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DeposItory FunctIonal SpecIficatIons - OvervIew and OperatIons" (FunctIonal 
SpecIfIcatIons) ThIs document was wntten by John Rucknch, PncewaterhouseCoopers 
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All Ukrame Cleanng DeposItory FunctIonal SpecIficatIons 

1 Introduction 

The overall busIness objectIves ofthe All Ukrame Cleanng DeposItory, (AUCD) for the 
UkraInIan CapItal Market are 

to snnphfy the process of transfemng ownershIp of secuntIes, 

2 to Increase publIc confidence m the secuntIes market through reduction of the many 
nsks Inherent In the settlement process, 

3 to raise the UkraIman secuntIes market to the standard of mternatIonal capItal 
markets 

In order to achIeve these goals, the AUCD WIll Implement a number of systems desIgned to 
automate the c1eanng, settlement and deposItory functIOns of the capItal market m Ukrame 
The purpose OfthiS document IS to descnbe the functIonal specIficatIOns for the pnncipal 
components of thIS SUIte of systems and to descnbe how these systems Interact In the overall 
capItal markets envIronment m Ukrame 

The purpose of these systems IS to settle trades WhICh are executed m the regulated publIc 
market places of Ukrame withm processes that are deSIgned to reduce nsk to the market, the 
AUCD partIcIpants and Investors These systems have been deSIgned to be fully Integrated 

1 1 System Overview 

1 1 1 Clearing System 

The purpose of the Cleanng System IS to prepare trades for settlement The Cleanng System 
supports trade reportmg, trade correctIOn and trade confinnatIoniaffinnatIon functions Trade 
affirmatIOn IS reqUIred when a trade IS executed for an InstItutIOnal Investor The InstItutIOnal 
Investor receIves a confirmatIon of the trade from hIS custodian named m the trade and 
Instructs hIS custodIan to affinn or reject the trade Where the trade IS affinned by the 
custodIan, the custodIan assumes the settlement oblIgatIOn of the broker named m the trade 

Not all brokers WIll have a custodian lIcense as reqUIred by law to be a member of the AUCD 
These brokers should have a correspondent relattonship WIth a member ofthe AUCD who 
WIll assume the c1eanng and settlement oblIgatIons for the non-member broker Should the 
non-member broker not establIsh these agreement(s) WIth AUCD custodIans for cleanng and 
settlement servIces, the non-member WIll be restncted to a Trade for Trade settlement 

The Cleanng System wIll examIne all trades for whether they are elIgIble for contractual 
settlement whereIn the AU CD guarantees the net settlement oblIgatIOn or whether the trade IS 
to be processed as a Trade for Trade transactIon whereby the AUCD assumes no settlement 
responSIbIlIty but does prOVIde the accountmg and control process for a DelIvery versus 
Payment faCIlIty between the ongmal partIes to the trade 

1 1 2 Settlement System 

Settlement IS the exchange of secunttes for money Settlement WIll be book-based (1 e , 
ownershIp WIll be transferred withm the records of the AUCD) Book-based settlement WIll 

IntroductIon 1 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

All Ukrame Cleanng DeposItory FunctIOnal SpecIficatIons 

be dIrectly agamst an ommbus deposItory sub-account mamtamed and managed by a 
custodIan or a propnetary sub- account specIfically opened to contam the custodIan's own 
secunty portfoho Book-based settlement wIll also be dIrectly agamst an ommbus or 
propnetary deposItory sub-account mamtamed by the custodIan but managed by a broker wIth 
whom the custodIan has a contractual relatIonshIp to clear and settle all trades executed by the 
broker agamst the ommbus sub-account All funds and secuntIes wIll be netted at the 
custodIan level The secuntIes nettmg process wIll be multI-lateral The system wIll use a 
two-pass process to effect settlement The first pass creates the Settlement Statements for all 
custodIans and deals with the oblIgatIOns (secunttes and funds) between broker/custodIans 
and the AUCD The second pass of the settlement cycle deals wIth setthng oblIgatIons 
(secuntIes only) between broker/custodIans and the AUCD 

The settlement cycle assumed m thIS document IS a three busmess day settlement cycle (Trade 
Date+ 3 IS settlement date) Both secuntIes and money wIll settle on the same day (T + 3) m a 
DVP envIronment The settlement cycle can be changed to one more sUitable to the 
Ukramian CIrcumstances 

Trade for Trade transactIOns wIll settle withm the system's settlement cycle unless the 
transactIOn contams an overnde settlement date m the ongmal trade submIssIOn from the 
NatIOnal Market System 

I 1 3 DeposItory System 

Investors wIll hold posItIons m the AUCD by opemng an account wIth a CustodIan who IS a 
partIcIpant m the AUCD Investment funds and other mstItutIonal mvestors wIll do lIkewIse 
Sub-accountmg for posItIons m the custodIan ommbus accounts IS carned out m the mternal 
accountmg systems of the custodIan The DepOSItory System supports the functIons of 
account management (opemng depOSItory accounts and sub-accounts, closmg depOSItory 
accounts and sub-accounts, depOSItory account and sub-account mamtenance), deposits, 
transfers, wIthdrawals and corporate actIons (cash dIVIdends, stock splIts, etc) 

1 2 Account Structure 

The Depository System mamtams five types of accounts 

CustodIan account - consIstmg of two sub-accounts, propnetary and ommbus 
The propnetary sub-account will reflect the personal holdmgs of the custodIan and 
the ommbus account will reflect the co-mmgled holdmgs of the chents of the 
custodIan (for secuntIes) AddItIonal propnetary and ommbus sub-accounts may 
be opened for each broker who has SIgned an agreement wIth the custodIan to 
settle the trades of the broker 

2 Custodian cleanng accounts WhICh mclude the followmg sub-accounts a)techmcal 
sub-account for share and money oblIgatIOns, b )cleanng free shares for settlement, 
c)settlement money 

3 Issuer propnetary accounts (shares) 

4 AUCD Buy In accounts (money and secuntIes) 

5 AUCD Sell Out accounts (money and secuntIes) 

IntroductIon 2 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

All UkraIne Cleanng DepOSItory FunctIonal SpecIficatIons 

CustodIan ommbus accounts represent the aggregate secunty holdIngs for the custodIan's 
chents Secunty posItIons of the custodIan's chents are co-mIngled In the omnIbus account 
The IndIVIdual secunty posItIons that make up the ommbus account are mamtamed m the 
custodIan's Internal accountmg system and are not known to the AUCD 

Cleanng accounts are mamtamed for each custodIan account A custodIan may have one 
depOSItory account He WIll have one cleanng account to support hIS depOSItory account 
Cleanng accounts are used for settlIng money and secunttes Cleanng accounts represent the 
"other SIde" of the accountIng transactions generated by the system dunng the settlement 
cycle 

Issuers do not have Cleanng accounts because they are not engaged m the tradmg actIvIty 

BUY-In accounts are also mamtamed m the system for use by the AUCD A Buy In account IS 
a speCIal purpose account used when a custodIan's cleanng account contams a short pOSItion 
at the end of the daIly settlement cycle When a cleanng account contams a short pOSItIon, 
the system wIll move the short pOSItIon and the funds related to the short po SItton mto the 
AUCD's Buy In account A Buy In trade IS then executed agamst thIS account to cover the 
short pOSItIon The Buy In IS executed by the AUCD on whIchever tradmg faCIlIty It deems 
best SUlts the AUCD's purposes 

Sell out accounts are also mamtamed m the system for use by the AUCD A Sell Out account 
IS a speCIal purpose account used when a custodIan's cleanng account contams a money debIt 
balance, 1 e the custodIan dId not pay hIS full money settlement obhgatIon The AUCD 
would take charge of all dehvenes made to the defaultmg custodIan and follow Sell Out 
processmg procedures 

1 3 Busmess Operatmg EnVironment 

The systems beIng develop for the AUCD are mtended to make the mteractIon between the 
vanous partIes mvolved m the UkraInIan CapItal Market more effectIve and effiCIent These 
partIes are 

I Cleanng DepOSItory orgamzatIon (AU CD) 

2 Broker/CustodIans 

3 Issuers 

4 RegIstrars 

5 The NatIonal Market System 

6 NatIonal DepOSItory of UkraIne and other deposltones 

7 Settlement Bank 

131 TheAUCD 

The AUCD does not Intend to have dIrect face-to-face contact WIth the InvestIng pubbc The 
CustodIans WIll be responSIble for, among other thmgs, acceptIng depOSIts of secunttes and 
other actIvIty related matters concernIng the Investors' holdIngs In the DepOSItory The 
AUCD and ItS related Interfaces and actIvItIes WIth the other capItal market partICIpants IS 
descnbed In thIS sectIon and throughout the document 
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1 3 2 Broker/CustodIans 

Members of the AUCD WIll hold both a brokerage hcense and a custodIan hcense However 
not all custodIans wIll functIOn as brokers and not all brokers WIll funcbon as custodIans 
There wIll therefore be market partIcIpants who fall mto one of the three followmg 
categones 

1 PartIcIpants who conduct both a brokerage busmess and a custodIan busmess 

2 PartIcIpants who conduct only a custodIan busmess 

3 PartIcIpants who conduct only a brokerage busmess 

Brokers who desIre to execute trades for mdlvldual mvestors whose secunty holdmgs are 
wIth a custodIan utIlIzmg the servIces of the AUCD have a chOIce of 

a) sIgnmg a contract wIth the custodIan responsIble for the clIent's secunty 
holdmgs The contract would commIt the custodIan to be responsible for 
setthng the trades for those chent accounts that the broker has the nght to 
manage 

b) openmg an account wIth the AUCD 

c) submlttmg the trades for settlement m the non-guaranteed settlement Trade for 
Trade mode 

Fmanclal mstItutIOns, large mvestors and later foreIgn mvestors may use one or many 
broker/custodIans for tradmg and another broker/custodIan for settlement The settlement 
broker/custodIan functIOns not only as a custodIan but also as a Settlement Agent In thIS 
case, tradmg mstructIOns are gIVen by the InstItutIOn or ItS agent to a broker ConfirmatIon of 
the matched trade IS commumcated to the settlement broker/custodIan The settlement 
broker/custodIan upon affirmmg of the trade also accepts the settlement responsIblhty The 
system WIll accept the trade affirmatton and move the settlement obhgatIOn from the 
executmg broker to the settlement broker/custodIan member(Settlement Agent) Should the 
executmg broker not be a member of the AUCD nor have a contract wIth an AUCD 
custodian to accept settlement responslblhty for trades executed by the broker then the 
InstItutIonal Trade IS channeled through Trade for Trade process whIch fatlmg affirmatIOn by 
the Settlement Agent, the trade would automatIcally be permItted to faIl 
At the end of each busmess day the AUCD wIll prepare m machme processable form, a 
record of custodIan holdmgs and transactIOns to support the balances It wIll be the 
responslblhty of the custodIan to report any dIscrepancIes wlthm a three busmess day penod 
or the records of the AUCD WIll be assumed to be correct Further, It IS the responsibilIty of 
all custodIans to update theIr ommbus detaIls records m their own systems wlthm 24 hours 
after the trade settlement date 

133 Issuers 

There are mterfaces reqUIred for Issuers of Bearer SecuntIes and Non-Documented Secunbes 

1 3 3 1 Interface to Issuer-Documented Bearer Secunttes 

In the first ImplementatIOn of the AUCD, bearer secunttes Will not be elIgIble for 
servIces of the AUCD The umque processmg reqUIrements ofthe bearer certIficate wIll be 
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studIed and a separate document descnbmg the functIOnal specIficatIons for bearer certIficate 
proceSSIng wIll be produced and cIrculated for comment 

1 332 Interface to Issuer-Non-Documented SecuntIes 

Pursuant to the effectIve legtslatIon the Issuers shall be recognIzed as the AUCD chents along 
wIth custodmns and other deposItones If the decIsIOn was taken to Issue secuntIes In a non­
documentary form the Issuer must conclude an agreement wIth the AUCD on servICIng the 
secuntIes Issue and deposIt a global certIficate Whlle deposltmg a global certIficate the 
AUCD shall open an Issuer secuntIes account for the Issuer The agreement for servIcmg the 
share Issue must also envIsage openmg m the AUCD of an account where the Issuer's 
treasury stock WIll be held, as well as servICIng Issuer's transactIons In Issued secuntIes The 
AUCD shall complete a consohdated regIstry for non-documentary secuntIes upon the 
request of the Issuers whose global certIficates are deposIted wIth the AUCD 

1 3 4 RegIstrars 

If regIstered secuntIes are Issued m documentary form the ownershIp nghts are accounted 
(transfer of ownershIp IS performed) by a regtstrar A share certIficate Issued In accordance 
wIth the SSMSC reqUIrements serves as a document confirmIng the ownershIp nghts to 
secunhes Issued In documentary form 

Documentary secuntIes can be ImmobIlIzed m AUCD ThIS means that the regIstered 
secuntIes Issued m documentary form shall be reregIstered from beneficml owner or nommal 
holder name to the name of AUCD as a nomInal holder Share certIficates shall be cancelled 
and kept WIth the regIstrar 

The ImmobIhzed regtstered secunhes shall be accounted m the regIStry system on the account 
of the nomInal holder - the deposItory In whIch these secuntles were Immoblhzed, 1 e In the 
AU CD 

The fact of ImmobIlIzatIon of regIstered secuntIes shall be confirmed by an ImmobIlIzatIon 
certIficate Issued In the name of the AUCD The ImmobIhzatIon certIficate shall be Issued to 
the AUCD by the regIstrar 

In case there IS a need to compIle a regtstry of regIstered secuntIes, the regtstrar, WIth whIch 
the AUCD IS regIstered as a nomInal holder, shall send to the AUCD a wntten 
order/Instructton to compIle a consolIdated regIster Such a regtster shall be compIled on the 
baSIS of sub-regIsters submItted by custodIans and/or consolIdated regIsters transferred by 
other deposItory WIth whIch the AUCD maIntaInS correspondent relatIons The total number 
of a secunty recorded WIth the regIstrar on the account of the AUCD as a nomInal holder 
should equal the aggregate number of the secunty on the secuntIes accounts custodians­
partIcIpants whIch have transferred them to the nomInal holder The latter amount should be 
equal to the number of secuntIes IndIcated In the ImmobIlIzatIon certIficate 
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At the Imhal stage of AUCD development the reglstnes shall be reconcIled "manually" 
(reconCIlIatIOn WIll not be automated) The AUCD shall produce reports mdIcatmg a total 
number of each Issuer secunties recorded m the name of the AUCD as a nom mal holder The 
regtstrar WIll reconcIle thIs data WIth the total amount of secunhes recorded m the name of 
the AUCD as a nommal holder Any dIfferences should be ImmedIately mvestIgated and 
resolved 

The reverse process of (OpposIte to) Immoblhzatton IS matenahzatton, I e the 
transformation of ImmobIlIzed documentary secunttes mto documentary form For thIs 
purpose the respective amount of regIstered secunttes shall be wntten off from the account of 
a nommal holder WIth the regIstrar and credIted to the account of the secuntIes owner The 
regIstrar shall Issue to the owner or the AUCD (as dIctated by AUCD procedures) a new 
secunttes certIficate The records of ownershIp nghts to documentary secunttes shall further 
be kept withm the regIstry system mamtamed by the regIstrar 

135 The National Market System 

The Nattonal Market System IS a broad reference to all the regulated marketplaces m Ukrame 
WhICh WIll produce as ItS product a matched trade The tradmg methodology of each 
regulated marketplace may dIffer but the matched trade, If submItted to the AUCD, wIll be 
subject to the AUCD cleanng and settlement rules and procedures The matched trades 
submItted to the AUCD WIll be eIther subject to contractual settlement, Ie, subject to the 
AUCD settlement guarantee, or Trade for Trade processmg, not subject to the AUCD 
settlement guarantee and therefore subject to non-settlement 

The Cleanng, Settlement and DepOSItory systems are deSIgned to mtegrate WIth the publIcly 
regulated automated tradmg systems m the Ukrame WhICh are collecttvely referred to m thIS 
document as the NatIOnal Market System (NMS) These systems wIll be hnked to the AUCD 
for purposes of reportmg trades executed m the NMS for clearance and settlement m the 
AUCD The hnkage WIll be over the best and most appropnate commumcahons facIlIttes 
avaIlable utIhzmg record formats speCIfied by the AU CD 

The only trades whIch wIll be accepted mto for clearance and settlement processmg m the 
AUCD are trades m AUCD eltgible secunttes In order to sell depOSItory ehgtble secunttes 
through the NatIonal Market System, the mvestor must first have the secunttes depOSIted WIth 
one of the AU CD broker/custodIans Short sellmg IS not supported by the AUCD ThIS IS m 
keepmg WIth ItS overall responsibIltty of controllmg systemIC nsk Tradmg m secunhes not 
ehglble m the AU CD WIll follow the rules and procedures m force before the creatton of the 
AUCD The remamder OfthiS sectton IS concerned only WIth depOSItory ehgible secuntIes 

1 3 6 The National DeposItory of Ukrame and other DeposItOrIes 

At thIS tIme the mterfaces between the NDU, AUCD and other deposltones IS beyond the 
scope of the workplan dlrectmg the functIOnahty ofthe AUCD 
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1 3 7 Settlement Bank 

The preferred Settlement Bank model IS the use ofthe NatIOnal Bank, fallIng to acquIre such 
servIces, the best avaIlable commerCIal bank should be chosen based upon avaIlabIlIty, 
relIabIlIty, profiCIency, and wIllIngness to supply lIqUIdIty when reqUIred 

1 4 Settlement Guarantee Fund 

The Settlement Guarantee appbes only to those share and money settlement oblIgattons whIch 
have been accepted mto the contractual settlement process and are a result of the multI-lateral 
nettmg of trades The only trades whIch would not be subject to the Settlement Guarantee 
would be those trades speCIfically mdlcated Trade for Trade If the AUCD IS to be able to 
guarantee settlement, It must be m a financial po sItton to make good on any defaults m 
eXlstmg settlement oblIgatIOns The Settlement Guarantee Fund IS mtended to proVIde the 
reqmred source of funds to make good on settlement defaults The Settlement Guarantee 
Fund must be conSIdered the last lIne of defense m ensunng the orderly settlement of trades 
Before gomg to the Settlement Guarantee Fund the AUCD must first make every effort to 
have the defaultmg custodIan make good on the default Only m the event that the custodIan 
IS unable to remedy the default WIll the AUCD make use of the Settlement Guarantee Fund to 
meet ItS settlement oblIgattons The Settlement Guarantee Fund IS a pool of cash and 
collateral placed under the control of the AUCD by ItS custodIans The fund IS drawn upon to 
obtam funds needed to settle oblIgattons when those funds are not prOVIded by the AUCD 
custodIan as reqUIred by the AUCD rules 

The level of contnbutton to the Settlement Guarantee Fund wIll bear some relattonshlp to the 
SIze and normal settlement oblIgatIOns for each custodIan The actual formula for 
determmmg the level of reqUIred contnbuttons to the Settlement Guarantee Fund and the 
procedures for management and use of the fund WIll be determmed by the Board of DIrectors 
of the AU CD 

1 5 Insurance 

In addItIon to relIance on the Settlement Guarantee Fund, each custodIan should have 
appropnate msurance m place Insurance coverage for such hazards as fire, flood, storm 
damage, sabotage, busmess mterruptton etc are usually arranged mdIvldually by each 
custodIan There should also be fidelIty msurance coverage and profeSSIOnal mdemmty 
coverage for nsks relatmg to the fraudulent or erroneous actIons of employees of the 
partICIpants The AUCD should also be covered by thIS type of msurance 
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All Ukrame Clearmg DeposItory FunctIOnal SpecIficatIons 

2 Cleanng 

2 1 General Overview & Assumptions 

The purpose of the Cleanng System IS to prepare trades for settlement The Cleanng System 
supports trade reportmg, trade correctIOn and trade affirmatIOn functions Trade affirmatIOn 
IS reqUIred when a trade IS executed for an InstItutIOnal Investor and the cleanng 
broker/custodIan IS dIfferent than the settlement broker/custodIan The InstitutIonal mvestor 
receIves a confirmatIOn ofthe trade from hiS settlement custodIan named m the trade and 
mstructs hiS settlement custodIan to affirm or reject the trade Where the trade IS affirmed by 
the settlement custodIan, the settlement custodIan assumes the settlement oblIgatIOn of the 
cleanng broker/custodIan named m the trade 

Not all brokers WIll have a custodIan lIcense as reqUIred by law to be a member of the AUCD 
These brokers WIll have to have a correspondent relatIOnshIp WIth a member of the AUCD 
who wIll assume the cleanng and settlement obhgatIons for the non-member broker The 
IdentIty of these melIgIble brokers wIll be part of the trade mformatIOn record and mcluded m 
the relevant reports and mqumes 

The Cleanng System wIll examme all trades for whether they are elIgIble for contractual 
settlement wherem the AUCD guarantees the net settlement oblIgation or whether the trade IS 
to be processed as a Trade for Trade transactIOn whereby the AUCD assumes no settlement 
responsIbIhty but does prOVIde the accountmg and control process for a DelIvery versus 
Payment faCIlIty between the ongmal partIes to the trade 

2 2 Acceptmg Trades from National Market System 

Trades are receIved by the Cleanng System at the end of each tradmg day Trades m non­
depOSItory elIgIble secunties wIll be rejected and returned to the submIttmg member of the 
NatIOnal Market System These trades WIll contmue to follow rules and procedures m effect 
pnor to ImplementatIOn of the AUCD Trades requmng phYSIcal settlement are not accepted 
m the AUCD Cleanng or Settlement process 

In order to clear and settle the trades, whether Contractual or Trade for Trade, certam 
mformatIOn must be present, If reqUIred, m the trade record to guIde the settlement 
process Name of Executmg Broker 

2 Number of CustodIan Sub-Account m whIch the trade wIll settle 

3 Number of CustodIan Sub-Account m whIch an InstItutIOnal Trade WIll settle, If 
not affirmed 

4 Trade for Trade/Contractual Settlement IndIcator 

5 Chent Account number (reqUIred for InstItutIOnal Trade) 

2 2 1 illustratIOns Of Trade Types 

2 2 1 1 IndIVIdual Investor Trade-The mdivIdual mvestor WIll have an account WIth a 
custodIan and the mvestor WIll deCIde whIch brokers wIll have the authonty to execute trades 
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on theIr behalf The IndIvIdual Investor may utIlIze the brokerage servIces of the custodIan 
wIth whIch he has a custodIal account or he may utIlIze the servIces of a broker who has a 
contractual agreement wIth the Individual Investor's custodian whtch penmts the broker to 
manage the holdmgs desIgnated as under the control ofthe broker The matched trade record 
then would contam the followmg 

1 The Identifier of the executmg broker 

2 A custodIan sub-account number whIch IdentIfies the custodIan sub-account m 
whIch the trade wIll settle who Will perform both the cleanng and settlement 
functIOn 

3 Trade for Trade mdlcator, If applIcable 

I System junctwn 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I Add the trade to the custodian cleanng account 

2 Mark trade as unsettled 

3 Mark trade as "contractual settlement" or Trade for Trade 

2 2 I 2 Instttutlonal Trade-InstttutIonal mvestors utIlIze the services of Custody Banks 
whIch WIll m Ukrame be CustodIans m the AUCD The Instttutlonal Investor often utIlIzes 
multiple brokers for trade executIOn but only uttlIzes one custodIan for the settlement of the 
mstItutIOn's trades The custodIan for the mstItuttonal mvestor reqUIres that the AUCD 
commumcate trade confirmatIons to the custodian and If the custodIan agrees WIth the trade, 
the custodian settles the trade on behalf of the InstItuttonal Investor ThiS IS true both for a 
contractual settlement or a Trade for Trade settlement If the custodIan does not agree to settle 
the trade on behalf of the InstItuttonal Investor, the settlement oblIgatIon remams WIth the 
executmg broker and hIS custodIan or Ifthe broker has no agreement With a custodian to clear 
and settle the broker's trades, the trade wIll not settle because the broker has no abIlIty to 
clear or settle a trade m the AUCD The example whIch follows assumes that the executmg 
broker IS not an employee of the custodian but IS rather a broker who has a contractual 
relattonshlp With an AUCD to clear and settle hIS trade obhgattons The matched trade record 
then would contam the followmg 

1 The IdentIfier of the executmg broker 

2 A custodIan ommbus sub-account number whIch IdentIfies the custodIan 

3 The Executmg Broker Propnetary Sub-Account (whIch Will be utIlIzed to settle 
the trade should the custodIan not affirm the trade on behalf of the mstItutIonal 
mvestor 

4 Chent Account Number 

5 Trade for Trade IndIcator, If apphcable 

System junchon 

Clearmg 

Add the trade to the executmg broker's custodIan cleanng account and mark trade 
as unsettled and unajfirmed 
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2 Produce a trade confirmatIon and commumcate to the settlement 
broker/custodIan 

3 Upon receIpt of affirmatIOn move trade settlement oblIgatIOn to settlement 
broker/custodIan by relIevmg the trade from the executmg broker's custodIan 
cleanng account and addmg the trade to the settlement broker/custodIan cleanng 
account and mark trade as unsettled 

4 Mark the trade as "contractual settlement" or Trade for Trade 

2 2 1 3 Propnetary Sub-Account Trade-A propnetary account trade occurs when a broker or 
a custodIan trade for theIr own account, I e the broker IS the benefiCIal owner of the secuntIes 
m the account These secunty holdmgs must be kept separate from the ommbus account 
(should one eXIst) for the broker or custodIan The matched trade record would then contam 
the followmg 

1 The Identtfier of the executmg broker 

2 A custodIan propnetary sub-account number whIch Identtfies the broker or 
custodIan propnetary account that wIll be utIlIzed m the settlement functton 

3 Trade for Trade mdicator, If apphcable 

System fun chon 

Add the trade to the custodIan cleanng account 

2 Mark trade as unsettled 

Mark trade as "contractual settlement" or Trade for Trade 

23 Reporting Trades 

New trades, accepted or rejected, are reported to broker/custodIans at the end of each day 

System funchons 
1 Produce a report of all buys and sells for each executmg broker at the end of each tradmg 

day and send to marketplaces whIch submItted the trades In additton, each settlmg 
custodIan named m the trade WIll receIve a report of all buys and sells for each executmg 
broker 

2 Produce a trade confirmatIOn for all InstttutIonal trades whIch mvolve an executmg broker 
that IS not an employee of the named setthng custodIan a report of all unaffirmed trades 
for each custodIan at the end of each day 

3 Produce a report of all affirmed trades for the InstItutIOnal Investor's custodIan and the 
executmg broker and hIS custodIan 

4 Produce a copy of all reports for the AU CD 
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2 4 Trade Inquiries 

The AUCD has access to all avaIlable on-hne mformatIOn m the system Broker/custodians 
will receIve file transfers ofthe trade data and Will provide theIr own m-house mqUlry facIlIty 
Broker/Custodians wIll have no on-Ime mqUlry access to the system 

For AUCD staff, the system WIll allow mqumes on all 

1 unsettled trades 

2 unaffirmed trades 

3 settled trades wIthm a SIX month tIme frame 

2 5 Trade AffIrmation Processmg 

If the Settlement broker/custodIan does not agree wIth the detatls of the trade, changes can be 
made and submItted to the cleanng broker/custodIan to the trade If the cleanng 
broker/custodIan does not accept the changes, they can return the confirmatIon to the 
settlement broker/custodIan wIth further changes ThIS process of sendmg modIfied 
confirmatIons between the cleanng and settlement broker/custodIan can contmue untIl the 
mormng of settlement date Once the settlmg and executmg broker agree on the changes, the 
broker WIll determme If a new trade IS reqUIred m order to accomphsh the agreed upon 
changes If no new trade IS reqUIred and agreement IS reached the changes are entered mto 
the system VIa the affirmatIon process Change can be made to the baSIC terms of the trade 
such as pnce and quantIty but only for a lesser pnce or quantIty 

System functIOns 

Accept a change to the status of the trade from unaffirmed to affil med The affirmatIons 
WIll be delIvered to the AUCD via file transfer from the settlement broker/custodIan or 
VIa paper delIvered to the AUCD for mput by authonzed employee of the AUCD For 
valId, affirmed trades, generate offsettmg entnes (money and secuntIes) to the executmg 
broker/custodIan cleanng account and to the settlement broker/custodIan cleanng account, 
effectIvely movmg the oblIgatIon to settle the trade on settlement date from the executmg 
broker/custodIan to the settlmg broker/custodIan 

2 6 Trade Correction 

Broker-to-broker trades cannot be corrected once they are locked m by a member marketplace 
ofthe NatIonal Market System and accepted by the AUCD, but correctIons can be made to 
the mvestor SIde settlement mstructIOns for a trade (1 e , the clIent IdentIfier was entered m 
error) Where the confirmatIon/affirmatIon process has been mvoked, the settlement terms 
con tamed m the confirmatIon may be changed by the executmg broker and the terms 
contamed m the affirmed confirmatIOn WIll be used m the settlement process 

Broker to broker trades can have the settlement mstructIOns changed anytIme up to the 
settlement date The mvestor SIde of trades that do reqUIre affirmatIOn by a settlement 
broker/custodIan cannot be changed once affirmed 

System functions 
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Process changes to the mvestor side of broker to broker trades that are entered by the 
executmg broker Changes are commumcated to the AUCD VIa the marketplace which 
ongmally sent the matched trade to the AU CD utIlIzmg the trade number generated by the 
AUCD and as commumcated m the Purchase and Sales Report to the Cleanng 
broker/custodIan Direct commumcatton with the executmg broker's PartICIpant ServIces 
Representative of the change will suffice while volumes are low and m case of 
emergency The trade correctIons can be sent as a file transfer at the end of each tradmg 
day 

2 Process changes to the mvestor side of unaffirmed trades All changes must be entered by 
the executmg broker 

3 Where a change IS made to the Custodtan Sub-Account man unaffirmed trade, a new 
confirmatIOn IS reqUIred and the old confirmatIOn should be removed from the unaffirmed 
file 

2 7 Trade Cancellation 

Trades can only be canceled by the marketplace whIch submItted the trade Cancehng a trade 
affects both the buyer and the seller and both the broker and the mvestor sIdes of the trade 
Cancelmg a trade will also cause the custodtan component of mstItutIonal trades to be 
canceled whether affirmed or unaffirmed 

A cancellatIon of a trade can only take place before settlement date The system WIll proVIde a 
complete audIt trail of all canceled trades 

System functIons 

I Remove the associated trades from the appropnate broker/custodian (buyer and seller) 
cleanng accounts 

2 Adjust the unsettled and unaffirmed records m the broker/custodian (buyer and seller) 
depOSitory accounts 

3 Produce a report of all canceled trades for the mvolved executmg brokers, settlement 
custodIans, and the AUCD 

2 8 Managmg Clearmg Accounts 

Because short selhng IS not encouraged m Ukrame, It IS expected that a AUCD 
broker/custodian Will rarely find himself m the posItion ofbemg unable to dehver the 
secunhes reqUIred to meet hiS sell obhgahon<; Because of the settlement guarantee polIcy of 
the AUCD, trades accepted for contractual settlement Will not be permItted to faIl but WIll be 
supported m the settlement process through the executIOn of a Buy In 

System functIons 

On Settlement Date all "buys" and "sells" for each secunty for each depOSItory cleanng 
account are netted Where the result of the nettmg process results m a net "sell" or short 
balance, the short balance IS applIed agamst the applIcable custodtan cleanng account 
The shares are moved by the "net seller" custodIan from the seller's depOSItory sub­
account, ommbus or propnetary, mto the cleanng account 
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2 If there were msufficient shares avaIlable to satIsfy the net short posItIon reqUirement any 
remammg short share balance m the cleanng account IS recorded agamst the responsIble 
AUCD partICIpant and subject to Buy In processmg 

3 A broker/custodIan can prevent the Buy In process by makmg the reqUIred shares 
avaIlable to the AUCD to fulfill the Buy In quantIty reqUIrements anytIme before the Buy 
In IS executed The broker/custodIan can cover the default by an Inter-account transfer 
from the custodIan's propnetary account to the AUCD Buy In account 

Buy In Process Assummg the custodIan does not cover hIS short pOSItIon as explamed m 
above the foIlowmg steps WIll occur 

The AUCD custodIan responsIble for the deposItory sub-account whIch paId for but dId 
not receIve Its secuntIes wIll be notIfied of the default and told of the Buy In bemg 
performed on ItS behalf 

2 The moneys that would normally go to the seller IS re-dlrected to the AUCD Buy In 
Account along WIth a record of the Buy In reqUIred 

3 The AUCD SurveIllance Department wIll prepare Buy In Orders for executIon on one of 
the NMS Tradmg System marketplaces The Buyer WIll be the AUCD utIhzmg the funds 
m the Buy In Account at the Settlement Bank and If necessary, the Settlement Guarantee 
Fund 

4 The Buy In should be for the earhest pOSSIble dehvery date to reduce the hqUIdity nsk 
faced by the buyer The Buy In should be a Trade for Trade transactIon 

5 Should the Guarantee Fund need to be deployed to compensate for any shortfall generated 
m the Buy In, the AU CD custodIan WIll be reqUIred to replemsh the Guarantee Fund for 
the shortfall 

6 The Buy In trade should have a fee assocIated WIth It WhIch IS pumtIve m nature 

7 The AUCD SurveIllance Department wIll momtor the settlement ofthe Buy In Trade and 
upon completIon ofthe trade WIll enter an Inter account Transfer movmg the secunhes to 
the ongmal buyer of the faded trade 

8 Unhke the Sell Out Process, It IS not recommended that there be any delay In the Buy In 
Process Money has been paId WIthout dehvery of the secuntles and the depnved buyer IS 
losmg access to certaIn benefits of ownershIp that the AUCD would be expected to 
compensate for In addItIOn the system WIll not permIt the sale of the PaId For but not 
receIved secuntIes 

9 Should a record date have occurred dunng the penod that the secunhes were m a PaId for 
but not receIved status, the AUCD WIll assume responsIbIhty for seemg that the aggneved 
buyer receIves the corporate entItlements that went WIth the Record Date process 
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lOA partIal delIvery may have been made to the receIvmg custodIan The Buy In procedures 
must recognIze that thIS IS the case 

The Buy In process dIscussed here permIts sufficIent controls over the process WhICh wIll 
result m the PaId For but not receIved secuntIes bemg delIvered to the aggneved buyer 
Should there be no secunhes avaIlable at any reasonable pnce, the AUCD wIll have the nght 
to refuse to honor the settlement commItment The funds WIll be returned to the ongtnal 
buyer along WIth reasonable compensatIon for the mconvemence If a partIal delIvery was 
mvolved m thIS aborted Buy In, the aggneved buyer has the nght to reject the partial delIvery 
and upon return of the shares should receIve the confirmed contract value The failIng 
broker/custodIan WIll be responsIble for all damages assOCIated WIth the failure The Buy In 
process IS an exceptIOn process whIch IS supported by a proper mIX of automation and manual 
procedures AddItIonal automatIon can be conSIdered when warranted 

Sell Out Process 

On Settlement Date, the AUCD custodIan and the Settlement Bank WIll receIve a settlement 
statement On settlement date, the AUCD custodians have untIl the Funds Due cut off time at 
the Settlement Bank to have the necessary funds m the AUCD account at the Settlement 
Bank Should the Settlement Bank be unable to collect all or a portion of the funds due, a 
settlement default WIll be conSIdered to have taken place The AUCD WIll proVIde the 
reqUIred settlement funds through vanous means at ItS dIsposal, e g excess operatmg funds, 
letters of credIt, etc As a last resort, the Settlement Guarantee Fund WIll be employed to 
cover the default momes The consequence of a settlement default for money WIll result m the 
AUCD takmg control of all contractual settlement dehvenes bemg dIrected to the defaultmg 
custodIan The AUCD m concert WIth the defaultmg AUCD custodIan WIll determme whIch 
delIvenes If any should be completed and whIch should be Sold Out The Sell Out of 
defaulted buy transactIons wIll take place on the NMS System as Trade for Trade transactions 
WIth eIther negottated settlement dates or normal rolhng settlement The chOIce of settlement 
cycle IS the AUCD's 

What follows IS the sequence of events when a AUCD custodIan faIls to meet hIS money 
settlement obhgatIOn 

The Settlement Bank ImmedIately notIfies the AUCD Settlement Department of the 
default 

2 The AUCD Settlement Department mstructs the Settlement Bank how the funds are to be 
proVIded If necessary, the bank IS mstructed to move funds from the Settlement 
Guarantee Fund m the exact amount to cover the default amount The AUCD SurveIllance 
Department WIll request the system to mark all long secuntIes m the cleanng account of 
the defaultmg custodIan for delIvery to the AUCD Sell Out account 

3 The System WIll proceed WIth the Pass Two Settlement Process transfemng control over 
the default shares to the AUCD Sell Out account 

4 The AUCD SurveIllance Department WIll reVIew the share dehvenes m ItS account whIch 
are marked for Sell Out The followmg sub-processes wIll take place 

Clearmg 14 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

All Ukrame Cleanng DeposItory FunctIonal SpecIficatIons 

a The AUCD and the AUCD custodIan reVIew the share dehvenes whIch are bemg 
held m the AUCD Sell Out Account Agreement IS reached on whIch secunty 
holdmgs should be re-dehvered to the ongtnal deposItory sub-account Identtfied 
wIth the faIled settlement and whIch should be Sold Out 

b The AUCD SurveIllance Department wIll complete the agreed upon re-dehvenes 
through use of the Inter-account Transfer 

c The AUCD SurveIllance Department wIll prepare Sell Out Orders for dehvery to 
the NMS System for executIon The Seller wIll be the AUCD uttlIzmg Its 
deposItory holdmgs m the Sell Out Account and all proceeds of the sale wIll go to 
the AUCD 

d An outcome ofthe reVIew m Step a could reveal that the funds wIll be avaIlable 
m a tIme satIsfactory to the AUCD In whIch case, the AUCD would hold the Sell 
Out Orders awaIting the funds and should the funds amve, the AUCD would 
perform the re-dehvenes as m step b Should the funds not amve, the Sell Out 
Orders would be released and penaltIes mcreased 

e Because of the share nettmg effect, It IS always possIble that the day's dehvenes 
may not be suffiCIent to cover the money settlement defiCIt If thIS were to be the 
case, the AUCD would reVIew the detaIl buys and sells whIch netted and deCIde 
WhICh holdmgs wIthm the broker/custodIan's deposItory sub-account(s) should be 
frozen by the AUCD or moved to the Sell Out account until a declSlon can be 
made as to whether they wIll be reqUIred for a Sell Out 

5 Cleanng and settlement WIll be controlled by the Settlement department for money and 
share settlement Care should be exerCIsed In determInIng settlement date so that If the 
Settlement Guarantee Fund was used, the Settlement Guarantee Fund does not become 
undercapItahzed 

6 As each Sell Out trade settles, the AUCD must make certaIn that the Settlement 
Guarantee Fund IS reImbursed for momes borrowed 

7 It IS possIble that the total proceeds of the Sell Out Trades may be for greater than the 
default amount ThIS could happen If at the completion ofthe Sell Out actIVIty total 
reImbursement to the AUCD has been made mcludmg any penaltIes levIed, the AUCD 
wIll return the excess to the AUCD custodIan 

8 Where the Sell Out trades do not generate sufficIent momes to cover the amount owed the 
AUCD, the custodIan WIll be notIfied to make up the shortfall or face further punlttve 
actIOn 

9 Should a Record Date occur dunng the penod that the AUCD IS holdmg the Sell Out 
secuntIes m ItS Sell Out account, the AU CD wIll accrue all nghts and entItlements 

The Sell Out processes dIscussed here permIt suffiCIent controls over the secunty holdmgs 
WhICh have not been paId for ThIS IS an exceptIOn process whIch IS supported by a proper 
mIX of automatIOn and manual procedures Addlttonal automatIon can be conSIdered when 
warranted 
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2 9 Clearmg Balancmg & ReconCIliation 

All custodIans' cleanng accounts should end the day wIth a zero share balance Ifhowever 
there have been any fails to delIver, the share shortage IS moved to the AUCD Buy In 
Cleanng Account The offset to thIS short posItIon IS a Fully Paid for posItIon m the 
custodIan sub-account on whose behalf the Buy In IS bemg performed The Buy In account 
should balance to the Fully Patd For posItIons or there IS a problem wIth the system 

CustodIans WIll mamtam a cleanng account m theIr Internal accountIng systems whIch IS a 
parallel account to the cleanng account for the custodIan In the AUCD The custodIan WIll 
want to ensure that these two accounts are reconcIled penodlcally and that any dIfferences are 
researched and corrected 
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3 Settlement 

3 1 General Overview & Assumptions 

Settlement IS the exchange of unencumbered (1 e, "free") secuntIes for funds Settlement 
wIll be book-based (1 e, dIrectly mterfaced to the Cleanng DeposItory System) The system 
IS to provIde two forms of settlement, Contractual Settlement and Trade-for-trade Settlement 
These forms of settlement are phIlosophIcally dIfferent and have dIstInctly dIfferent 
processmg charactenstIcs Consequently, each form IS explamed separately startmg WIth 
Contractual Settlement 

Contractual Settlement 

What Contractual Settlement means IS that the AUCD guarantees to delIver secuntIes that 
have been bought and paid for and wIll take responSibIlIty for dealmg WIth the SituatIon 
where the sold secuntIes have not, m fact, been dehvered by the sellmg broker/mvestor 
SimIlarly, the AUCD guarantees to delIver funds for secuntIes that have been sold and 
delIvered By postmg contractual settlement trades to a cleanng account, the extent of the 
AUCD's guarantee to delIver secuntIes becomes the net long pOSItIon by secunty for all 
trades posted to that cleanng account The oblIgatIon of the broker to delIver secuntIes to the 
AUCD IS SImIlarly the net short posItIon by secunty showmg m the cleanng account In the 
case of funds, the net figure to payor receIve WIll be calculated across all trades m the 
cleanng account 

Trade for Trade 

Trade-for-trade IS used m Its purest sense Each trade IS settled WIth an explICit delIvery of 
fully-patd-for secuntIes agamst an explICIt payment of "good" funds for these secuntIes 
There IS no nettmg of eIther secuntIes or funds m the settlement of trades m the Trade-for­
trade system, settlement remams stnctly between buyer and seller SimIlarly, there IS no 
guarantee of settlement proVIded by the AUCD for trades tagged to settle on a Trade-for-trade 
baSIS 

Settlement Cycle Processmg 

The system Will use a two pass process to effect settlement The first pass creates the 
Settlement Statements for all custodIans and deals WIth the oblIgatIons (secuntIes and funds) 
between broker/custodians and the AUCD The second pass ofthe settlement cycle deals 
WIth settlement oblIgatIons (secunttes only) between the AUCD and thetr broker/custodIans 

The settlement cycle assumed m thiS document IS a three day settlement cycle (T + 3 IS 
settlement date) Both secuntIes and money Will settle on the same day (T+3) m a DVP 
enVIronment ThIS IS merely for purposes of IllustratIOn The settlement cycle can be 
changed to one more SUItable to the UkraInIan ctrcumstances 
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All Ukrame Cleanng DepOSItory FunctIOnal SpecIficatIOns 

Trade for Trade transactIOns wIll settle withm the system's settlement cycle unless the 
transactIOn contams an ovemde settlement date m the ongmal trade submISSIOn from the 
NatIonal Market System 

32 Settlement Statements 

Settlement Statements proVIde settlement broker/custodians with their net cash posItion on 
settlement date All trades that have reached settlement date Will appear on the settlement 
statement for the custodIan and Will form part of the net cash calculatton The net cash 
posltton for a custodian IS to either pay funds to the AUCD or receIve funds from the AUCD 

Settlement statements are produced on the first pass of the settlement cycle Trade for Trade 
settlement obhgatIons are hsted separately and never netted 

System functIons - first pass 

On the mornmg ofT+2 produce a Prehmmary T+3 Settlement Statement for each 
custodian Ifthe custodian has no settlement actiVIty on that day, produce a "ml" report 

2 The Settlement Statement Will hst all trade obhgattons due for settlement and the money 
amount due to or due from the AUCD These trades are posted to the custodians Cleanng 
account 

3 The Settlement Statement Will hst all unaffirmed trades that Will settle agamst the 
broker/custodIan cleanng account 

4 On the mornmg ofT+3 process any affirmatIOns receIVed the mght before 

5 On the mornmg ofT+3 net all buys and sells and make reqUIred dehvenes mto the 
custodian's cleanng account ThIS movement of shares mto the cleanng account WIll then 
make these shares avatlable for re-delIvery to net buyers Should there be any falls to 
dehver, the money ImphcatIons WIll have to be taken mto consideratton m creatmg the 
reVIsed Settlement Statement to be prepared 

6 Flag all trades mcluded on the Settlement Statement ofT+3 so that they do not appear on 
the Settlement Statements of subsequent days 

7 At the completIon of Fust Pass, produce final Pay and Collect figures With mstructIOns to 
the Settlement Bank for dehvery and receIpt of same These mstructIons are contamed m 
a summary report mdIcatmg WhICh custodIans are due to receIve or due to pay funds to 
the AUCD 

System functIOns - second pass 

On the afternoon ofT+3, determme If all funds owmg to the AU CD have been paId to the 
Settlement Bank (see next sectIOn) If all funds have been receIved, mcrease the 
depOSItory cleanng account balance for all net buyers If the funds have not been 
receIved from that custodIan, the depOSItory cleanng account IS not mcreased for the net 
buy The secuntIes are moved from the broker/custodians cleanng account to the AU CD 
Sell Out account and they WIll be sold-out by the AUCD m order to recover the unpaId 
funds (see Handling Falls) 
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All Ukrame Cleanng DepOSItory FunctIOnal SpeCIficatIons 

3 3 Transferrmg Funds 

The AUCD handles cash at the custodian level, not at the chent mvestor level 
Broker/custodians deal with the cash side of trades at the mdlvldual mvestor level 

The cash to be receIved from custodIans or patd to custodians IS detatled on the Settlement 
Statement produced dunng the first pass of the settlement cycle A summary report IS 
produced for the Settlement Bank and acts as mstructtons to the Settlement Bank to receIve 
funds from custodIans for credIt to the AUCD's settlement account or dIsburse funds from the 
AUCD's settlement account to the custodIan These mstructtons are Issued on the mommg of 
T+3 ConfirmatIOn of cleared funds credIted to the account ofthe AUCD must be receIved 
by the agreed upon cut off tIme whIch would permIt the funds dIsbursements from the 
AUCD's account at the Settlement Bank to be made on T+3 to the custodIan deSIgnated as a 
net receIver of funds 

Once payments due to the AUCD are received and venfied, they are apphed to the cleanng 
accounts of the appropnate setthng broker/custodIans 

System functIOns 

Pnnt a Settlement Statement mdlcatmg the net cash posItIon for each custodIan WIth the 
detatls of each transactIon and a Summary of amounts due to and due from custodIans for 
the Settlement Bank 

2 PrOVIde for postmg funds receIved by the AUCD mto the custodIan's cleanng account 
and allow for correctmg postmgs 

3 Pnnt a final Itst of payments receIved and not receIved based on the payments due 

4 IndIcate to the second pass of the settlement cycle, whIch custodIans have faIled to pay all 
or some of the funds due from their Settlement Statement 

5 Where It IS known that there WIll be a short pOSItIon m a custodIan's cleanng account, the 
funds assocIated WIth that short pOSItIon are excluded from the calculatIOn of net funds 
for that custodIan The funds assocIated WIth the short pOSItIon are moved mto a Buy In 
account and held by the AUCD to cover the cost ofthe Buy In 

3 4 Handhng Falls 

Faded trades can occur at two levels 
1 a custodIan faIls to pay funds, 

2 a custodIan fmls to deltver secuntles, 

The custodIan's faIlure to have the reqUlred funds or secuntIes and the remedIal measures to 
be taken by the AUCD IS covered m SectIon 38 on Managmg Cleanng Accounts 

35 Book Entry Settlements 

DepOSItory sub~account balances are reduced by the net sell for that ISIN on the partIcular 
settlement date The other SIde of thIS transactIOn (reqUlred for double entry bookkeepmg) IS 
the custodIan's cleanng account 
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All Ukrame Cleanng DeposItory FunctIonal SpecIficatIons 

DeposItory sub-accounts cannot con tam a short secunty posItIon If after the nettmg process, 
the net quantIty reqUIred for settlement would m fact cause a custodIan sub- account to go 
short for any reason, the settlement quantIty that would cause the negatIve deposItory posItion 
WIll be rejected m the Pass I process on Settlement Date The short posItIon remammg m the 
custodIan's cleanng account wIll be moved to the AUCD Buy In account and the sellIng 
custodIan's deposItory sub-account would remam wIth a zero balance (See Buy In P,ocess m 
the Managmg Cleanng Accounts Sectton) 

At the beglnnmg of the second pass the system WIll determme If the custodIan has paId all 
funds owmg to the AUCD (1 e, the cleanng account ofthe custodIan does not have a debIt 
cash balance) If all funds have been receIved, the custodIan cleanng accounts are mcreased 
by the net buy trades The other SIde ofthese transactIons (reqUIred for double entry 
bookkeepmg) IS the dehvenng custodIans' cleanng account(s) If all funds have not been 
receIved, the AUCD Sell out accounts are mcreased by the net buy quantIty bemg moved 
from the dehvenng custodIan cleanng account(s) After all movements have been made from 
the dehvenng custodIan cleanng accounts to the receIvmg custodIan cleanng accounts the 
Intra-Account transfers from the custodIan cleanng account to the appropnate deposItory sub­
account should be made These Intra-account movements should be transmItted by the 
custodIans to the AUCD before the Pass One process commences The Intra Account 
Movements WIll be based upon the PrelImmary Settlement Statement, the custodIans records 
and hIS knowledge of any changes that Impact the Prehmmary Settlement WhICh would result 
m a dIfferent Fmal Settlement Statement As a result ofthese Intra-Account movements, the 
secunttes SIde of all market custodIans' cleanng accounts should be flat at the end of the 
second pass of the settlement cycle However, If there was a faIled dehvery, one or more 
custodIans could have afmled to 1 ecelve from the AUCD resultmg m a long POSItIon m theIr 
cleanng account Long pOSItIons m the cleanng account should be claSSIfied as Fully PaId 
For and be moved to the custodIan deposItory sub-account(s) account and remam WIth that 
claSSIficatIon unttl the AUCD completes the reqUIred Buy In process and moves the secuntles 
mto the cleanng account 

System functIOns 

Apply all net sell share dehvenes and fully paId for net buy receIves (per the Intra­
Account movements) that have reached settlement date to theIr respectIve deposItory sub­
accounts and the appropnate custodIan's cleanng account accordmg to conventIOnal 
double entry bookkeep111g rules 

2 Ensure that a reductIon 111 a deposItory sub-account from a net sell dehvery WIll not create 
a short pOSItIon 111 the ommbus or propnetary deposItory account and reject that quantIty 
that would create such a short pOSItIon As a result, the custodIan's cleanng account IS 
updated for the actual quantIty dehvered and the short quantIty WIll be moved to the 
AUCD Buy In Account 

3 Drop from the system all unaffinned trade confirmatIons that have reached settlement 
date 
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36 Fees 

3 7 Penalties (As a Result of Buy In/Sell Out Processing) 

3 8 Cash Balancing & ReconCIliation 

The Settlement Statement IS a cntIcal report In the balancIng and reconcdIatIon process The 
Settlement Statement descnbes the net cash oblIgatIOns that each custodIan has to payor 
receIve from the AUCD on a daIly baSIS 

In general, the money to be receIved mto the AUCD from custodIans for settlement purposes 
should equal the amount that IS to be patd out to those partIcIpants who are due to receIve 
funds from the AUCD on a dally baSIS There are the follOWIng exceptIons to thIs rule 

Where penaltIes and fines are leVIed and collected through the Settlement process 

2 The Settlement Statement Includes settlement fees payable to the AUCD 

In both of these cases, the amount patd out WIll equal the amount to be receIved, however, a 
portIOn of the amount to be patd WIll be paId to the Aucn rather than a custodIan 

Several sources need to be consIdered when balancmg the net Intake of funds to the net 
outflow of funds In the event of a fatlure to pay by a broker, the Settlement Guarantee Fund, 
operatIng funds, lInes of credIt, etc, must also be consIdered as a source of funds 

There IS also a need to balance to the bank statement Issued by the Settlement Bank on dady 
baSIS It IS possIble for the Settlement Statement to IndIcate that everythIng IS In balance, 
however, due to an error In the AUCD records or the Settlement Bank records, there could 
stIll be a senous financIal problem 

The funds set aSIde m the Aucn Buy In accounts must be balanced and reconCIled WIth the 
Aucn secunty pOSItIons that are In the accounts The money balances shown In the Buy In 
accounts should also appear In the bank statement of the Aucn as money held In the 
account 

There IS a need to reconcIle any borrowed funds used to finance custodIan settlement defaults 
WIth the amount that IS In default and the Sell Out process underway to recover the funds 

System functIOns 

Produce a report that reconCIles the funds to be receIved and the funds to be paId out 
through the settlement process each day 

2 Produce a report that reconCIles the funds held m AUCn Buy In accounts WIth the short 
pOSItIOns In that account 

3 Produce a report lIstmg the secunttes held as collateral In the Sell Out account 

3 9 Settlement Cap 

Every broker/custodIan WIll be gIVen a settlement cap based on an evaluatIon of theIr 
finanCIal resources Each deposItory elIgIble secunty WIll be gIVen a margm value based on 
the market pnce volatIhty of that secunty 
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All Ukrame Cleanng DepOSItory Functlonal SpecIficatlOns 

Dally, each unsettled trade wIll be valued The value wIll be denved by multlplymg the 
quantlty of the trade by the current market pnce and the margm value The result IS a 
calculated trade value 

The calculated trade value IS compared to the ongmal value of the trade and a delta IS 
calculated POSItive deltas are Ignored and negative deltas are used to decrease the settlement 
cap value A report IS produced showmg broker's whose settlement cap IS below zero or 
approachmg zero AUCD management wIll use thIS report to contact broker/custodians who 
have exhausted theIr settlement cap 

System functIOns 

1 Mamtam settlement caps for each broker/custodIan 

2 Calculate the values of unset tIed buy trades 

3 Compare the calculated trade value to the ongmal trade value and generate a delta 
amount 

4 Reduce a broker's settlement cap by all negatIve deltas 

5 Produce a report showmg those brokers that have exceeded or are approachmg then 
settlement hmit 

6 ProvIde a feature whereby when the AUCD decIdes that the settlement cap should not be 
exceeded, all trades whIch would cause the cap to be exceeded would be automatically 
changed to Trade for Trade status 

3 10 Settlement Reportmg 

Followmg IS a summary of the reportmg reqmrements for the Settlement System 

I A dally Settlement Statement specrfYmg the settlement obhgatIons of every custodIan A 
custodian WIll have a net amount to pay to the AUCD, a net amount to receIve from the 
AUCD or a zero balance A Settlement Statement WIll be produced m all three cases A 
copy OfthiS report IS reqmred for each custodIan and for the AUCD 

2 A daIly Settlement Summary produced from the Settlement Statements ThIS report WIll 
hst the custodIans due to pay funds to the AUCD and the amounts to be pald, the 
custodIans due to receIve funds from the AUCD and the amounts to be receIved One 
copy of thIS report WIll accompany the payment mstructIons Issued to the Settlement 
Bank 

3 At the end of the second pass of the settlement cycle, a report descnbmg the status of all 
custodIans' cleanng accounts 

4 A report of all Buy In and/or Sell Out acttvIty generated by the system 

5 A report showmg the content of all Buy In and Sell Out accounts WIth a non-zero balance 

6 A report showmg all brokers exceedmg theIr settlement cap or WIth a settlement cap 
approachmg zero 

7 A report of actIVIty m the Settlement Guarantee Fund mcludmg payments made mto and 
out of the fund and the collateral retamed m support of those payments made from the 
Fund 
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8 A Report of future settlmg trades 
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4 DepOSitory 

4 1 General Overview & Assumptions 

The DepOSItory System wIll support the operatIons of the AUCD Broker/custodIans and 
Issuers of dematenalIzed secunttes can open an account m the AUCD to support the Imhal 
PublIc Offenng (IPO) or the safekeepIng of Treasury Stock 

CustodIans wIll at a mInImum mamtam one ommbus sub-account for theIr chents and one 
propnetary account for theIr personal holdmgs AddItIonal omnIbus and propnetary accounts 
may be opened when the custodIan agrees to allow a broker to manage one or more custodIan 
chent accounts The custodIan sub-account number IS a cnttcallInk between the NatIonal 
Market System and the DepOSItory System In the event that an mcorrect depOSItory sub­
account IS entered at the tIme of trade Input, the correct depOSItory sub-account number must 
be entered before the trade settles 

4 2 DepOSitory FunctIons 

4 2 1 Openmg an Account 

The AUCD WIll open all accounts for participants 

Process Flow 

I PartIcIpant completes apphcatIon and legal agreement With AUCD, 

2 AUCD reviews apphcahon, legal agreement and venfies broker and custodian lIcenses of 
applIcant, m the case of Issuers no lIcense reqUIrements eXist, 

3 AUCD retams copy of all documents m their new accounts file and sends ongmal off site 
to records retentIon center, 

4 AUCD aSSIgns deposItory sub-account number(s) and enters apphcatIOn Into "Open 
Account Screen", 

5 deposItory account apphcatIOn IS filed m date order, 

6 System produces report of all new accounts 

4 2 2 Account Mamtenance 

Changes may be reqUIred to a partIcipant's account mformatIOn for vanous reasons such as, 
the sIgnmg of a new contract WIth a non-member broker who wIll utthze the custodIan for 
clearance and settlement of the non-member's trades, a change of address or change of name 
The partIcIpant wtll complete an account mamtenance form WIth the detaIls of the 
mformatIOn to be changed The DepOSitory wIll also determme that the changes are bemg 
requested by the account holder by mspectmg theIr IdentIficatIon Account maIntenance 
forms are forwarded to the AUCD for entry mto the DepOSitory System 

Process Flow 

I PartICIpant completes and SIgns account maIntenance form WIth changes reqUIred, 

2 AUCD checks for authonzed signature and completeness of form, 

I 
I 
I 
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All Ukrame Cleanng DepOSItory FunctIOnal SpeCIficatIOns 

3 AUCD files a copy m theIr account mamtenance files and forwards account mamtenance 
form to records retentIOn center, 

4 AUCD enters the changes m an "Account Mamtenance Screen" and files account 
mamtenance form m date order 

423 Closmg an Account 

The AUCD IS responsIble for opemng and closmg accounts for partIcIpants and WIll close an 
account upon the wntten request of the partICIpant 

Once the data IS entered, the system WIll check to ensure that there are no secuntles or 
pendmg acttvity remammg m the account If thIS IS true, the account WIll be closed by the 
system Back-dated entttlements whIch occur for a closed account wIll be posted to a 
suspense account 

4 2 4 DepOSIts 

The only secunttes that WIll be accepted for depOSIt are secunttes that have been made 
depOSItory ehgtble by the AUCD Each custodIan wIll have access to a query facIhty to learn 
of depOSItory ehgible secunttes When a deposIt request IS made by the custodIan, the AUCD 
system wIll check that the secunty IS ehgible for depOSIt 

4 2 4 1 Certificated RegIstered Secunty--A depOSIt fonn wtll be completed by the custodIan 
and submItted to the Regtstrar together WIth the secunty certIficates or a certIficate of 
ImmobilIzatton and a transfer to "AUCD Sub-regtstry" form SIgned by the mvestor or 
nommal holder The transfer form WIll mstruct the Share Regtstrar to transfer the ownershIp 
from the nommal holder or benefiCIal owner to the nommal holder name of the sub-regtstry 
held by the AUCD The share certIficates or certIficates of ImmobIlIzatIon should be clearly 
marked "CANCELLED" uttlIzmg a noneraseable substance 

When the RegIstry completes the transfer to the control of the sub-regIstry m the AUCD, the 
AUCD WIll be notIfied of the depOSItory sub-account, benefiCIal owner and chent account to 
be credIted for the depOSIt and a new certIficate of ImmobIhzahon prepared A copy of the 
certificate of ImmobIlIzatIon WIll be kept by the AUCD on ItS premIses and the ongtnal WIll 
be sent off SIte for recordkeepmg purposes 

The Regtstrar WIll keep all certIficates processed m the course of thIS transactIon The 
RegIstrar should punch holes through the certIficates to further prevent the certIficates from 
aCCIdentally bemg used In a fraud The cancelled certIficates should be stored for the length 
ofttme reqUIred by the law on eVIdence The cancelled certIficates should be stored m a safe 
records retention area 

Process Flow 

1 AUCD custodian enters depOSIt transaction mto AUCD system, exammes appropnate 
documents and forwards documents along WIth transfer document generated as a result of 
the depOSIt transactton to the RegIstrar, 

2 AUCD custodIan sends transmIttal to Regtstrar by couner each day, 

3 RegIstrar confirms to AUCD the transfer mto the nommal holder name of the AUCD, by 
electromc record, 
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4 AUCD confinns depOSIt to custodIan 

1 OSlt to custodIan 

4242 Non-CertIficated-As of January 6, 1999, the two fonns of non-certIficated 
secuntIes WIll be combmed mto one ThIS dISCUSSIon wIll therefore only deal wIth the non­
certIficated fonn WhICh IS currently m the MFS The procedure to depOSIt the global 
certIficate both the temporary and the pennanent IS known but IS bnefly explamed here 
When an Issuer first pursues the non-certIficated route to support a new Issue, he gIves a 
temporary global certIficate to the AUCD untIl the actual amount of shares to be Issued are 
known When the Issue SIze and ItS ownershIp IS finalIzed and certIfied by the Issuer, the new 
global certIficate IS gtven to the AUCD along WIth an electromc record of all nommal 
holders, custodIan sub-accounts, chent numbers and benefiCIal owner mfonnatton for the 
Issue The electromc records would be edIted for ehglble secuntIes and depOSItory account 
numbers TransactIOns faIhng the edIt WIll be suspended The acceptance of the 
responsIbIhty for keepmg the record ofholdmgs for the Issue IS not final untIl all suspense 
Items are researched and resolved UntIl that tIme, the secunty WIll not be elIgtble for 
cleanng and settlement servIces 

4 2 5 MaterIalization 

The AUCD must have the abIlIty to accept a transactIon WhICh WIll pennlt holdmg pOSItIons 
m the AU CD sub-regIStry to be matenahzed If the secunty IS of the RegIstered CertIficated 
type The mvestor, through hIS custodIan, requests that the AUCD WIthdraw the pOSItIon 
from the mvestor's account WIth the custodIan and mstruct the regIstrar to move the shares 
from the AUCD sub-regIster to the mam regIstry and Issue a share certIficate m the mvestor's 
name 

A Matenahzatton request may not cause a depOSItory account to go "short" At the tIme the 
Matenahzatton request IS entered by the AU CD, the system wIll venfy that the account has 
suffiCIent quantity to fulfill the request, otherwIse the transactIOn IS rejected 

The custodIan WIll transmIt the MatenahzatIon request by file transfer or tennmal to AU CD 
where the request WIll be entered mto the DepOSItory System The system WIll check that the 
mvestor has suffiCIent balance to servIce the request In the case of an Ommbus account, the 
system wIll be checkmg agamst the aggregate pOSItIOn of all mvestors havmg pOSItIons 
mamtamed m that account Ifthere IS msufficlent pOSItIOn, the system WIll reject the 
transactIOn and produce a report of all rejected transactIOns at the end of the postmg cycle 

Included WIth the Matenahzatton request WIll be regIstration mstructIons to be used by the 
regIstrar to update the regIstry and produce the certIficates for the mvestor The regIstratIon 
mstructIOns WIll be forwarded to the regIstrar by the AUCD together WIth the MatenahzatIon 
request The new certIficates WIll be forwarded by the regtstrar to the requestmg custodIan 
for re-delIvery to the mvestor 

Process Flow 
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the custodian confinns the IdentIty of the mvestor and completes the MatenahzatIon fonn 
together wIth registratIOn mstructIOns, 

2 the custodIan transmIts the MatenahzatIOn form to the AUCD via file transfer or tennmal 
where It IS entered mto the DepOSitory System, 

3 If the transactIOn IS rejected, a report IS produced and forwarded to the custodIan, 

4 the system WIll reduce the deposItory account for the wIthdrawn quanttty and move the 
quantity to a "pendmg status" and recordmg date of submiSSion to regIstrar, 

5 the AUCD WIll forward to the registrar, the registration mstructIOns together WIth a sIgned 
transfer form requestmg the movement of shares from the sub-regIstry to the mam 
regIStry, 

6 the registrar Will enter the change of regIstered ownershIp (plus beneficial owner, mmus 
AUCD) m the share regIster for the Issuer and produce a share certificate eVldencmg the 
new regIstratIOn, 

7 the registrar forwards the share certificate to the AUCD who forwards the share certIficate 
by couner to the custodIan for re-dehvery to the mvestor and the "pendmg" status 
mdIcator to complete and records the date of entry m the regIstrar's books, 

8 CustodIan receIves report of both successful and rejected WIthdrawals, 

9 System prepares an Aged MatenalIzatIOn Report for the AUCD to momtor servIce levels 
of the Reglstrar(s) 

4 2 6 Inter-Account Transfers-for free 

Inter-account transfers are defined as movements of secunty posItIons between deposItory 
accounts for "free" (1 e , there IS no cash settlement associated WIth the transfer) Inter­
account transfers are always ImtIated by the custodIan who currently holds the pOSItIon m 
theIr account (the transferor) or the AUCD operatmg under authonty of ItS rules 

The custodIan wIll complete an mter-account delIvery request screen which Will be processed 
at close of bus mess or at the openmg of the next busmess day 

The AUCD depOSitory system WIll check to ensure the transferor has suffiCIent "free" 
quantIty to satIsfy the transfer request If the "free" quantIty IS not suffiCient, the transfer 
transaction IS rejected and a report IS produced for all rejected transfer transactIons ThIS 
report IS forwarded to the custodtan m electromc form Where the mter-account delIvery 
request was successful, the system WIll produce an electronIc nottce to be sent to both the 
transferor and transferee confinnmg the transfer 

Process Flow 

Custodian completes an mter-account delIvery request screen entry, 

2 AUCD system determmes If there IS suffiCIent quantity to satIsfy the transfer, 

3 an msufficlent quantIty WIll result m the transfer transaction bemg rejected WIth 
notIfication to the transferor, 

4 If successful, system produces notice to transferor and transferee, 
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All Ukrame Cleanng Depository Functional SpecIficatIOns 

5 custodian receives report of both successful and rejected transfers, 

4 2 7 Inter-Account Transfers-for money 

Inter-account transfers for money are defined as movements of secunty posItIons between 
depository accounts for money m a DVP entlronment The AUCD will function as a 
Electromc Trade Companson proVIder and expect that that both delIver and receIver enter the 
necessary data to generate the agreement to deltver/recelve The movement of shares and 
money wIll take place on Trade Date +3 or the ovemde settlement date 

Process Flow 

Custodian completes an mter-account dehvery or receIve versus payment 
InstructIOn 

2 AUCD performs the matchmg functIOn 

3 TransactIons which match proceed to settlement m the Trade for Trade or 
Contractual Settlement Systems 

4 TransactIOns WhICh do not matched are returned to submItter and forwarded to the 
named contra party for pOSSIble resolutIOn 

4 2 8 Intra-Account Transfer 

Intra-Account Transfers are utIhzed by the custodIan to make the appropnate dehvenes mto 
his cleanng account to settle his net sell settlement obhgatlOns or appropnate dehvenes from 
his cleanng account to the appropnate sub-accounts to settle hIs net buy settlement 
oblIgatIOns 

Process flow 

1 Each custodIan should prepare the reqUIred mtra-account transfers by settlement date 
and submIt them through the commUnIcatIons system 

2 There should be at least one mtra-account transfer per secunty whIch has a secuntles 
settlement 

3 The number of mtra-account transfers reqUIred per secunty WIll depend on the number 
of sub-accounts mvolved m sattsfymg the reqUIred delIvery eIther from or to the 
custodIan's cleanng account 

4 2 9 Suspendmg SecurIties 

Secunttes can be suspended for tradmg settlement purposes A suspensIOn IS entered or 
removed by the AUCD Trades already accepted by the system Will contmue to settle but no 
new trades wIll be accepted from the Nattonal Market System on suspended secuntIes 
Suspended secuntles cannot be transferred through an mter-account transfer except by the 
AUCD ThiS wIll thwart attempts to effect off-market settlement of suspended secunttes 
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All Ukrame Cleanng DeposItory FunctIonal SpecIficatIons 

4 2 10 Suspendmg Accounts 

ThIs actIvIty WIll preclude new tradmg actIvIty from bemg recorded on the books of the 
AUCD for clearance and settlement All currently pendmg actIvIty would be permItted to 
complete All safekeepmg and deposItory actIVItIes would be allowed 

4 2 11 Blocked POSItions 

The system has the capabIlIty ofblockmg secunttes from havmg Its ownershIp changed 
WIthout specIfic mterventIon on the part of the AUCD Whtle thIS IS a broad defimtIon 
statement and the system has the bastc mfrastructure for Implementmg the blockmg functton 
to serve many purposes, the ImplementatIon ofthe feature WIll start WIth Just two major 
blockmg functIons These two functIons wIll permIt the AUCD to duplIcate the two legally 
reqUIred blockmg functtons ofthe RegIstrar The two functIOns are as follows 

Blockmg WIll functton to honor Ukratman court or empowered government 
agency dlrecttves to freeze specIfic assets, all or partIal quantttIes, of an AUCD 
broker/custodIan secunty holdmgs as recorded m the AUCD The AUCD WIll not 
be more responsIble for the consequences of executmg thIS functIOn than a 
RegIstrar IS currently today Should a reVIew of current RegIstrar rules be SIlent 
on the subject then the AUCD rules should specIfically exempt the AU CD from 
any accountabIlIty for acttons of the court or government agency 

2 Blockmg WIll functton to perfect the hen of a Lender should an AUCD custodIan 
WIsh to borrow money utIlIZIng the secuntIes for whIch they are the owner 
(propnetary account) and whIch are not already blocked The request for the 
block IS Imttated by the AUCD custodIan and the AUCD WIll perform the 
blockmg functIon at the dIrectIve of the AU CD custodIan 

Recordmg of the block mvolves not Just the blockmg of access by the owner of the secuntIes 
but recordmg who IS m control of the secuntIes and has the authonty to remove the block 
The removal ofthe block may result m the secuntIes bemg returned to the control of the 
ongmal AU CD custodIan or the movement from the deposItory account of the owner to the 
deposItory account of another owner 

Because the AUCD custodIan, UkraIman court, government agency or lender IS now m 
control of these secuntIes, the owner ofthe blocked secunttes can only regam control by the 
court, government agency or lender authonzmg the return of control 

SecuntIes held m an ommbus sub-account whIle subject to blockmg are blocked wIthm the 
records of the AUCD custodIan responsIble for the ommbus account and not m the records of 
the AUCD The exceptIon to thIs would be If a Ukramlan court or government agency 
specIfically applted theIr dIrectIve to the ommbus account as opposed to a chent of an 
ommbus account 

Process Flow 

I FunctIOn One as defined above The court order or government agency dIrectIve must 
be delIvered m wntmg to the AUCD offices The order or dIrectlve WIll be for the blockIng 
of specIfic amounts of specIfic secuntIes 
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All Ukrame Cleanng DeposItory Functtonal SpecIficatIOns 

The AUCD wtll apply the block as dtrected and the Court or Government Agency wIll be 
placed m control of the blocked secunhes Before anyone can be recorded m the system as 
bemg m control of secunbes they must first be recorded m the AUCD system as a AUCD 
custodIan The court or government agency would be a speCIal category of partIcIpant wIth 
no capabIlIty other than to be placed m control of secuntIes No tradmg or secunty settlement 
actIvIty can take place m such an account nor would any btllmg apply The AUCD would 
send a statement of blocked secuntIes to the owner, the AUCD custodIan, and the Courts or 
Government Agency 

The removal of the block would be by wntten dIrecbve of the Court or Government Agency 
The block removal would eIther return control to the AUCD custodIan who had been m 
control at the bme of the block or the dtrectIve would be for seIzure of the blocked secuntIes 
The removal of the block would be on a record by record baSIS as mdIcated m the dIrectIve 
The seIzure would be lIkewIse The AUCD would perform the functton 

2 FunctIon Two and Three as defined above The AUCD CustodIan WIll request the 
AUCD to block secuntles for purposes of obtammg a loan from a lendmg mstItutIOn The 
blockmg request WIll be as follows 

speCIfic amounts of speCIfic secuntIes 

The AUCD custodIan WIll forward the request for the blockmg and the AUCD wIll apply the 
block(s) as requested The Lender should be recorded m the AUCD system as bemg m 
control of the secuntIes A statement of the blocked secuntIes WIll be forwarded to both the 
borrower AUCD custodIan and the lender 

The removal of the block would be by wntten dIrectIve of the Lender The block removal 
would eIther return control to the AUCD custodIan who had been m control at the bme of the 
block or the dIrectIve would be for seIzure of the blocked secuntIes The removal of the 
block would be on a record by record baSIS as mdicated m the dtrectIve The SeIzure would 
be lIkeWIse The AUCD would perform the functIon 

3 SeIzed secunttes are moved to SpeCIal Accounts set up to accommodate the seIzure by 
non-partIcIpants of the AUCD and ownershIp changes to the Holder of the SpeCIal Account 
The assets m these accounts must be WIthdrawn or moved VIa an Inter Account Transfer to a 
custodIan for safekeepmg They cannot be left m the SpeCIal Account mdefimtely 

4 Blockmg and unblockmg are accomplIshed through use of a block/unblock code The 
AUCD WIll perform the block and unblock agamst the depOSItory holdmg records of the 
AUCD Account Holder 

5 SeIzure IS accomplIshed through use of the Inter Account Transfer The AUCD WIll 
perform the seIzure agamst the depOSItory holdmgs records of the AUCD Account Holder 
whIch are currently blocked 

Blockmg as defined here IS not expected to be a major functIon of the AUCD but It IS a 
reqUIrement whIch must be capable ofbemg done from the openmg day of the AUCD 
RegIstrars today are presumed to be reqUIred to perform the functIon and therefore the AUCD 
must do the same The functIOnalIty IS achIeved through use of common AUCD transactIons, 
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All Ukrame Cleanng DeposItory FunctIonal SpecIficatlOns 

VIZ the Inter Account Transfer, a block/unblock quantIty by reason process plus AUCD 
procedures 

4212 Dormant Accounts 

There IS no actlOn reqUIred for accounts with poslttons but wIth no acttvIty The system wIll 
provide an ad hoc report faclhty for accounts with no poslttons and no actIvity ThiS report 
can specIfy the penod ofmactlvlty 

4 2 13 Fees and BIllmgs 

These must be decIded on m the future TransactIon based fees wIll be apphed and processed 
through the system on a datly basIs but collected on a cychcal basIs to be detennmed 

4 2 14 Balancmg and ReconcIliatIon 

Where AUCD IS the sub-registry, the total posItIons for each secunty m the sub-regtstry at the 
AUCD must agree with the regtstrar's record oftotal quantIty In the AUCD sub-regtstry 
Penodlc reconcllIatlOn IS reqUIred between the records of the AUCD and the regtstrar At 
mltIallmplementatlOn of the AUCD, the reconclhatIon should be on a datly basIs The 
system wIll provIde reports on the total holdmgs by secunty m all depOSItory accounts for 
companson wIth the records of the registrar The reports will Include deposIt and pendmg 
WIthdrawal transactlOns 

For non-certificated secuntIes, the total quantity m the AUCD depOSitory pOSItIons must be 
balanced and reconctled to the total amount ofthe global certIficate on a dally baSIS 

4 2 15 ReportIng 

The followmg reports will be produced by the system for the AUCD and AUCD CustodIans 

dally net pOSItIon and actIvity report for all transactIon types 

2 dally report on depOSIt actIvity 

3 new accounts 

4 account maIntenance 

5 exceptlOn report on rejected mter depOSItory account movements 

6 exceptIon report on rejected WIthdrawals 

7 fees and btlllngs - lIst of charges 

8 holders of record by date by secunty 

42 16 InqUIrIeS 

On-lIne mqumes are only available to the AUCD staff lnqUInes are aVaIlable for 

transactIon hIStOry on accounts 

2 unsettled trades 

3 unaffinned trades 
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All UkraIne Cleanng DeposItory FunctIOnal SpecIficatIons 

5 Corporate Actions/Entitlements 

5 1 General Overview & Assumptions 

In order to process corporate actions the system must be able to prepare an accurate Itst of the 
BeneficIal Owners for a secunty on the effective date of the corporate actIOn Corporate 
actions are processed based on posItIons In a deposItory account Therefore short posItIons 
eVIdenced In the Buy In Accounts would not be Included m the Itst of BeneficIal Owners but 
the AU CD would know to whom a corporate entItlement IS owed For Sell Out accounts the 
BeneficIal Owner IS the AUCD 

There are, In general, three types of corporate actIons and each type has ItS own effectIve date 

DIstnbutIOn types of corporate actlOns such as cash and stock dIvIdends, nghts and 
warrants where the dIstnbutIon takes place on a payable date based upon the Itst of 
Beneficial Owners establIshed on Record Date 

2 CapItahzatlOn types of corporate actIons such as mergers, sphts, name changes etc where 
the effectIve date IS usually the close of bus mess on the record date 

3 Pnvtlege types of corporate actIons such as tender offers and converSlOns whIch usually 
have expiration dates after whIch time the mvestor can no longer take advantage of the 
pnvIlege 

The system In ItS ImtIallmplementatlOn wtll handle the followmg types of corporate actIons 

cash divIdends 

2 stock dIvIdends 

3 sphts 

4 BeneficIal Owner LIStS for use by the RegIstrar m handhng Admimstrattve 
ActivItIes such as votmg, maIlIng annual reports, etc 

Common System FunctIons 

The system maIntaInS a dIary mcludIng the record date, the effectIve date and other 
mformatIOn about the nature of the corporate actIOn The AUCD wIll update the diary 
system when the facts of a corporate action are known 

2 The system automatically produces a data base of Holders of Record at the Propnetary 
Account and Ommbus Sub-Account Holder level at the close of bus mess on the record 
date for all secuntIes that have a corporate achon pendmg 

3 The AUCD balances the total pOSItIon shown on the Holders of Record report to the 
AUCD sub-regIstry posItion maIntamed by the registrar Any discrepancIes must be 
mvestIgated and resolved 

4 For cash dIVIdends, stock dIVIdends and sphts on ImmobIhzed secunttes, the regIstrar WIll 
furnIsh the cash or authonzatton to dIstnbute electrOnIc shares for all secuntIes on the 
books of the regIstrar m the name of the AUCD as nommal holder 
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5 The system calculates entttlements based on holdmgs for each deposItory sub-account and 
dIstnbutes the cash dIvIdend, stock dIvIdend and sphts accordmg to the reconcIled 
Holders of Record from Step 3 above Should the result ofthe dIstnbuhon result m a 
fractIOnal share to any deposItory sub-account, the fraction should be subjected to a cash 
m heu process and the results entered mto the daIly settlement figure for the custodIan 

6 Where the RegIstrar has requested a Itst of BenefiCIal Owners, the AUCD must request 
that ItS custodIans furnIsh a Itst by BenefiCIal Owner WhICh balances to the total secunttes 
m the Holders of Record data for the Record Date The BenefiCIal Owners data base IS 
then forwarded to the RegIstrar m electromc form 

7 For dematenahzed secunties, the balancmg step WIth the RegIstrar IS omItted from the 
above steps 

Once the records of the AUCD and the mdependent regIstrar or global certIficate are m 
balance, the corporate actIOn IS processed accordmg to the parameters laId out m the 
followmg sechon 

Late announcements for corporate actIOns present speCIal problems In some cases, the 
payment date for a dIVIdend may have passed by the hme the late announcement becomes 
known The system must be capable of reconstructmg Holders of Record reports for late 
announcements Further, the AUCD custodIans must be capable ofproducmg BenefiCIal 
Owners data retroactIvely 

5 2 Corporate Actions 

5 2 1 Cash DIVidends 

The Issuer's Paymg Agent Will pay the AU CD the cash dIVIdends owed to the AUCD as 
supported by A Holders of Record data base WhICh IS produced for the Record Date and 
balanced to the records of the mdependent regIstrar or global certIficate share amount The 
AUCD wIll use thIS data base to pay the cash dIVIdend to the custodIans Via then datly 
Settlement Statements 

Where there IS a secunty pOSItIon m a Buy In account on the record date, the cash dIVIdend 
owed must be calculated and collected on payable date and remItted to the contra-sIde on the 
faIled trade The custodIan who has paId for but not receIved the secunttes IS not carned on 
the books ofthe AUCD as the owner The money WIll be collected and paId through cash 
adjustments In the daIly settlement process 

System Functions 

1 The system Includes a dIary system for entenng Informatton about cash dIVIdends ThIS 
InfOrmatIOn wIll mclude the record date, the payment date and the dIVIdend rate (1 e UAH 
per share) 

2 On the record date for cash diVIdends produce a Holders of Record data base on a secunty 
by secunty baSIS 

3 Allow updates to the Holders of Record report based on the reconCIlIatIOn WIth the 
mdependent regIstrar (ImmobIlIzed secunty) or withm the AUCD (dematenahzed) 
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4 Because the AUCD IS not reCeIVIng the cash dIvIdend for the secuntIes m the Buy In 
accounts, the system wIll have to collect the dIvidend VIa the Payable Date dally 
settlement statement from the ongmal defaulter and pay the dIvIdend to the custodIans 
wIth a Fully PaId for but not ReceIved share balance 

522 Stock DIvIdends 

Stock dIvIdends WIll be apphed dIrectly to the deposItory sub-accounts A Holders of Record 
report WIll be produced and reconcIled wIth the records of the regtstry 

The regIstrar WIll furnIsh the AU CD wIth the authonzatIon to pay the dIvIdends owed to the 
AUCD custodIans Where fractIOnal shares are calculated m the dIstnbutIOn ofthe shares 
receIved from the regIstrar for credIt to the deposItory accounts, the fractIOns wIll be 
subjected to cash m heu processIng wIth the cash proceeds bemg processed through the dally 
settlement The AUCD WIll sell the leftover secunhes to cover the cash m heu processmg 

Where there are short posItIons m a Buy In account on record date, the Holders of Record 
data base wIll note that fact and It WIll be necessary to short those accounts on payable date 
for the amount ofthe stock dIvIdend OWIng on the short posItIons and addItIonal shares 
purchased VIa the Buy In procedures The addItIonal shares wIll then be dlstnbuted to the 
PaId for but not ReceIved share posItIons In the system ThIS WIll be controlled manually as 
each Buy In IS performed 

On payment date the regIstrar wIll confirm the total amount of the stock dIVIdend payable to 
the AUCD ThIS amount wIll be longed to a speCIal dIstnbutIOn account m the AU CD 

The AUCD WIll dIstnbute the stock dIVIdend to all depOSItory sub-accounts accordmg to 
what was held on record date The system WIll long the depOSItory sub-accounts and short the 
speCIal dIstnbutton account At the end of thIS process the speCIal dIstnbutIon account should 
be flat 

If the speCIal dIstnbutIOn account IS long after all processIng IS completed, thIS WIll IndIcate 
that fractIons were mvolved and the remaInmg POSItIon represents the roundmg of the 
dIVIdend at the depOSItory account level The AUCD WIll sell the excess shares and place the 
proceeds mto the dIVIdend revenue fund of the AUCD 

System Functions 

1 The system mcludes a dIary system for entenng mformatIOn about stock dIVIdends ThIS 
mformatIon wIll mclude the record date, the payment date and the dIVIdend rate (1 e the 
number of addItIonal shares per ongmal share) 

2 On the record date for stock dIVIdends produce a Holders of Record data base for all sub­
accounts on a custodIan by custodIan baSIS 

3 Allow updates to the Holders of Record report based on the reconcIlIatIon WIth the 
regIstrar 

4 IdentIfy short pOSItIons m Buy In accounts on the record date and calculate the dIVIdend 
owmg on those short posittons If the dIVIdend owmg mcludes a frachonal amount, round 
the dIVIdend up to the next whole share The dIVIdend WIll be subject to Buy In under the 
same rules that apply to the short pOSItIon m the Buy In account Upon completIon of the 
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Buy In(s) the stock can then be dIstnbuted to the PaId for but not ReceIved share posItIons 
under control of the SurveIllance department 

5 Upon confirmatIon from the regIstrar that the dIvIdend has been paId, release the dIvIdend 
mto the system DepOSItory sub-account pOSItIons are updated accordmg to theIr holdmg 
on record date A speCIal depOSItory account IS used as the "other Side" of the transactIon 
for balanCIng purposes 

6 Produce a report of all transacttons through the specIal depOSItory account The closmg 
balance m thIS account should be zero A long pOSItIon m thiS account represents 
fractIOnal shares that may be sold 

523 Stock SplIts 

Stock spltts WIll be applIed dIrectly to the depOSItory sub-accounts utIlIzmg the same 
procedures as descnbed m Stock DIvIdends 

524 Reverse SplIts 

Reverse splIts WIll be handled m a manner reverse to that speCIfied for the stock spItt 

5 2 5 RIghts & Warrants 

The Issuance of nghts and warrants wtll occur through the registrar who Will uttlize the 
Holders of Record data base produced by the AUCD on the Record Date All nghts and 
warrants proceSSIng WIll occur outSIde the AUCD enVIronment untIl such tImes as It IS 
JustIfied as an ImperatIve feature 

System FunctIons 

On record date for the Issuance of all nghts and warrants produce a Holders of Record 
data base on a sub-account by custodIan baSIS 

2 Allow updates to the Holders of Record data base based on the reconCIlIatIon With the 
mdependent regIstrar and the need to cover short pOSItIons m Buy In accounts 

5 2 6 N arne Changes 

Name changes result from changes made to the secunty master file Ifthere IS no change m 
the ISIN number, there are no processmg ImplIcatIons to the depOSItory system Where there 
IS a change m the ISIN number, It IS necessary to convert all eXIstmg posItIons m depOSItory 
sub-accounts to the new ISIN number 

System FunctIons 

1 Convert all eXIstmg pOSItIons, unconfirmed and unsettled trades to the new ISIN number 

2 MamtaIn an audIt tratl from the old ISIN number to the new ISIN number such that any 
references to the old ISIN number can be SWitched to the new ISIN number 

527 Tender Offers 

To be defined at the appropnate tIme 
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6 Archlvmg 

6 1 General Overview & Assumptions 

At month end all transactIOns m the system whIch are more than 3 months old wIll be taken 
off the system and spooled to an archIve file The archIve file wIll be retamed for 5 years 

ArchIved transactIons WIll need to be restored back mto the system for research purposes 
There needs to be a lInk to new ISIN numbers Ifthere has been a change smce the archIve file 
was made InqUIry functIons must be on a date-select basIs 

Back-ups of all files are reqUIred on a daIly, weekly and monthly basIs Dally back-ups are 
recycled weekly, weekly back-ups are recycled and monthly back-ups are retamed for 5 years 
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7 Role of the Settlement Bank 

In the settlement of secunty transactIOns the AUCD wtll use a specIfic bank for the payment 
and receipt of funds ThIS bank Will be referred to as the "Settlement Bank" All custodians 
must use the Settlement Bank when settlmg trades with the AUCD, whether the trade 
Involves the receIpt or payment of funds 

There are two pnnclpallssues to be considered m selectmg the Settlement Bank 

the ablhty to "clear" funds such that the AUCD IS guaranteed that funds paid on 
settlement day are Irrevocable, "good" funds, 

2 the ablhty of the Settlement Bank to provide suffiCIent nsk management on the custodIans 
such that the payment of settlement funds proceeds smoothly 

7 1 The AbIlity to Clear Funds 

The AUCD must be assured that the funds receIved from ItS custodIans m settlement ofthelr 
obhgattons are Irrevocably commItted to the AUCD and are not subject to reclatm at a future 
date (known as "good" funds) The delIvery of secunttes IS contmgent upon the receIpt of 
"good" funds The AUCD WIll tum around and pay these funds out to custodtans who are m 
a net po sItton to receIve funds each day Therefore, the AUCD must be able to rely on the 
funds receIved through the Settlement Bank The custodtans must be able to rely on the fact 
that funds receIved from the AUCD are also Irrevocable and can be used for other purposes 

72 RIsk Management 

A key consideratton m the dIscussIOn of nsk management IS the conventIOn that all 
settlements WIll take place on the settlement date ThIS conventton IS very Important for a 
Settlement Bank In the case of the settlement of retaIl trades thIS conventIon usually WIll not 
present any problem as the broker should already be m posseSSIOn of the funds from the 
chent These funds can be moved to the Settlement Bank pnor to the Issuance of payment 
Instructtons from the AUCD Where a broker deCIdes to extend credIt to an Investor (1 e , 
commIts to a purchase before recelvmg funds) potenttal problems can anse If the mvestor 
ulttmately faIls to pay the funds reqUIred to settle the trade on settlement date Each day the 
Settlement Bank WIll be reqUIred to pay funds to the AUCD on behalf of the brokers that are 
In a net pOSItIon to pay funds The broker mayor may not have suffiCIent funds In ItS account 
WIth theIr local bank for subsequent forwardmg to the Settlement Bank to meet the payment 
reqUIred The custodIan's bank, dependmg on ItS credIt polICIes WIth ItS clIents may WIsh to 
extend credIt 

If the Settlement Bank does not receIve the reqUIred good funds per the commItment by the 
broker to pay funds to the AUCD, there WIll be senous ImpitcatIOns for the broker, the 
AUCD, for the broker's chents and potentIally for the entIre market The AUCD WIll treat 
the faIlure to remIt funds as a faIlure to pay on the part of the custodIan Where the ongmal 
trade followed the contractual settlement process, the AU CD WIll, If necessary, make good on 
the amount of the default out of the Settlement Guarantee Fund and WIll hold the defaultmg 
broker's secuntIes as collateral for the amount of the default payment The AUCD Will sell 
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out the secuntles receIved by the defaultmg broker, secuntJes that may already have been patd 
for by the chents of the custodian 

CustodIans who are prepared to extend credIt pnvtleges to their chents by acceptmg purchase 
orders pnor to recelvmg funds will reqUIre a hne of credit from their local bank The 
mtentIOn would be to estabhsh a hne of credit which IS suffiCient to meet the normal 
settlement needs of the custodian and to prevent the local bank from refusmg to honor a 
payment request to the AUCD's account at the Settlement Bank The local Bank Will 
presumably reqUIre adequate collateral m support of this hne of credit 
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