O NSE

Clearing

NSE Clearing Limited

Disclosures on
Compliance with
Principles for financial
market infrastructures

Committee on Payments and
Market Infrastructures
Board of the International
Organization of Securities
Commissions

31 March 2019




O NSE

Clearing

Responding institution: NSE Clearing Limited

Jurisdiction(s) in which the

FMI operates: India

Authority(ies) regulating,

supervising or overseeing the Securities and Exchange Board of India
FMI:

The date of this disclosure is: 31 March 2019

This disclosure is also made available at www.nscclindia.com.

For further information, please contact NSE Clearing Limited, “Exchange Plaza”,
Bandra - Kurla Complex, Bandra (E), Mumbai - 400 051. India

NSE Clearing Limiteqg IOSCO PFMI Disclosur: 2



http://www.nscclindia.com/

) NSE

Clearing

Contents
1 EXECULIVE SUMIMAIY . ..uuiiiiiiiieit ettt te e s e se s crere e e e e s e s e s seaereaeseseeesesssseseaeaeeeessennnen 5
2 Summary of major changes since the last update of the disclosure ...................... 7
3 GeNeral baCKGrOUNG ...t e st e e e e e e s e s aaereaeaeaeee s 8
3.1 General Description and Market SErved ......uuuiiieeececiinireeeeeeeeeeccrrrreee e e e 8
3.2 GeNEral OrganizZation ....ciiccccueviieieee et s e e e e e e s e s eereaeaeaeeesesanns 8
3.3 Legal and Regulatory FramewoOrK.. ... ceccireeee e 10
3.4 Operation Of the SYSTEM ..o e rrrrr e e e e s 10
4  Principle-by-principle summary narrative disclosure ......cccccovvvveeeeiiieccceneineeeenn. 13
Principle 1 LEZal BASIS.cciriiiiiriiirieiiiiieee et eeriiree s ssinre e e e ssitrae e e e srareeeeaes 13
Principle 2 GOVEINANCE .cieiiieecceeeeee e e eecerree e e e e e s e seeeae e e e e e e s e e nnnnnaees 19
Principle 3 Framework for the comprehensive management of risks..... 27
Principle 4 (0 1Yo 1) -1 USSR 30
Principle 5 (070] 1= 1 1= =Y A UPURR 37
Principle 6 MATEIN ctitiiieiiiriee et erre e s ebre e e e sstbae e s esabeaeeesasbaaeeesasesaeeas 41
Principle 7 LIQUILITY TISK ettt ee ettt e e e eervrne e e e e 47
Principle 8 Settlement fiNality...ccoveeeeeeiiieiiree e, 53
Principle 9 Money settlements......o e 55
Principle 10 Physical deliVEreS. .t 58
Principle 11 Central securities depoSItOri€S...ovvueeeeeereriviinireeeeeeeeeeennnnnees 59
Principle 12 Exchange-of-value settlement systems ......oeveeeeecciivineennnn. 60
Principle 13 Participation-default rules and procedures.......ccccceeeeviveeenns 61
Principle 14 Segregation and portability......ccccecviiiieeeee e, 66
Principle 15 General buSINESS MSK..uuuiiiiiiiiiriiririeeeeeeeceersrirreeeee e e eeesneneeees 69
Principle 16 Custody and investment FiSK .....cccvveveeeeeeieeiiiinieeeeee e 72
Principle 17 OperatioNal MSK....ccccieeeeee e e 75
Principle 18 Access and participation requirements .....ccccceveeeeeivivieeeennne. 81
Principle 19 Tiered participation arrangements......cccceeeeeeeeccciveeeeeeeeeeeenes 84
Principle 20 FMI LINKS ceeiiiiieiiirieeeee e eeecirreree e e e eeeenerareeeeeeeeesesnansraneeeeeeens 86

NSE Clearing Limited IOSCO PFMI Disclosur: 3




5

O NSE

Clearing

Principle 21
Principle 22
Principle 23
Principle 24

Efficiency and effectiveness ...,
Communication procedures and standards.......cccceeeeeunnneen.
Disclosure of rules, key procedures and market data...........

Disclosure of market data by trade repositories ...................

List of publicly available reSOUrCeS.......uuiiiiiiiiiicie e

NSE Clearing Limited IOSCO PFMI Disclosur: 4




) NSE

Clearing

1 Executive Summary

This document provides a comprehensive disclosure by the NSE Clearing Limited
(NCL) on its governance arrangements, operational procedures and practices, and
risk management frameworks that are applied for providing clearing and settlement
services.

NSE Clearing Limited has been recognized as a Qualified Central Counterparty (QCCP)
and systemically important market infrastructure institution in securities market
regulated by SEBI vide its press release no. 1/2014 dated January 03, 2014. NCL has
also been granted recognition by European Securities & Markets Authority (ESMA) as
a “third-country CCP” and by United Kingdom (UK) under the Temporary Recognition
Regime (TRR) of the Central Counterparties (Amendments, etc., and Transitional
Provision) (EU Exit) Regulations 2018

This disclosure is based on the guidelines provided by CPMI-IOSCO and the report
titled “Principles for financial market infrastructures: Disclosure framework and
assessment methodology”, published in December, 2012.

NCL is the clearing corporation for the transactions executed on National Stock
Exchange (NSE). NCL aims to provide clearing and settlement services to its clearing
members with the objective of bringing and sustaining confidence in clearing and
settlement services, promoting and maintaining short and consistent settlement
cycles, providing counter-party risk guarantee, and creating a tight risk containment
system. To achieve these objectives, NCL has laid down a comprehensive set of rules
and regulations that provide the operational level details on key aspects of the
clearing and settlement business. The rules, regulations and byelaws describe in
detail, NCL's practice across the following key areas:

1 Participation at NCL: including membership criteria, ongoing requirements and
types of clearing member participation across segments (i.e. cash, equities,
currency derivatives and commodity derivatives, Debt)

1 Operational details: including time of trade settlement, netting of settlement
obligations, etc.

1 Risk management: including details on capital adequacy requirements and
margin requirements (initial, variation, extreme loss) across various segments,
acceptable collateral, etc.

1 Default procedures: declaration of default and subsequent actions.
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Utilization of financial resources in case of default: including design of the
default ‘waterfall’

The risk management framework has been designed to cater to various types of risks

T

Legal risk: The legal basis for activities of NCL is provided for in various acts and
regulations as well as NCL’s rules, regulations and byelaws.

Credit risk: Risks arising from potential defaults of members are monitored
actively at the NCL level. The framework for this includes provisions for covering
losses, executing stress tests to determine adequacy of financial resources,
provisions for margining and collateral deposit etc.

Operational risk: NCL has put in place robust operational processes and audit
mechanism. NCL has a detailed physical and information security policy along
with a comprehensive business continuity plan that is tested periodically.
Liquidity risk: NCL has various sources for meeting its liquidity needs: lines of
credit from banks and cash portion of the core SGF.

General business risk: NCL recognizes various types of general business risks
and has sufficient capital to manage any potential losses that can arise from such
risks.

Investment risk: NCL’'s board approved prudential norms provide the mandates
to be considered in making investments. These norms ensure that NCL invests in
only safe and high quality assets by applying necessary restrictions and limits.
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2 Summary of major changes since the last update of
the disclosure

This is an update to NCL’s last disclosure document dated March 31, 2017. Major
changes since its last disclosure include:
1. The name of the Clearing Corporation has been changed from National
Securities Clearing Corporation Limited to NSE Clearing Limited
2. Inclusion for new asset classes i.e. Commodities Derivatives, Tri-party Repo,
Currency derivatives on non-INR pairs, Futures on Overnight MIBOR
3. Updation of SE&CC Regulations 2012 to SE&CC Regulations 2018 (Please see
Principle 1)
4. The Minimum Period of Risk has been changed to two days for equity
derivatives.
5. Implementation of physical settlement in respect of stock derivatives
6. Intraday Crystallised mark to market losses margins (ICMTM). (Please see
Principle 6)
7. Tired Participation (TM-CM) in Cash Market segment (Please see Principle 19)
8. The figures have been updated in the disclosure wherever applicable.
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3 General background

3.1 General Description and Market Served

NCL is the central counterparty for transactions executed on the NSE. NCL is a 100
percent subsidiary of NSE.

Types of transaction

Cash market segment:
The cash market segment comprises equities, government securities, warrants and
exchange traded funds that are cleared and settled by NCL.

Debt Segment:

NCL clears and settles debt securities, bonds, government securities, treasury bills,
state government securities, corporate bonds, Tri-Party repos and SLR and Non-SLR
bonds issued by financial institutions.

Futures and Options segment:
NCL clears and settles index futures, index options, stock futures and stock options.

Currency Derivatives segment:
NCL clears and settles futures and options on INR and Non-INR currency pairs,
futures based on overnight call rate (MIBOR) and interest rate futures.

3.2 General Organization

Governing Board

NCL Board and its various committees oversee the affairs of NCL and are responsible
for the management of business and performance of NCL. NCL Board is involved in
the formulation and monitoring execution of strategies for NCL. NCL board comprises
of shareholder directors, public interest directors and managing director. The
managing director is an ex-officio director on NCL board and is not included in the
category of public interest directors and shareholder directors.

Operational and oversight committees

NCL is regulated and supervised by the Securities & Exchange Board of India (SEBI)
and is governed by the regulations framed by SEBI from time to time. Securities
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