Al

Cap1ta1 Markets Authority

Kuwait Coyg-SI| atga

JolaiJl a2y Lo rolAd) GJoVUl L& iil AUy oll Guin
Implementation of the Inferim Post-Trade Model 1
(IPTM 1)







While the Capital Markets Authority (“CMA") continuously
seeks to provide accurate, complete, and up-to-date
information, this booklet is fo be considered merely as a
guideline. It shallnotreplace under any circumstances the laws
and regulations issued by the CMA fo regulate the activities
of capital markets. Moreover, it is not a reference to any

procedures or legal responsibilities of related parties.
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Implementation of the Interim
Post-Trade Model 1 (IPTM 1)

Infroduction

The Capital Markets Authority (“CMA") issued
Resolution No. (72) of 2015 on issuance of the
Executive Bylaws of Law No. (7) of 2010 on the
Establishment of the Capital Market Authority
and Regulating Securities  Activities and  their
amendments, in order to create an environment
that would support projects and initiatives aiming to
develop the capital markets, whether issued by the
CMA, the Clearing Agency, the Exchange, or any
other entity involved as a participant in the capital

markets.

One of the most important projects which have
huge impact on the market is the Post Trade Model
(PTM) Project. The CMA decided to implement such
project over several phases, in order to facilitate
the market fransition when adopting these material
changes. Resolution No. (72) of 2016 which was
issued by the CMA on the implementation of the

PTM (inferim phase) illustrates the practices that
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shall be implemented to improve the PTM (interim
phase). A number of its clauses (practices) come
info force on 21/05/2017. The CMA benchmark
in developing these changes are the Principles
for Financial Market Infrastructures (PFMI) issued
by the Committee on Payment and Settlement
Systems (CPSS) which consists of the International
Organization of Securities Commissions (IOSCO)

and the Bank for International Settlements (BIS).

The readiness for the implementation of such
changes was supervised by mutual teams from
CMA, Kuwait Clearing Company and Boursa Kuwait
Securities Company. The readiness team constantly
coordinates with the participants taking part in
the IPTM |, those participants are: the financial
brokerage companies registered in the Exchange,
relevant custodians, relevant licensed persons and

data vendors.
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Implementation of the Interim
Post-Trade Model 1 (IPTM 1)

Objectives of the IPTM 1

The main targeted objectives of the IPTM 1 can be

briefed as follows:

1. Mitigate post-trade risks.

2. Reform market infrastructure to support future
developments.

3. Comply with internatfional best practice, and
bring the market closer to be upgraded to
emerging market status.

4. Provide an environment formarket maker operations.

5. Prepare the market forimplementing subsequent

phases of the project.
Changes of IPTM 1

The implementation encompasses both frade and
post-trade changes. Changes implemented in this
phase include the following:

1. Unifying the sefflement cycle to be T+3.

2. Infroducing the concepft of collateral system to

mitigate risk of defaulfs.
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3. New corporate actions mechanism, in line with
international practice.

New fick sizes.

New price limits (up/down).

Randomized closing auction.

A

Infroduction of frade rejection featfure 1o
custodians.
8. Providing an environment for market maker
operations.
These changes impact all participants dealing in
securifies activities in the market. In particular, the
impact of the changes related to the change
in the setfflement cycle and the infroduction of
new corporate actions mechanism have wide
implication.  Moreover, the changes impact
the systems and procedures of relevant market
participants, who have dalready developed
their procedures and frading systems in order to

accommodate such changes.
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Implementation of the Interim
Post-Trade Model 1 (IPTM 1)
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1.The impact of the new
settflement cycle:
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Settlement and Clearing

Settlement can be defined as the process by
which the ownership of a security is irevocably
fransferred from the seller to the buyer for the
cash price of purchasing such security. While the
Clearing is the activities conducted fo guarantee
meeting the obligations of each party of the frade,
by ensuring the availability of cash and securities
balances in order to conclude Settlement.
Kuwait Clearing Company conducts the
Settlement and Clearing operations cenfrally
with the parties taking partin trading operations
at the Exchange. Trading participants are
directly responsible for meeting the obligations
resulting from executing the sale or purchase
fransactions of securities. In case of the default
of the brokerage company's client, the
brokerage company is responsible for covering

such obligation, which may resulf in using the
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collateral of the brokerage company to ensure
conducting the Settlement on time. The client
shall be responsible for such default, and the

same is applied to the custodian and its clients.

The New Settlement Cycle (T+3)

The settlement cycle is the period between
executing the frade of a security in the
Exchange until registering the security under
the name of the buyer in the securities holders
register at Kuwait Clearing Company. Under the
new setflement cycle, the transfer of ownership
of the security takes place three trading days
after the day of buying or selling the security
(T+3). Changing the settlement cycle, as part of
PTM, aims to provide a market infrastructure to
accommodate for future developments, and
to provide additional services and products in

line with the international standards.
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In any case, the trader is not permitted to sell
a security which he does not own or did not

purchase.
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Implementation of the Interim
Post-Trade Model 1 (IPTM 1)

The Impact on Transferring Funds Outside the
Trading account:

Based on the new seftlement cycle T+3, the
frader will be able to receive the proceeds
of his fransactions (in the form of cheques
or online fransfer), after three business days
from the trading day.

Impact on the Right of Attending the General
Assembly Meeting:

Implementation of the new setftlement cycle
leads to the change of the mechanism that
determines the right of aftending general
assemblies of listed companies, which
depends on the time of buying (or cum-div)
the share. The following table clarifies the
impact of such change on fraders in the new
settflement cycle compared to the previous

settflement cycle:
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.Infroducing the Concept of
Collateral System to Mitigate
Risk of Defaults
Risks resulting from the defaults of the trading
are mitigated through several protection levels
according to the following order to protect

traders in the market from the risks of defaults:

Broker's collateral in case of trader's
. default. (currently implemented pursuant
First to CMA Resolution No. 95 of 2016)

Protection
Level

Custodian’s collateral if the defaulting
frader is a client of a custodian, and
the custodian has not rejected the
fransactions on the specified time.

NElelelgle Prices variations resulting from selling

or repurchasing securities subject of
the default

Protection
Level

Third
Protection
Level

Financial collateral of the Clearing
Agency
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Implementation of the Interim
Post-Trade Model 1 (IPTM 1)
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3. New Corporate
Actions
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e Corporate Actions

The corporate actions include the rights
arising from the share's ownership such
as cash dividends, bonus shares, share
subscripfion right and other rights of the
shareholder.

the dates of such

Specifying earning

rights (e.g. dividends distributions) has
been changed according fo the new
corporate actions mechanism. The new
corporate action mechanism mandates
the announcement of future dates with an
ample time to allow the frader to analyze the
event and make his investment decision to
dispose of the share. The listed companies
should announce four important dates to
defermine who earns the rights arising from

the share’s ownership. They are as follows:
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Cum-Dividend Date (Cum-Div):

It is the last day on which the share must be
purchased in order for the shareholder to be
registered in the companies’ registers on the
Record Date to be entitled fo the distributions.
Such day must be before the Record Date and
the Ex-Dividend Date, and shall be determined
according to the settlement cycle (three days
before Record Date).

Ex-Dividend Date (Ex-Div):

The first day on which the share is traded without
cash dividends or the bonus shares dividends
or other corporate actions. It is also the day on
which the share price is adjusted due to the
distributions according to the frading rules.
Record Date:

The day on which the registered shareholders
who are registered in the company’s register and
entitled to receive the dividends are identified.
Payment Date:

The day on which the dividends are paid, and
the decisions of the general assembly meeting

are executed.
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Implementation of the Interim
Post-Trade Model 1 (IPTM 1)
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e Declarations of Corporate Actions
Due to the inability of listed company
fo confirm duration of the declaration
procedures (in the gazette) with an ample
fime before the Record Date, the listed
company shall announce in the Exchange
the timeline (e.g. Record Date, Ex-Dividend
Date, Payment Date) not less than ten
business days from the Record Date, and to
confirm the announcement eight business
days before the Record Date as stipulated
in Article (1-7-3) of Module Twelve (Listing
Securities) of the Executive Bylaws of Law No.

7 of 2010 and their amendments.

4. New Ticks Size

The new fick size of the share became 0.1 fils for
the shares with a price less than 101 fils, and 1 fils
for the shares with a price of 101 fils and above.
This change will help increase the options
available for traders when placing the sale and
purchase orders of the share, and will loosen

current size limit restriction which is 2% per unit.
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5.New Price Limits

(up/down)

The share closing price in the market was
previously linked to the fick size movements.
The price frading limit (up/down) used to be 5
price ficks of the reference price; up or down
in a trading day. The new mechanism of
determining limits of the share in a day is based
on a percentage change instead of the fick size.
The new percentage limit up/down of the share
is 20% of the reference price in a trading day. This
percentage shall reduce the previously applied
restrictions on price movement limits, and enable
the trader to place an order in a certain trading
day with larger limits. The table below shows
comparison between the possible up and down
limits according to the new mechanism and
the previously applied mechanism at different

reference prices.
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Previous

New Mechanism
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6. Randomized Closing Auction

According to the new changes, the share closing
price is determined by using a randomized
closing auction where the frading system
randomly chooses the closing time from the
last two minutes of the closing auction session,
which is between 12:28 pm and 12:30 pm. The
frader can place orders during such period as
long as the trading session is not closed by the
frading system. This method limits manipulation

and artificial closing impact.

.Infroduction of Trade Rejection
Feature to Custodians

Trade rejection feature is provided fo custodians
by Kuwait Clearing Company. The custodian
shall have the ability to reject the obligation
with the frade for its clients. This feature is
of importance to the custodian’s clients (in
particular foreign investors) as it provides more

accuracy in executing orders.
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8. Providing Environment for
Market Maker Operations
The infrastructure to the market maker's operation
was provided by Kuwait Clearing Company and
Boursa Kuwait Securities Company. Short sale
is available with the use of stock lending and
borrowing which will be exclusive for market maker’s
use in this stage.
Companies wiling to act as market maker can
submit a license application to the CMA, and start
the activity upon meeting the license requirements
and issuance of CMA decision of granting the
license after conducting the required technical
tests with Boursa Kuwait Securities Company and

Kuwait Clearing Company.
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