIn the defaultIng member's responsIbIhty, even though Its account at the SGF may be 
depleted 

3 For the suspended member, only customer account IIqUldatIOns are permItted No new 
purchases are allowed If a customer has patd m full for the secuntIes held, the customer can 
deCIde to lIqUIdate hIS pOSItIOn or transfer hIS account to another member 

4 Remstatement of the suspended member as a firm or the employment of any ofthe seruor 
officers of the defaultmg member m a new or eXIstIng member frrm may not occur for at least 
30 days 
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5 Remstatement of the suspended member may occur only after all habIhttes and obhgatlOns to 
the MeSO and SGF are fulfilled and the board approves such a remstatement 

6 Re-employment of the semor officers, especIally those most responsIble for the defalcatIOn as 
determmed by the board, may be Withheld untll after all of the defaultmg member's habilIties 
and obhgatlOns to the MeSO and SGF are fulfilled and the board deems It appropnate for re
employment 

7 For reInstatement of the suspended member as a member In good standIng WIth the MCSD, 
the SGF governIng board has the authonty to Impose hIgher capItal reqUIrements and more 
sUItable management, operatIons, fmancIal, and adrnmistratIve expertIse on the firm 

SectlOn 8 SGF Withdrawals 

1 Subject to the condItIons stated below, an MeSO member IS entItled to Withdraw from ItS 
account at the SGF an amount up to the excess of Its depOSIt reqUIrement This amount IS to 
be prud from the SGF 10 days after the Meso receives such a WIthdrawal request m wntmg 
from the member 

2 Subject to the condlttons stated below, a member IS entItled to receive Its total SGF depOSit 
held m Its account 90 days after 

• ceasmg to be a member of the MeSO, and 
• all transactIOns have been closed and there IS no further Meso habllItIes, and 
• all obhgatIOns With the MeSO and SGF have been satIsfied, or 
• at the dIscretIOn of the board, appropnate mdemmtles or guarantees have been 

substttuted for all transactIOns and obhgattons 

3 Regardmg the above Withdrawals, If the SGF IS mvolved m resolvmg a member-defaulted 
settlement, the wruttng penod would commence after all settlement oblIgatIOns have been 
completed, and after all member-account reqUIrements and balances have been determmed 

Secl10n 9 Fmanclal Reporl1ng 

1 Every MeSO member's Capital and financial statements must be audited and exammed 
armuaIly by an mdependent accountmg firm from Egypt 

2 An armuaI audit and exammatton of the SGF must be performed by an mdependent, 
accredited audltmg firm selected by the board 
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