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1 Executive Summary

This document provides a comprehensive disclosure by the NSE Clearing Limited 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. NSE
Clearing Limited has also been granted recognition 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.

NSE Clearing Limited is the Clearing Corporation for the transactions executed on
Stock Exchanges with which it has executed inter-operability agreement. Currently,
NSE Clearing Limited provides clearing and settlement for Capital Market (CM)
Segment, Futures and Options (FO) Segment and Currency Derivatives (CD) Segment
to National Stock Exchange of India Limited (NSE), BSE Limited (BSE) and Metropolitan
Stock Exchange of India Limited (MSEI). NSE Clearing Limited also provides clearing
and settlement for Debt Segment and Commodity Derivatives (CO) Segment of NSE.

NSE Clearing Limited 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, NSE Clearing Limited 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, NSE Clearing Limited’s practice across the following key
areas:

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

NSE Clearing Limitedt IOSCO PFMI Disclosur 5
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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.

1 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

1 Legalrisk: The legal basis for activities of NSE Clearing Limited is provided for
in various acts and regulations as well as NCL’s rules, regulations and byelaws.

1 Credit risk: Risks arising from potential defaults of members are monitored
actively at the level of NSE Clearing Limited. 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.
including credit risk from other Clearing Corporations (CCs) due to inter-CC risk.

1 Operational risk: NSE Clearing Limited has put in place robust operational
processes and audit mechanism. NSE Clearing Limited has a detailed physical
and information security policy along with a comprehensive business continuity
plan that is tested periodically.

1 Liquidity risk: NSE Clearing Limited has various sources for meeting its liquidity
needs: lines of credit from banks and cash portion of the core SGF.

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

1 Investment risk: NSE Clearing Limited’s Board approved prudential norms
provide the mandates to be considered in making investments. These norms
ensure that NSE Clearing Limited invests in only safe and high quality assets by
applying necessary restrictions and limits.

NSE Clearing Limited¢ IOSCO PFMI Disclosur: 6
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Summary of major changes since the last update of
the disclosure

This is an update to NSE Clearing Limited’s last disclosure document dated September
30, 2019. Major changes since its last disclosure include:

1.

Net Settlement of Cash segment and Futures & Options (F&0) segment upon
expiry of stock derivatives (Principle 1 and 4)

Framework for Orderly Winding Down of Critical Operations and Services of a
Clearing Corporation (Principle 3)

T+1 rolling settlement in Cash Market Segment (Principle 4 and 8)

Segregation and monitoring of collateral at client level (Principle 4, 5, 14 and 16)
Review of Margin Framework for Cash and Derivatives segments (except for
Commodity Derivatives segment) (Principle 4 and 6)

. Capped Contribution by a non-defaulting member in the Default waterfall of

Clearing Corporations (Principle 13)

. Changes in default management in case of default by clearing member (Principle

13 and 14)

Changes to the Framework to enable verification of upfront collection of margins
from clients in Cash and Derivatives segments (Principle 14)

The figures have been updated in the disclosure wherever applicable.

NSE Clearing Limited¢ IOSCO PFMI Disclosur. 7
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3 General background

3.1 General Description and Market Served

NSE Clearing Limited is the central counterparty for transactions executed on Stock
Exchanges viz National Stock Exchange of India Limited (NSE), BSE Limited (BSE) and
Metropolitan Stock Exchange of India Limited (MSEI) for Capital Market (CM) Segment,
Futures and Options (FO) Segment and Currency Derivatives (CD) Segment. NSE
Clearing Limited also provides clearing and settlement for Debt Segment and
Commodity Derivatives (CO) Segment of NSE. NSE Clearing Limited 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 NSE Clearing Limited.

Debt Segment:

NSE Clearing Limited 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:
NSE Clearing Limited clears and settles index futures, index options, stock futures and
stock options.

Currency Derivatives segment:

NSE Clearing Limited clears and settles futures and options on INR and Non-INR
currency pairs, cross currency pairs, futures based on overnight call rate (MIBOR) and
interest rate futures & options.

Commodity Derivatives Segment:
NSE Clearing Limited clears & settles futures on Gold, Silver, Copper and Brent Crude.

3.2 General Organization

Governing Board

NSE Clearing Limited’s Board and its various Committees oversee the affairs of NSE
Clearing and are responsible for the management of business and performance of NSE

NSE Clearing Limited¢ IOSCO PFMI Disclosur. 8
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Clearing. NSE Clearing Limited’s Board is involved in the formulation and monitoring
execution of strategies for NSE Clearing. NSE Clearing’s Board comprises of
Shareholder Directors, Public Interest Directors and Managing Director. The Managing
Director is an ex-officio director on NSE Clearing’s Board and is not included in the
category of Public Interest Directors and Shareholder Directors.

Operational and Oversight Committees

NSE Clearing 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
Contracts (Regulation) (Stock Exchanges and Clearing Corporations) Regulations,
2018 has mandated Operational and Oversight Committees for Clearing Corporations
along with their composition and functions to ensure effective oversight of the
functioning of Clearing Corporations.

Segregation of functions

NSE Clearing maintains segregation of regulatory departments such as risk
management, member registration, compliance, inspection, enforcement, default,
investor protection and investor services from other departments. As per the SEBI
regulations, NSE Clearing adopts a "Chinese Wall" policy which separates the
regulatory departments of NSE Clearing from the other departments. The employees
in the regulatory departments cannot communicate any information concerning
regulatory activity to any one in other departments and are physically segregated from
them including with respect to access controls. The reporting lines of regulatory
departments do not overlap with that of non-regulatory departments. The Head of Risk
Management also reports to the Risk Management Committee in addition to the
Managing Director. Further, as per the provisions of regulation 30(2) of the SECC
regulations, the Compliance Officer is required to immediately and independently
report any non-compliance to SEBI.

Clearing and Settlement

The Head of Clearing and Settlement oversees matters pertaining to clearing,
settlement and management of liquidity for NSE Clearing. The Head of Clearing and
Settlement reports to the Managing Director.

NSE Clearing Limited¢ IOSCO PFMI Disclosur. 9
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Risk Management framework

The Risk Management Committee comprising of Public Interest Directors formulates
the risk management policy of NSE Clearing. The Head of Risk Management
implements the policy and reports to Risk Management Committee and the Managing
Director. The Risk Management Committee monitors the implementation of its policy
and informs NSE Clearing Board on its implementation.

Compliance Monitoring

The Compliance Officer of NSE Clearing reports to NSE Clearing’s Board and is
responsible for monitoring the compliance of the Securities Contracts (Regulation)
(Stock Exchanges and Clearing Corporations) Regulations, 2018, the Companies Act,
1956, the Securities and Exchange Board of India Act, 1992, rules, regulations, or
directions issued thereunder and for the redressal of investors’ grievances.

3.3 Legal and Regulatory Framework

NSE Clearing Limited is a public limited company incorporated under the provisions of
Companies Act (1956) and is a wholly owned subsidiary of National Stock Exchange of
IndiaLtd. The entire 100% share capital of the Clearing Corporation is held by National
Stock Exchange of India Limited. NSE Clearing Limited was incorporated in August
1995, and it commenced clearing operations in April 1996. NSE Clearing Limited
carries out the clearing and settlement of the trades executed in the equities, debt,
Futures and Options and Currency Derivatives segments of NSE, BSE & MSE. NSE
Clearing Limited also provides clearing and settlement for Debt Segment and
Commodity Derivatives (CO) Segment of NSE

The legal basis for various aspects of clearing and settlement operations performed by
NSE Clearing can be derived from various sources — NSE Clearing byelaws, rules and
regulations, Securities Contracts (Regulation) (Stock Exchanges and Clearing
Corporations) Regulations (SECC) and the Securities Contracts Regulation Act (SCRA).
The legal basis under which NSE Clearing operates provides a high degree of certainty
for each material aspect of NSE Clearing Limited’s clearing activities including
counterparty guarantee, novation, netting and settlement finality. The Byelaws, Rules
and Regulations of NSE Clearing and the regulatory specifications provide a sound
legal basis for all aspects of NSE Clearing’s operations, risk management and default
procedures.

NSE Clearing Limited IOSCO PFMI Disclosur: 10
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3.4 Operation of the system

Cash market segment operates from 09:00 to 15:30, five days a week. Future and
Option segment operates from 09:15 to 15:30, five days a week. Debt segment
operates from 09:00 to 17:00, five days a week. Currency derivatives segment
operates from 09:00 to 17:00, five days a week. Commodity derivatives Segment
operates from 09:00 to 11:30/11:55, five days a week.

Cash market segment:

All executed trades cleared through its clearing members are electronically
transferred to NSE Clearing for clearing and settlement and are settled on a T+1 basis
in the cash market segment. NSE Clearing, the CCP, becomes the counterparty to every
member by novation and meets all settlement obligations, regardless of member
defaults. NSE Clearing generally adopts net settlement and most of the settlement
takes place in this manner, with the exception of securities that need to be settled on
a gross basis for regulatory reasons. The obligations arising on settlement on futures
and options to be settled by delivery shall also be netted with the obligations in Cash
market segment to arrive at the final netted deliveries/funds obligations for the
purpose of settlement in Cash market segment.

Debt Segment:

NSE Clearing follows a T+1 rolling settlement cycle for debt securities traded on retail
platform and institutional platform. For all trades executed on the T day, NSE Clearing
determines the net obligations of each clearing member. NSE Clearing provides
settlement guarantee for trades executed and settled on DvP III basis.

NSE Clearing settles trades executed on the negotiated trade platform on DvP I basis
(gross settlement). The settlement takes place on T+0 or T+1 basis as per the terms
of negotiated trade. No settlement guarantee is provided for trades executed on
negotiated trade platform.

Futures & Options segment:

1 NSE Clearing becomes the counterparty for all trades cleared through its
clearing members in futures and options segment, clearing members are
responsible to NSE Clearing for the obligations arising from their own trades,
their clients’ trades and the trades of trading members for whom they provide a
clearing service.

NSE Clearing Limited IOSCO PFMI Disclosur: 11
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9 Future contracts are subject to two types of settlements; daily mark to market
settlement and final settlement of futures contracts which are cash settled
takes place before start of market hours on the next day (T+0). Final settlement
of futures contracts which are settled by delivery takes place on Expiry+1 days.

1 Settlement of options contracts include premium settlement and the final
exercise settlements of options contracts which are cash settled before start of
market hours on the next day. Final exercise settlements of options contracts
which are settled by delivery take place on Expiry+1 days.

1 The obligations arising on settlement on futures and options to be settled by
delivery are netted with the obligations in Cash market segment to arrive at the
final netted deliveries/funds obligations for the purpose of settlement in Cash
market segment.

Currency Derivatives segment:

1 NSE Clearing becomes the counterparty for all trades cleared through its
clearing members in Currency Derivatives segment.

1 Clearing members are responsible to NSE Clearing for the obligations arising
from their own trades, their clients’ trades and the trades of trading members
for whom they provide a clearing service.

9 Futures contracts are subject to two types of settlements; the daily mark to
market settlement, which occurs on a daily basis till expiry of the futures
contract and takes place before start of market hours on next day, and the final
settlement, which are settled on Expiry + 2 days.

1 Settlement of options contracts include the daily premium settlement for
options purchased and sold during the day and the final exercise settlement for
options positions at in-the-money strike prices on the expiration day.

Commodity Derivatives segment:

1 NSE Clearing becomes the counterparty for all trades executed in Commodity
derivatives segment of NSE.

1 Clearing members are responsible to NSE Clearing for the obligations arising
from their own trades, their clients’ trades and the trades of trading members
for whom they provide a clearing service.

9 Bullion Futures contracts are settled physically and subject to two types of
settlements; the daily mark to market settlement which occurs on a daily basis
till expiry of the futures contract and takes place on T+1 basis, and on expiry all

NSE Clearing Limited¢ IOSCO PFMI Disclosur: 12
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the open positions are marked for delivery. Final settlement of funds and
delivery pay-in takes places on Expiry +1 basis.

1 Energy Futures contracts are cash settled and subject to two types of
settlements; the daily mark to market settlement which occurs on a daily basis
till expiry of the futures contract and takes place on T+1 basis, and the final
settlement takes places on Expiry +1 basis.

NSE Clearing Limited IOSCO PFMI Disclosur: 13
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4 Principle-by-principle summary narrative
disclosure

Principle 1 Legal Basis

An FMI should have a well-founded clear, transparent, and
enforceable legal basis for each material aspect of its activities
in all relevant jurisdictions.

Summary Narrative

—

Key Consideration 1
The legal basis should provide a high degree of certainty for each material aspect of
an FMI’s activities in all relevant jurisdictions.

The legal basis for the material aspects of NSE Clearing is as follows:-

1. NSE Clearing Limited to act as counterparty, including the legal basis for
Novation.

The Securities Contracts (Regulation) Act 1956 (SCRA) provides for granting of
recognition to Stock Exchanges and Clearing Corporations which intend to function as
recognized Stock Exchanges and Clearing Corporations. Section 8A of SCRA deals with
Clearing Corporation and stipulates that the provisions of the various sections
specified therein shall apply to Clearing Corporation as they apply in relation to a
recognized Stock Exchange. Pursuant to the said section 8A, the Clearing Corporation
can therefore be granted recognition under section 4 of SCRA as a recognized Clearing
Corporation. Section 5 provides for the circumstances under which the recognition
may be withdrawn by SEBI. Under sections 6 and 7, the Clearing Corporation is subject
to the power of SEBI to call for periodical returns or annual report of Clearing
Corporation. Under section 9, Clearing Corporation is required to make byelaws. Under
sections 8 and 10, SEBI is vested with the powers to make or amend the Rules and
Byelaws of the Clearing Corporation. Under sections 11 and 12, SEBI is empowered
to supersede the governing body of the Clearing Corporation in circumstances
specified under section 11 or suspend the business of the Clearing Corporation in
accordance with the powers vested in it under section 12.

NSE Clearing Limitedz IOSCO PFMI Disclosur: 14
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Securities Contracts (Regulation) (Stock Exchanges and Clearing Corporations)
Regulations 2018 (SCRA [SE & CC] Regulations): Under section 31 of SCRA, SEBI is
empowered to make regulations consistent with the provisions of SCRA. Pursuant to
the powers, inter alia, vested in SEBI under section 4, 8A and 31, SEBI issued
Securities Contracts (Regulation) (Stock Exchanges and Clearing Corporations)
Regulations 2018 dealing with recognition, net worth, ownership, governance and
general obligations of Stock Exchanges and Clearing Corporations. These Regulations
also dealt with listing of securities and other regulatory powers of SEBI to call for
information, inspection and issue appropriate directions to Stock Exchanges and
Clearing Corporations. Regulation 34 provides that every Stock Exchange shall use the
services of a recognized Clearing Corporation for clearing and settlement of its trades
with effect from the date specified by SEBI in that behalf. SEBI has granted recognition
to NSE Clearing Limited to function as a Clearing Corporation under Regulation 4 of
SCRA [SE & CC] Regulations.

Securities and Exchange Board of India Act, 1992 (SEBI Act): Under section 11 (1) of
SEBI Act, SEBI is vested with the duty to protect the interests of investors in securities
and to promote the development of, and to regulate the securities market, by such
measures as it thinks fit. SEBI is further specifically empowered to take measures to
regulate the business in Stock Exchanges and any other securities markets. Under
section 30 of SEBI Act, SEBI is empowered to make Regulations. SEBI issued the SCRA
[SE & CC] Regulations pursuant to its powers under SCRA read in conjunction with its
powers under section 11 and 30 of SEBI Act.

SEBI Press Release: SEBI issued Press Release No. 1/2014 dated January 03, 2014 in
order to publicly indicate the central counterparties which are Qualified Central
Counterparties (QCCPs) in the Indian Securities Market jurisdiction. These Clearing
Corporations have qualified as QCCPs in view of the fact that these are regulated by
SEBI under the SEBI Act, SCRA and Rules and Regulations made thereunder. These
Clearing Corporations are subjected on an ongoing basis to rules and regulations that
are consistent with the PFMI Report. This Press Release of SEBI not only emphasis the
legal basis for activities of the Clearing Corporations by stating that the Clearing
Corporations are regulated by SEBI under the SEBI Act, SCRA and the Rules and
Regulations made thereunder but also explicitly and publicly indicates the Clearing
Corporation which are QCCPS are subjected to the regulation and supervision using
PFMI framework thus necessitating the Clearing Corporations to adhere to the PFMI
requirements. NSE Clearing has been publicly indicated in this Press release as a QCCP.
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2. Netting arrangements and novation

Netting has been defined under Regulation 2(1) (k) of the SCRA [SE & CC] Regulations
2018. Netting has been defined as determination by Clearing Corporation of net
payment or delivery obligations of the clearing members of a recognised Clearing
Corporation by setting off or adjustment of the inter- se obligations or claims arising
out of buying and selling of securities, including the claims and obligations arising out
of the determination by the Clearing Corporation or Stock Exchange, on the insolvency,
winding-up, liquidation or resolution of any clearing member or trading member or
client or such other circumstances as the Clearing Corporation may specify in its bye-
laws, of the transactions admitted for settlement at a future date, so that only a net
claim be demanded, or a net obligation be owed. Under Regulation 7(4), one of the
conditions laid down for an applicant seeking recognition as a Clearing Corporation is
that the applicant has a settlement procedure including netting, novation and
guarantee for settlement of trades in place, which is in accordance with the manner
specified by the Board. Novation has also been defined in the SCRA [SE & CC]
Regulations 2018 under Regulation 2(1) () as the act of one or more recognised
Clearing Corporations interposing between the parties of every trade, so as to be a
legal counterparty. The concept of novation has also been incorporated in the Byelaws
of NSE Clearing under Byelaw 10 of Chapter VI of NSE Clearing Byelaws applicable to
the Futures and Options Segment (NSE Clearing F&O Byelaws) and Commodity
Derivatives Segment. The Byelaws applicable to the Futures and Options Segment
have been made applicable for the Currency Derivatives clearing segment under
Byelaw 5 of Chapter II. The novation concept has also been provided in the NSE
Clearing Byelaws applicable to the Capital Market segment. Further Byelaw 9 of NSE
Clearing F&O Byelaws and Commodity Derivatives Byelaws provides that clearing and
settlement of deals in the F & O Segment and Commodity Derivatives segment may be
on netted basis or gross basis or trade-for-trade basis or any other basis as may be
specified by the relevant authority from time to time.

3. NSE Clearing’s interest in collateral (including margin) that a participant
pledges or transfers to NSE Clearing

NSE Clearing’s Rules, Byelaws, Regulations and Circulars issued thereunder contain
various stipulations regarding maintenance of security deposits, margins, etc. Rules
2(3), 5(3), 5(5), 11 and 12 of Chapter IV of NSE Clearing F&0O Rules deal
comprehensively with the collateral provisions. Byelaw 1 of Chapter V of the NSE
Clearing F&O Byelaws provides that the fees, security deposits, other monies and any
additional deposits paid, whether in the form of cash, bank guarantee, securities or
otherwise, with the Clearing Corporation, by a Clearing Member from time to time, shall
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be subject to a first and paramount lien for any sum due to the Clearing Corporation in
any Clearing Segment and all other claims against the Clearing Member for due
fulfilment of engagements, obligations and liabilities of Clearing Members arising out
of or incidental to any dealings made subject to the Byelaws, Rules and Regulations of
the Clearing Corporation in any Clearing Segment. The Clearing Corporation shall be
entitled to adjust or appropriate such fees, deposits and other monies for such dues
and claims, to the exclusion of the other claims against the Clearing Member, without
any reference to the Clearing Member. Chapter VIII of the Byelaws deals with margins
and provides for margin requirements, form of margins, quantum of margins, manner
of holding of margins by the Clearing Corporation, lien on margins, utilization of
margins upon failure to meet obligations by clearing member and actions for failure to
pay margins. The Securities Contracts (Regulation) (Stock Exchanges and Clearing
Corporations) (Amendment) Regulations of 2018 provides regulatory protection to the
Clearing Corporation activities by way of Regulation 43 and 44. Under sub-regulation
3 of Regulation 43, when a settlement has become final and irrevocable, the right of
the recognized Stock Exchange or the recognized Clearing Corporation, as the case
may be, to appropriate any collaterals or deposits or margins contributed by the
trading member, clearing member or client towards its settlement or other obligations
in accordance with the byelaws of the recognized Stock Exchange or recognized
Clearing Corporation shall take priority over any other liability of or claim against the
said trading member, clearing member or client, as the case may be. Under Regulation
44, regulatory protection has been provided for the Clearing Corporation to deal with
the collaterals, deposits and assets of the clearing members. This Regulation
recognizes the rights of the Clearing Corporation for recovery of dues and priority for
such liability to Clearing Corporation. The Regulation provides that the right of
recognized Clearing Corporation(s) to recover the dues from its clearing members,
arising from the discharge of their clearing and settlement functions, from the
collaterals, deposits, and assets of the clearing members, shall have priority over any
other liability of or claim against the clearing members.

4. Default procedures

Chapter XI of the NSE Clearing Byelaws applicable to all segments deals with the
provisions for default procedures. Byelaw 10 of this Chapter stipulates that the
Relevant Authority shall call in and realise the security deposits in any form, margin
money, other amounts lying to the credit of and securities deposited by the defaulter
and recover all moneys, securities and other assets due, payable or deliverable to the
defaulter by any other Clearing Member in respect of any deal or dealing made subject
to the Bye-laws, Rules and Regulations of the Clearing Corporation and such assets
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shall vest ipso facto, on declaration of any Clearing Member as a defaulter, in the
Clearing Corporation. These realized assets shall be subjected to the protection of
Regulation 43 and 44 of the SCRA [SE & CC] Regulations. Byelaw 19 of this Chapter
provides for the manner of application of these assets. Chapter XII of these Byelaws
has been amended to include the provisions relating to Core Settlement Guarantee
Fund.

5. Finality of transfers of funds and financial instruments

SEBI has amended the SCRA [SE & CC] Regulations for providing for settlement finality.
Regulation 43 of these Regulations stipulates that payment and settlement in respect
of a transaction between parties referred to in sub-regulation (1), effected under the
byelaws of a recognized Stock Exchange or a recognized Clearing Corporation, and
shall be final, irrevocable and binding on such parties. SEBI further specified the point
of time when the settlement finality is achieved. It is declared that the settlement,
whether gross or net, referred to in this regulation, is final and irrevocable as soon as
the money, securities or other transactions payable as a result of such settlement is
determined, whether or not such money, securities or other transactions is actually
paid. Therefore, in line with the suggested recommendations of the PFMI Report, SEBI
had clearly indicated the point of time for attainment of settlement finality.

-

Key Consideration 2
An FMI should have rules, procedures, and contracts that are clear, understandable,
and consistent with relevant laws and regulations.

The Rules, Byelaws and Regulations are approved by Securities and Exchange Board
of India and are published in the Gazette of India as well as the Gazette of Maharashtra
as required. The Rules, Byelaws and Regulations are published in the official gazette
in line with the procedure as prescribed for the Stock Exchanges Rules, Byelaws and
Regulations amendments. The market participants’ doubts with respect to the
contents of the Rules, Byelaws and Regulations are clarified if and when raised. The
Byelaws, Rules, and Regulations of NSE Clearing and any amendments to the same are
intimated to the market participants by way of circulars.

Any amendments to byelaws of NSE Clearing Limited can only be done after seeking
public comments through a consultative process and prior approval of SEBI.
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Key Consideration 3

An FMI should be able to articulate the legal basis for its activities to relevant
authorities, participants, and, where relevant, participants’ customers, in a clear and
understandable way. 4|

Legal basis for the activities of the Clearing Corporation are articulated in the Section
8A of the Securities Contracts (Regulation) Act, 1956 and also in the Securities
Contracts (Regulation) (Stock Exchanges and Clearing Corporations) Regulations,
2018 which requires NSE Clearing to make an application for recognition as a
recognized Clearing Corporation. NSE Clearing has been granted recognition by SEBI
under these regulations. Further, the bye-laws of NSE Clearing and any subsequent
amendments are approved by SEBI.

-

Key Consideration 4

An FMI should have rules, procedures, and contracts that are enforceable in all
relevant jurisdictions. There should be a high degree of certainty that actions taken by
the FMI under such rules and procedures will not be voided, reversed, or subject to

stays.
]

As already indicated above, the regulatory framework within which NSE Clearing
functions provides certainty to its activities and the Rules, Byelaws, Regulations and
Circulars of NSE Clearing are enforceable in India. Further, it may be noted that
Section 8A of the Securities Contracts (Regulation) Act, 1956 read with Securities
Contracts (Regulation) (Stock Exchanges and Clearing Corporations) Regulations,
2018 require NSE Clearing to make an application for recognition as a recognized
Clearing Corporation. NSE Clearing Limited has been recognized as a Clearing
Corporation under these regulations.

-

Key Consideration 5
An FMI conducting business in multiple jurisdictions should identify and mitigate the
risks arising from any potential conflict of laws across jurisdictions.

NSE Clearing does not operate in multiple jurisdictions and therefore the key
consideration is not applicable.
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Principle 2 Governance

An FMI should have governance arrangements that are clear and
transparent, promote the safety and efficiency of the FMI, and
support the stability of the broader financial system, other relevant
public interest considerations, and the objectives of relevant
stakeholders.

Summary Narrative

—

Key Consideration 1
An FMI should have objectives that place a high priority on the safety and efficiency
of the FMI and explicitly support financial stability and other relevant public interest

considerations.

1. Objectives of NCL

The objectives of NSE Clearing Limited are clearly defined in the object clause of
memorandum of association. The main objective is to facilitate setup and carry on the
business of clearing and settlement of various financial securities. NSE Clearing
provides the highest priority to safety and efficiency which is evident from its rules,
regulations and bye-laws framed to govern the business and operations. The rule,
regulations and bye-laws stress upon high capital adequacy, strict eligibility criteria
and adequate infrastructure.

NSE Clearing’s key objectives are:
A to bring and sustain confidence in clearing and settlement of securities.
A to promote and maintain, short and consistent settlement cycles.
A to provide counter-party risk guarantee
A to operate a tight risk containment system

Apart from this, internally NSE Clearing has defined Service Level Agreements for most
of its processes and deliverable for external customers and internal customers. Thus,
safety and efficiency are not only christened in its objectives, but they are also part of
the business process too.
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2. Financial Stability

NSE Clearing ensures adequacy of financial resources including Core Settlement
Guarantee Fund at all times to ensure financial stability even under extreme situations.

3. Public Interest considerations

As an incorporated entity NSE Clearing has its identified social responsibility in line
with that of the corporate community in India in general. NSE Clearing has enshrined
corporate social responsibility as part of its overall objectives.

The NSE Clearing Byelaws contains relevant provisions to protect the interest of
constituents who are the ultimate investors in the Capital Market.

=

Key Consideration 2

An FMI should have documented governance arrangements that provide clear and
direct lines of responsibility and accountability. These arrangements should be
disclosed to owners, relevant authorities, participants, and, at a more general level,

the public.

1. Norms by SEBI

The Securities Contracts (Regulation) (Stock Exchanges and Clearing Corporations)
(SECC) Regulations, 2018.

2. Ownership

NSE Clearing is a public limited company incorporated under the provisions of
Companies Act (1956) and is a wholly owned subsidiary of National Stock Exchange of
India Limited. The entire 100% share capital of the Clearing Corporation is held by
National Stock Exchange of India Limited. Necessary provisions in this regard are
contained in Securities Contracts (Regulation) (Stock Exchanges and Clearing
Corporations) (SECC) Regulations, 2018. The shareholders of the Clearing Corporation
should be fit and proper persons and should not suffer from any disqualifications. As
these are continuous requirements, after becoming the shareholder of NSE Clearing, if
any shareholder suffers any disqualification, they cannot continue to be a shareholder
of Clearing Corporation.
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3. Governance

There are three categories of directors of the Clearing Corporation viz. Managing
Director, Shareholder Directors, and Public Interest Directors. The Public Interest
Directors form at least 2/3rd of the total strength of the Board.

All Directors can be appointed only after the approval of SEBI. SECC regulations read
with SEBI circulars have laid down the eligibility requirements for Board of Directors.
They are required to meet the “fit and proper” criteria and must not be associated with
any trading/clearing member. A code of conduct has been specified under the SECC
regulation for Board members.

Various Committees as specified in the SEBI circular dated January 10, 2019, are
constituted to oversee various aspects of the functioning of Clearing Corporation.

A Compliance Officer is appointed as per the requirements of SECC regulations to
monitor the compliance of relevant acts, rules and regulations by the Clearing
Corporation.

4. Disclosure

NSE Clearing provides accountability to its owners, participants and other
stakeholders through Rules, Regulations, Byelaws, Member agreements and norms.
NSE Clearing discloses all the governance arrangements (Rules, Regulations, Byelaws,
Annual reports) on the website.

-

Key Consideration 3

The roles and responsibilities of an FMI’s Board of directors (or equivalent) should be
clearly specified, and there should be documented procedures for its functioning,
including procedures to identify, address, and manage member conflicts of interest.
The Board should review both its overall performance and the performance of its
individual Board members regularly. 4,

1. Roles and Responsibilities

Pursuant to erstwhile Companies Act, 1956, the Companies Act, 2013, SEBI (listing
Obligations and Disclosure Requirements) Regulations, 2015, the roles and
responsibilities of the NSE Clearing’s Board of Directors are clearly defined in its
Articles of Association and Rules. SCR (SECC) Regulations also provide guidance on
role and responsibility of each category of Directors of a Clearing Corporation. The
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Board of Clearing Corporation comprises of Shareholder Directors, Public Interest
Directors, and Managing Director. Public Interest Directors (PID) submit periodical
reports to the Regulator which approve their appointment. In case the Regulator is not
satisfied with concerned PIDs performance, their term is not renewed for a further
period. The Managing Director’s performance is assessed by the Board every year and
his/her remuneration including increment is fixed based on his/her performance.
His/her term is renewed only if the Board and shareholders are satisfied with their
performance. Further, pursuant to the provisions of the Companies Act, 2013 and SEBI
(Listing Obligations and Disclosure Requirements) Regulations, 2015 (“SEBI LODR”)
contain broad provisions on Board evaluation i.e., evaluation of the performance of (i)
the Board as a whole, (ii) Individual Directors (including Independent Directors and
chairperson) and (iii) the Committees of the Board.

2. Conflict of interests

Regulation 26 of SCR (SECC) Regulations provides for code of conduct for directors and
key management personnel for Clearing Corporations. Every director of NSE Clearing
has to abide by the Code of Conduct specified under Part— A of Schedule— II of these
regulations. Every director and key management personnel of NSE Clearing have to
abide by the Code of Ethics specified under Part— B of Schedule—II of these regulations.
SEBI for any failure by the directors to abide by these regulations or the Code of
Conduct or Code of Ethics or in case of any conflict of interest, either upon a reference
from NSE Clearing or suo motu, shall take appropriate action including removal or
termination of the appointment of any director.

The directors must not be associated with any trading/clearing member.

.

Key Consideration 4
The Board should contain suitable members with the appropriate skills and incentives
to fulfil its multiple roles. This typically requires the inclusion of non-executive Board

member(s). 4,

The Board comprises of:
1. Public Interest Directors not less than two-third of the entire Board
2. Shareholder Directors not exceeding one-third; and

3. Managing Director
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The Directors on the Governing Board of the Company are appointed with prior
approval of the SEBI . The Independent Board Member can also be Public Interest
Director representing the interests of investors in securities market. The Board of
Directors of NSE Clearing comprises of qualified members who bring in the required
skills, expertise and competence that allows them to make an effective contribution to
the deliberations at the meetings of the Board and its Committees. The skills sets
identified for the appointment of Board Members are knowledge and experience in the
field of Accounts, Finance, Governance, Economics, Law, Technology and Risk
Management. As per SCR (SECC) Regulations, 2018, every Director and Key
Management Personnel of a recognized Clearing Corporation shall be a fit and proper
person. Pursuant to the Companies Act, 2013 and SCR (SECC) Regulations, 2018, NSE
Clearing does not provide any incentives to the Board members other than the sitting
fees. The Managing Director does not get any sitting fees. The information on
Shareholder Directors and Public Interest Directors of NSE Clearing Board are
disclosed on NSE Clearing’s website.

-

Key Consideration 5

The roles and responsibilities of management should be clearly specified. An FMI’s
management should have the appropriate experience, a mix of skills, and the integrity
necessary to discharge their responsibilities for the operation and risk management

of the FML.
]

1. Roles and Responsibilities
The roles and responsibilities of the management are:

A To develop and sustain robust clearing and settlement processes which are in
accordance with the organizational strategy and statutory regulations.

A To ensure the development, performance, and conduct of employees working
in the organization.

A To define clear goals and courses of action to the team members.
A To ensure the well-being and progress of the team members.

A Todisplay integrity in all actions of the management.
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A To display proper attitude and behaviour, job knowledge, and effective
communication to build good working relationships thereby motivating people
to accomplish set goals and meet objectives.

2. Skills and Expertise

The roles and objectives of the senior management are set in alignment with the
organizational strategy and objectives. The process and criteria for selecting senior
management are two-fold:

i. Career Progression: Employees are promoted to the senior management
position on the basis of consistence performance and potential assessed
through behavioural interventions.

il.  Lateral Hires: Laterals are hired in key managerial positions on the basis of
experience and proven domain expertise in the area of operations. Rigorous
hiring and selection process is followed to ensure the best fit to the role.

3. Performance review and assessment

Senior Management personnel are assessed vis-a-vis the competency framework. It
encompasses the assessment of behavioural and functional competencies to perform
the role.

Performance is assessed in the mid-year as well as at the end of the financial year on
the basis of the achievement of goals and competencies displayed through behavioural
manifestations. Emphasis is given both to achievement of goals and rightful behaviour.

Senior management personnel may be removed by strictly adhering to the staff rules
in force at the time. Principles of natural justice are followed in the process of removal.

-

Key Consideration 6

The Board should establish a clear, documented risk-management framework that
includes the FMI’s risk-tolerance policy, assigns responsibilities and accountability
for risk decisions, and addresses decision making in crises and emergencies.
Governance arrangements should ensure that the risk-management and internal
control functions have sufficient authority, independence, resources, and access to

the Board.
]
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1. Risk Management Framework

NSE Clearing has adopted and developed upon the risk management framework as
prescribed by SEBI. The framework consists of Capital Adequacy norms, Margining
Methodology, Position limits, Default handling mechanism, Core Settlement
Guarantee Fund, Business Continuity Plan.

NSE Clearing’s Risk Management Committee formulates policies for management of
risks that are financial in nature, which are approved by the NSE Clearing Board.

The enterprise-wide risk management is monitored by the Risk Assessment and
Review Committee. The Policy Approval Committee at NSE Clearing is responsible for
adoption of standard policy format across the organisation as well as review of all
processes and guidelines with respect to policy creation or modification and review of
adherence to those processes and guidelines.

2. Responsibility and Accountability

The Risk Management Committee of NSE Clearing shall formulate a detailed risk
management policy as per SEBI guidelines and implement the same as per the
directive of the Board. The Head of the Risk Management department is responsible
for implementation of the risk management policy and reports to the Risk Management
Committee and to the Managing Director of the Clearing Corporation.

3. Internal Controls

Operational audits are done on regular basis by an Internal Audit team. NSE Clearing
has appointed Independent external auditors to perform an operational, process and
compliance audit on a regular basis. The Auditor’s report is placed before the Audit
Committee of the Board.

4. Validation and Review

NSE Clearing has adopted the risk management framework as prescribed by SEBI.
SEBI has constituted Risk Management Review Committee to review and recommend
changes to the risk management framework. NSE Clearing participates in Risk
Management Review Committee (RMRC) meeting to discuss the risk framework vis-a-
vis the current market conditions. NSE Clearing’s Risk Management Committee also
reviews the model adopted by NSE Clearing for risk management. Internal risk
management policies are formulated and reviewed by the Risk Management
Committee of NSE Clearing.
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Key Consideration 7

The Board should ensure that the FMI’s design, rules, overall strategy, and major
decisions reflect appropriately the legitimate interests of its direct and indirect
participants and other relevant stakeholders. Major decisions should be clearly
disclosed to relevant stakeholders and, where there is a broad market impact, the

public.
]

NSE Clearing seeks feedback from the relevant stakeholders on a continuous basis.
Dedicated teams have been formed to understand the views of the participants.
Multiple channels are made available for the market participants to give their feedback
on any aspect related to the functioning of exchange and the Clearing Corporation.
Customer Satisfaction Surveys are also conducted to assess and improve the overall
efficiency. The Advisory Committee of NSE Clearing based on the feedback received
from the participants advises the governing Board on non-regulatory and operational
matters including product design, technology, charges and levies. NSE Clearing
discloses the major decisions through Regulations, Circulars and Press releases to
relevant stakeholders and, where appropriate, the public.
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Principle 3 Framework for the comprehensive
management of risks

An FMI should have a sound risk-management framework for
comprehensively managing legal, credit, liquidity, operational, and
other risks.

Summary Narrative

-

Key Consideration 1

An FMI should have risk-management policies, procedures, and systems that enable
it to identify, measure, monitor, and manage the range of risks that arise in or are
borne by the FMI. Risk-management frameworks should be subject to periodic review.

|

1. Comprehensive Risk Management framework

NSE Clearing has sound risk management policies to monitor credit, liquidity, general
business, custody and investment, and operational risks. Details of the policies and
processes in place to manage these risks are discussed in principles 4, 7, 15, 16 and
17 respectively.

NSE Clearing has adopted and developed upon the risk management framework
formulated by SEBI. NSE Clearing’s Risk Management Committee formulates policies
for management of risks that are financial in nature, which are approved by the NSE
Clearing Board. The effectiveness of the policies is assessed by regular review and
analysis as well as various tests performed as per the SEBI circular on core SGF,
Default Waterfall and Stress Testing.

The enterprise-wide risk management is monitored by the Risk Assessment and
Review Committee. The Policy Approval Committee at NSE Clearing is responsible for
adoption of standard policy format across the organisation as well as review of all
processes and guidelines with respect to policy creation or modification and review of
adherence to those processes and guidelines. Both these Committees are Sub-
Committees of NSE Clearing Board.
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2. Systems, Policies and Procedures

NSE Clearing has built in-house applications for online risk monitoring and
management. Risk containment measures include capital adequacy requirements of
members, monitoring of member performance and track record, stringent margin
requirements, position limits, monitoring of member positions, automatic disablement
from trading when limits are breached etc. These systems calculate positions, margin
requirements etc. at client, trading member and clearing member level. The systems
also generate various reports/alerts etc.

-

Key Consideration 2

An FMI should provide incentives to participants and, where relevant, their customers
to manage and contain the risks they pose to the FMI.

NSE Clearing’s rules and regulations clearly explain the requirements and
C C

-

Key Consideration 3

NSE Clearing
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