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About Securities Lending & Borrowing (SLB)

Securities lending is a temporary lending of securities by a lender to the
borrower. SLB is a very popular mechanism globally. This mechanism provides
liquidity to the equity market and thereby increases the market efficiency.

In India, SLB is an Exchange traded product. NSE offers an anonymous trading
platform and gives the players the advantage of settlement guarantee. It
provides the lender and the borrower a secured platform to transact without
the worries of counter party default.

In most other countries this product is an OTC (over the counter) product
whereby the custodians facilitates the transaction of borrow and lend among
institutions. It is a negotiated transaction between two parties in most
countries. Thus, the lender has to deal with counter party risk, collateral
adequacy, sufficiency risk, and other related risks.

Users & Usage of the product
Benefits to Lenders

I Risk-free Income.

I Protection of all rights as owner.

I Settlement Guaranteed by NSCCL.

I Low costs.

I Potential to improve the portfolio performance.

Motivation for Borrowers

The reasons to borrow securities may vary among borrower like securities
required to support a trading strategy, financing strategy or simply fulfilling a
settlement obligation at the Exchange.

Some strategies where securities can be borrowed are listed below:-

I Cover short sale position: Cover unintended short position created in the
books.

Arbitrage: Sell securities short against an offsetting derivatives position
to take advantage of dislocation between cash and derivatives markets.

Pair Trading: Buys the undervalued security and sell the overvalued
security.

Financing Transaction: Trader borrows low volatility stock at lower price
range and sells the same in the capital market segment. The amount
earned is used in more profitable proposition to cover the incurred cost.



Reverse cash and carry arbitrage can be used in most of the situations discussed
above. SLB market supports these strategies to fetch securities at a considerably
low cost to deliver in the cash market.

Regulations on Securities Lending & Borrowing
(SLB)

SEBI has allowed all categories of investors including retail and institutional to
borrow as well as lend securities. Since some entities are regulated jointly with
other regulators their specific regulations are mentioned as under:

. Foreign Portfolio Investor / Foreign Institutional Investor::
I Lending allowed subject to FDI policy.
I Lending not permitted for shares in ban list /caution list of RBI.
I Borrowing allowed only for delivery into short sale.
I Margins to be paid only in the form of cash.

I Custodian to report short selling, lending & borrowing on a daily basis.

o Mutual Funds:

I Offer Document to disclose the intention to lend securities, exposure limit
for the scheme as well as intermediary and market risk.

AMC'’s to report to trustees on a quarterly basis about the level of lending
in terms of value, volume and intermediaries; earnings/losses, and other
details as may be required.

. Insurance Companies:

I Lending allowed to the extent of 10% of the quantity in the respective
scripts in the respective fund. These limits must be adhered at all times.

Securities lent in SLB not to be treated as creating encumbrance, charge,
hypothecation or lien on such securities.

I Lending fees to be accounted on accrual basis.

I Lending allowed only after approval from investment committee.
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Recent trends in lending & borrowing

. Historical data show that Retail & HNI players have been dominant players in
the lending contribution followed by corporate and institutions.

. Proprietary players form a very large share in the borrower’s pie.
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Others include Individual, Partnership, HUF, and Trust & Society

NSE data from Apr'15 to Mar'16

Trading, Clearing & Settlement

Product Specifications

T O

Platform Automated screen based trading

Clearing Settlement Guarantee by NSCCL

Market timings 9.15 am-3.30 pm (in line with Equities Market)
Order Types Lend, Borrow, Recall & Repay

Trade Price (Quotes) Lending Fees per Share

Tenures (Series) 12 Monthly contracts (*Rollover permitted)
Settlement 1st Leg: T+1;

Reverse Leg: 1st Thursday of the month of the
respective series

Last trade day 3 days prior to settlement day

Eligible Securities All F&O securities + eligible Non F&O securities +
Eligible Index ETF's



Recall & Repay Facility

e Permitted to recall before the expiry ® Permitted to repay before expiry

® First step is to enter recall transaction @ First step is to make early repayment
in terminal at market determined rate of securities to NSCCL A/c. Margin
will be released instantly

e Lender’s TM need to specify it as e Borrower’s TM need to specify it as
“Recall” “Repay”

e Market will view the transaction as e Market will view the transaction as
regular borrow transaction regular lend transaction

e Custody confirmation required e Custody confirmation not required

Settlement of fee as well as securities happen on T+1 day

On successful recall / repay, existing positions are closed & investors
have no obligation to settle on expiry day

*Roll over Features

It is allowed for a period of 3 months i.e the original contract plus 2 rollover
contracts. No Further Rollover permitted after 2 months rollover. Rollover allowed
only from positions in near month series. Last trading day of rollover contracts shall
be 4th working day prior to expiry of respective near month series. In case of
foreclosure, no rollover shall be allowed from or to the series getting foreclosed

Treatment of Corporate Actions

Corporate Actions | Fore- Treatment Action date
closure
Dividend No Collected in cash from Record Date +1
Borrower & passed to the
Lender
Stock Split No Outstanding position Ex-date

adjusted according to
the split ratio

Bonus, AGM, Yes Proportionate lending 2 days prior
Merger & fees collected from to ex-date
Amalgamation lender & passed to

the Borrower
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Risk Management

Margins
Margins T Day T+1 Day Reverse Leg
Lender 25% of Lending Price Margins dropped on  No Margins
& MTM at EOD Settlement
Borrower 100% of Lending 100% of Lending Margins dropped
Fees Price, VaR, ELM & on Settlement
MTM at EOD

Margins are accepted in the form of Cash, Fixed Deposit, Bank Guarantee &
Government Securities.

Position Limit

Position Limits Security wise Applicable Limits

Market Wide (MWPL) 10% of the no. of shares held by
non-promoters in the security

Participant Level 10% of MWPL or Rs. 500 mn whichever is lower

Institutional Investor 10% of MWPL or Rs. 500 mn whichever is lower

(FII/ MF / Ins Cos. / PFl /

Banks / PFs)

Client level 1% of MWPL

(Excl. the ones mentioned

above)

o Position limit for SLB is considered for entire month.

e Thelist is provided through circular “Applicable MWPL, Participant,
Institutional Client & Non-Institutional Client Limits for Securities and
ETFs — SLBS” issued on last working date of previous month.



Shortage Handling

Shortages | Type Action taken
First leg Security Shortage  No Funds payout to Lender.
by Lender Financial close-out on T+1 @ min 25%

of T+1 closing price of security

First leg Fund Shortage No Securities payout to Borrower.
by Borrower Lending fee recovered from borrower &
passed onto the Lender along with
Securities
Reverse Security Shortage  Valuation Debit to Borrower on RL day
Leg (RL) by Borrower Followed by Auction on same day along

with Cash Segment Auction settlement/
close-out on RL +1
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Recent Yield Trends

*  Yield in any market is an indicator of the potential profits to be gained in the

market.
e Formula for the yield calculation:

((Lending Fees / Notional Turnover) * (365 / Time to expiry)).

Market-wide yield distribution
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Growth in SLBM Business

. Growth in the product is not limited to few parameters but in various
parameters.

*  This reflects that the product is moving from the introduction stage to the
growth stage in the product lifecycle.

500 A~ - 160
- 140
400 4
2 L 120 g
& 300 - - 100
c v
.5 - 80 3
200 - ¢35
E - 60 g
2 100 - r40 =
- 20
0 _;l—l—l—l—l—l—_ 0
2010 2011 2012 2013 2014 2015 2016
mmm Annual Lending Fees (Rs.in Mn) === Unique Securities Traded
Source: NSE Data
1200 r 5000
1 4500
" - 4000
= [ w
£ 800 3500 &
8 - 3000 B
S 600 F 2500 3%
-] =
5 r 2000 °
g 0 - 1500 8
2z L
200 1000
- 500
0 0

2010 2011 2012 2013 2014 2015 2016

Year

== Unique Borrowers == Unique Lenders

Source: NSE Data



SLEM

Example of Cash Future Arbitrage
I When Future price is lower than cash price, trader can buy future and sell cash

I If the trader does not hold shares in his books, he can borrow the shares on
T day or latest by T+1 day from SLB and deliver on the cash market payin day

On the FO expiry or before, when the Cash & FO prices are nearest to
convergence, trader can buy shares in Cash market and close the FO position

I Then trader can return the shares purchased at the SLB expiry

I Return expected is the difference between the Cash & future price minus the
transaction costin CM & FO & the borrow cost of SLB

Security : BHEL
Qty in shares : 100,000
15-Sep-14 (T) : Sell Cash & Buy Future

16-Sep-14 (T+1)  :Borrow in SLB
17-Sep-14 (T+2) :Deliver shares borrowed in SLB for cash market payin

Borrower’s P&L

Buy in Futures 21800000

Short Sell in Cash Market 22100000
Gross Profit 300000

Regulatory Charges

Cash Market Charges

Exchange Turnover Charges 1436.50
SEBI Turnover Charges 88.40
Securities Transaction Tax 4420.00
Stamp Duty 884.00
F&O Market
Exchange Turnover Charges 828.40
SEBI Turnover Charges 87.20
Securities Transaction Tax 3706.00
Stamp Duty 872.00
Total Regulatory Charges 12322.50
SLB Borrow Cost 100000.00
Net Profit 187677.50

* Assuming this is a proprietary trade where brokerage is zero and margin cost is also zero

Lender’s Yield
I In the above example lender also gains an advantage by lending
I Lender earns yield to the tune of 7.86% per annum

100000 22100000 7.86% p.a.



About NSE

NSE is one of the leading exchanges in the world on several key parameters. NSE is ranked number one
exchange in terms of number of trades in equity markets. It also has the highest number of contracts
traded in stock index options and exchange traded currency derivatives. NSE uses state-of-art
information technology to provide an efficient and transparent market mechanism. It has heralded
several innovations like demutualisation; screen based trading, reduced settlement cycles,
dematerialization, electronic-transfer of securities, robust risk management systems and introduction of
clearing corporation to take on counterparty risks.

Milestones

NSE signs MOU with LSEG Dec 2015 &

& Nov 2015 CNX Nifty renamed as Nifty 50

ClI-Exim Bank Award For Business Excellence Prize: 2014 Nov-14 &

NSE Launches NVIX Futures Feb-14 &
Futures on India VIX index
# Jan - 14 Launch of NBF Il Debt Segment
NSE launches the first dedicated May-13 _.»
Debt Platform on the Exchange & Jan-13 NSCCL Rated CCR AAA for
fifth consecutive year

& Sep-12 NSE launches SME operations
NSE launches mobile trading for all investors Nov-10 &
¢ Aug-11 Launch of Global Indices
# Oct-10 Introduction of Currency Options on USD INR

& Nov-09 Launch of Mutual Fund Service System

Launch of Interest Rate Futures Aug-09 &

| R -
Launch of Apr-08 Aug - 08 Launch of Currency Derivatives

Securities Lending & Borrowing Scheme ¢ Apr-08 Launch of India VIX

& Jan-02 Launch of Exchange Traded Funds (ETFs)
Commencement of trading in  Nov-01 &
Futures on Individual Securities & Jul-01 Commencement of trading in Options on Individual Securities

& Jun-01 Commencement of trading in Index Options

© Jun-00 Commencement of Derivatives Trading (Index Futures)
¢ Feb-00 Commencement of Internet Trading

© Jul-98 Launch of NSE's Certification Program in Financial Market
& Dec-96 Commencement of trading settlement in dematerialised securities

& Apr-96 Launch of S&P CNX Nifty
& Apr-95 Establishment of NSCCL, the first Clearing Corporation
& Nov - 94 Capital Market (Equities) segment goes live
& Jun - 94 Wholesale Debt Market segment goes live
& Apr-93 Recognition as a stock exchange
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Contact

NSE - Corporate Office

National Stock Exchange of India Limited
Exchange Plaza, C-1, Block G, Bandra Kurla Complex, Bandra (E), Mumbai - 400 051.
Tel No: (022) 26598100 - 8114. Fax No: (022) 26598120.

Branch Offices

MUMBAI AHMEDABAD

National Stock Exchange of India Ltd.,
Office No. 304/305,

GCP Business Centre,

Opposite Memnagar Fire Station,

Western Regional Office:

National Stock Exchange of India Ltd.,
6th floor, Kohinoor City,

Tower - 1, Commercial - I,

Kirol Road, Off. L. B. S. Marg, Kurla (W), Navrangpura,
Mumbai — 400 070. Ahmedabad - 380009.

Tel. No: (022) 25045300. Fax No: (022) 25045299. Tel No : (079) 49008610 / 49008611.
Fax No : (079) 49008660.

CHENNAI

National Stock Exchange of India Ltd., DEFHI .

8th Floor, Arihant Nitco Park, National Stock Exchange (?f I'nd|a Ltd.,

No 90, Dr Radhakrishnan Salai, 4th Floor, Jeevan Vihar Building,

Mylapore, Chennai 600 004. Parliament Street,

Tel No : (044) 28479900 / 28479902-05. New Delhi-110 001.

Fax No : (044) 28479926/27. Tel No: (011) 23459133 / 49393033.
Fax No : (011) 23459291.

HYDERABAD

National Stock Exchange of India Ltd., KOIjKATA .

8-2-594/A/1, Third Floor, Urmila Heights, National Stock Exchange of India Ltd.,

Opp Rainbow Hospital, 1st Floor, Park Y|ew Apartments,

Road No 10, Banjara Hills, 99, Rash Behari Avenue,

Hyderabad - 500034. Kolkata - 700 029.

Tel No : (040) 23357082 / 7083. Tel No : (033) 40400400.

Fax No : (040) 23357084, Fax No : (033) 40400440.

NSE Mobile App ﬁ u @NSEIndia www.nseindia.com

DISCLAIMER

The information contained in this brochure including text, graphics or other items are provided on an 'as is' 'as
available' basis. NSEIL does not warrant the accuracy, adequacy or completeness of this information and material and
expressly disclaims liability for errors or omissions in this information and material. No warranty of any kind, implied,
express or statutory, including but not limited to the warranties of non-infringement of third party rights, title,
merchantability and fitness for a particular purpose is given in conjunction with the information and materials. In no
event will NSEIL be liable for any damages, including without limitation direct or indirect, special, incidental, or
consequential damages, losses or expenses arising in connection with this brochure or use thereof or inability to use
by any party, or in connection with any failure of performance, error, omission, interruption, defect, even if NSEIL or
representatives thereof, are advised of the possibility of such damages, losses or expenses.



