Annexure-2
Broad framework for securities lending and borrowing

. The stock exchanges shall put in place, a full fledged securities lending and
borrowing(SLB) scheme, within the overall framework of “Securities Lending
Scheme, 1997 (the scheme), that is open for all market participants in the
Indian securities market.

. To begin with, the SLB shall be operated through Clearing
Corporation/Clearing House of stock exchanges having nation-wide terminals
who will be registered as Approved Intermediaries (Als) under the SLS, 1997.

. The SLB shall take place on an automated, screen based, order-matching
platform which will be provided by the Als. This platform shall be independent
of the other trading platforms.

. To begin with, the securities traded in F&O segment shall be eligible for
lending & borrowing under the scheme.

. All categories of investors including retail, institutional etc. will be permitted to
borrow and lend securities. The borrowers and lenders shall access the
platform for lending/borrowing set up by the Als through the clearing
members (CMs) (including banks and custodians) who are authorized by the
Als in this regard.

. The Als, CMs and the clients shall enter into an agreement (which may have
one or more parts) specifying the rights, responsibilities and obligations of the
parties to the agreement. The agreement shall include the basic conditions for
lending and borrowing of securities as prescribed under the scheme. In
addition to that, Als may also include suitable conditions in the agreement to
have proper execution, risk management and settlement of lending and
borrowing transactions with clearing member and client. Given the nature of
the client base, while the major responsibility of ensuring compliance with
“Know Your Client” (KYC) norms in respect of the clients rests with CMs, the
exact role of AIs/CMs vis-a-vis the clients in this regard needs to be
elaborated in the aforesaid agreement between the Al/CMs/clients. In this
regard, there would be one master agreement with two individual parts to the
same. The first part of the agreement would be between the Als and the CMs
and the second part of the agreement would be between the CMs and the
clients. There would be adequate cross referencing between the two parts of
the agreement so that all the concerned parties, viz., the Als/CMs and the
clients agree completely and are aware of all the provisions governing the
SLB transactions between them. However, there shall be no direct agreement
between the lender and the borrower. The CM will attach a certified copy of
the first part of the agreement signed with the Al in the second part of the
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agreement signed with each client. The model agreements in this regard
would be devised by the stock exchanges.

7. The Als shall allot a unique ID to each client which shall be mapped to the
Permanent Account Number (PAN) of the respective clients. The Als shall put
in place appropriate systemic safeguards to ensure that a client is not able to
obtain multiple client IDs.

8. The tenure of lending/borrowing shall be fixed as standardised contracts. To
start with, contracts with tenure of 7 trading days may be introduced.

9. The settlement cycle for SLB transactions shall be on T+1 basis. The
settlement of lending and borrowing transactions shall be independent of
normal market settlement.

10.The settlement of the lending and borrowing transactions shall be done on a
gross basis at the level of the clients i.e. no netting of transactions at any level
will be permitted.

11.Als would frame suitable risk management systems to guarantee delivery of
securities to borrower and return of securities to the lender. In the case of
lender failing to deliver securities to the Al or borrower failing to return
securities to the Al, the Al shall conduct an auction for obtaining securities. In
the event of exceptional circumstances resulting in non-availability of
securities in auction, such transactions would be financially closed-out at
appropriate rates, which may be more than the rates applicable for the normal
close-out of transactions, so as to act as a sufficient deterrent against failure
to deliver securities.

12.Position limits at the level of market, CM and client shall be decided from time
to time by Als in consultation with SEBI. To begin with (a) the market—wide
position limits for SLB transactions shall be 10% of the free-float capital of the
company in terms of number of shares (b) No clearing member shall have
open position of more than 10% of the market-wide position limits or Rs. 50
crore (base value), whichever is lower (c) For a FII/MF, the position limits
shall be the same as of a clearing member (d) The client level position limits
shall be not more than 1% of the market-wide position limits.

13.There shall be no lending/borrowing activity during the periods of corporate
action in the security and shall be disclosed by Al to the market.

14.Any borrowing/lending and return of securities would not amount to
purchase/disposal/transfer of the same for the purpose of compliance with the
extant FDI/FII limits and the norms regarding acquisition of shares/disclosure
requirements specified under the various Regulations of SEBI.
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15. Adequate systems shall be put in place by the stock exchanges/Depositories
to distinguish the SLB transactions from the normal market transactions in the
demat system.

16.Als shall provide suitable arbitration mechanism for settling the disputes
arising out of the SLB transactions executed on the platform provided by
them.

17.Als shall disseminate in public domain, the details of SLB transactions
executed on the platform provided by them and the outstanding positions on a
weekly basis. The frequency of such disclosure may be reviewed from time to
time with the approval of SEBI.
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