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MAS Proposes to Exempt Exchanges/
Market Operators Offering Limited Post-
Trade Services from Regulation as
Clearing Facilities

Executive Summary

The Monetary Authority of Singapore ("MAS") is seeking comments on its proposal to exempt an
approved exchange ("AE") or a recognised market operator ("RMO") which provides limited post-trade
services after the execution of a trade on its platform from being regulated as a clearing facility under
the Securities and Futures Act ("SFA"). Itis proposed that the exemption will be granted to AEs or RMOs
which only provide post-trade services relating to verifying the transactions conducted on the organised
market that they operate and calculating the obligations of the parties under those transactions before
the transactions are cleared or settled bilaterally between the transacting parties.

The proposal is set out in the "Consultation Paper on Proposed Exemptions for Approved Exchanges
and Recognised Market Operators that Provide Certain Clearing and Settlement Services"
("Consultation Paper") issued by MAS. The Consultation Paper is open for consultation until
9 September 2022.

This Update provides a summary of the requirements for qualifying for the proposed exemptions for
such AEs and RMOs which provide limited post-trade services.

Regulation of Clearing Facilities
All clearing facilities in Singapore must be authorised by MAS

An entity that operates a clearing facility that carries out the clearing or settlement of transactions in
securities, units in collective investment schemes or derivatives contracts in Singapore must be
authorised by MAS under the SFA, unless otherwise exempted. This is to ensure that the clearing
facilities in Singapore are safe and efficient. A clearing facility that fails to manage its risks properly may
threaten the stability of the financial markets. MAS imposes regulatory requirements that are
commensurate with the level of systemic risks posed by a clearing facility.
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Definition of clearing or settlement activities

"Clearing or settlement”, in relation to a clearing facility, consists of the following four categories of
activities that occur after the execution of a transaction between the transacting parties:

e Verification of trade details: information relating to the terms of the transaction is verified by
the clearing facility with a view to confirming the transaction.

e Substitution of credit through novation or otherwise: the transacting parties substitute,
through novation or otherwise, the credit of the clearing facility for the credit of the transacting
parties. In this regard, the clearing facility performs the role of a central counterparty ("CCP").

e Calculation of obligations: the obligations of the transacting parties of the transaction are
calculated by the clearing facility. Such calculations may take into account multilateral netting
arrangements, resulting in net obligations. This process could also include the calculation of
margin calls for open positions of the transacting parties.

o Settlement of obligations: the transacting parties meet their obligations under the transaction,
including the obligation to deliver, the transfer of funds or the transfer of title to securities
between the parties. In this regard, the clearing facility provides an arrangement, process,
mechanism or service to facilitate the settlement of obligations between the transacting parties.
For example, a securities settlement system ("SSS") is a clearing facility that enables securities
to be transferred and settled between the transacting parties.

The MAS Guidelines on the Regulation of Clearing Facilities state that a corporation which is
incorporated in Singapore ("Singapore corporation") that operates a CCP or SSS is deemed
systemically important and will be regulated as an approved clearing house ("ACH"). Other Singapore
corporations that operate clearing facilities in Singapore may be regulated as an ACH or a recognised
clearing house ("RCH") depending on their systemic importance, as assessed by MAS. A foreign entity
that operates a clearing facility in Singapore will be regulated by MAS as a RCH.

Proposed Exemption for AEs or RMOs Providing Limited Post-Trade
Services

MAS highlights in the Consultation Paper that some newly developed market platforms operated by AEs
or RMOs (including many that utilise new technologies (for example, blockchain)) bring together buyers
and sellers of products that were traditionally traded bilaterally and over-the-counter (as opposed to
being traded on a platform). These platforms may facilitate trading and settlement and may provide post-
trade services which fall within the definition of "clearing or settlement" under the SFA. For example,
after a trade is executed on an AE’s or RMOQO’s platform, the AE or RMO generates a report indicating
the obligations of the respective counterparties to the trade and sends it to the counterparties to verify
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and affirm that the trade details are accurate. Such post-trade services fall within the purview of the
definition of "clearing or settlement" activities that relate to "verification of trade details" and "calculation
of obligations". However, it is noted that, typically, these AEs or RMOs do not act as a CCP or facilitate
the settlement of obligations between the transacting parties, or act as a SSS.

MAS is of the view that the post-trade services offered by these AEs or RMOs do not pose systemic
risks that are similar to that of the clearing or settlement services where the trades are routed to a
clearing facility for clearance or settlement by the clearing facility on a centralised basis. Therefore, MAS
proposes to exempt AEs and RMOs that offer post-trade services that only fall within the purview of the
"clearing or settlement" activities of "verification of trade details" and "calculation of obligations" from
being regulated as a ACH or RCH. MAS will regulate the marginal risks that may arise from such post-
trade services through its supervision over these entities as AEs or RMOs. AEs or RMOs are subject to
regulatory requirements relating to operational, technology and cyber risk management as well as
operational resilience and business continuity. MAS explains that the proposal aims to facilitate the
provision of such services without imposing additional regulatory costs on such AEs or RMOs, that may
not be commensurate with the impact on systemic risks.

The exemption will be prescribed as a class exemption by regulations to be issued under section 49(6)
of the SFA. The draft regulations are set out in Annex B to the Consultation Paper.

To qualify for the exemption, an AE or RMO must notify MAS in writing within 14 days from the date it
first establishes or commences operation of the clearing facility. Such clearing facility must satisfy the
following requirements:

e Every transaction cleared or settled on the clearing facility is a transaction that:
(i) is executed on an organised market that the AE or RMO establishes or operates; and
(ii) after execution, is not routed to an ACH or RCH for clearance or settlement; and

e No clearing or settlement is provided on the clearing facility other than any arrangement,
process, mechanism or service in respect of transactions by which any of the following are
performed:

(i) information relating to the terms of those transactions are verified by the AE or RMO
with a view to confirming the transactions;

(i) the obligations of parties under those transactions are calculated, whether or not such
calculations include multilateral netting arrangements

Further Information

If you have any queries on the above development or would like to submit any feedback to the
Consultation Paper, please feel free to contact our team members below who will be happy to assist.
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Contacts

Regina Liew Larry Lim
Head, Financial Institutions Deputy Head, Financial
Group Institutions Group

T +65 6232 0456 T +65 6232 0482

regina.liew@rajahtann.com larry.lim@rajahtann.com

Benjamin Liew

Partner, Financial Institutions
Group

T +65 6232 0686

benjamin.liew@rajahtann.com

Please feel free to also contact Knowledge and Risk Management at eOASIS@rajahtann.com
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Our Regional Contacts

RAJAH & TANN | Sungapore
Rajah & Tann Singapore LLP

T +65 6535 3600
sg.rajahtannasia.com

R&T SOK&HENG | Cambodia
R&T Sok & Heng Law Office

T +85523963112/113

F +855 23963116
kh.rajahtannasia.com

RAJAH & TANN 375 Ei8

SHANGHAI REPRESENTATIVE OFFICE | China
Rajah & Tann Singapore LLP

Shanghai Representative Office

T +86 21 6120 8818

F +86 21 6120 8820

cn.rajahtannasia.com

ASSEGAF HAMZAH & PARTNERS | [ndonesia
Assegaf Hamzah & Partners

Jakarta Office
T +62 21 2555 7800
F +62 21 2555 7899

Surabaya Office

T +62 31 5116 4550
F +62 315116 4560
www.ahp.co.id

RAJAH & TANN | Lao PDR
Rajah & Tann (Laos) Co., Ltd.

T +856 21 454 239

F +856 21 285 261
la.rajahtannasia.com

CHRISTOPHER &LEE ONG | Malaysia
Christopher & Lee Ong

T +60 3 2273 1919

F +60 3 2273 8310

www.christopherleeong.com

RAJAH & TANN | Mvanmar

Rajah & Tann Myanmar Company Limited
T +951 9345 343/ +95 1 9345 346

F +951 9345 348

mm.rajahtannasia.com

GATMAYTAN YAP PATACSIL

GUTIERREZ & PROTACIO (C&G LAW) | Philippines
Gatmaytan Yap Patacsil Gutierrez & Protacio (C&G Law)
T +632 8894 0377 to 79 / +632 8894 4931 to 32

F +632 8552 1977 to 78

www.cagatlaw.com

RAJAH & TANN | Thailand
R&T Asia (Thailand) Limited

T +66 2 656 1991

F +66 2 656 0833
th.rajahtannasia.com

RAJAH & TANN LCT LAWYERS | Vietnam
Rajah & Tann LCT Lawyers

Ho Chi Minh City Office
T +84 28 3821 2382 / +84 28 3821 2673
F +84 28 3520 8206

Hanoi Office

T +84 24 3267 6127
F +84 24 3267 6128
www.rajahtannict.com

Rajah & Tann Asia is a network of legal practices based in Asia.

Member firms are independently constituted and regulated in accordance with relevant local legal requirements. Services provided by a
member firm are governed by the terms of engagement between the member firm and the client.

This update is solely intended to provide general information and does not provide any advice or create any relationship, whether legally

binding or otherwise. Rajah & Tann Asia and its member firms do not accept, and fully disclaim, responsibility for any loss or damage which
may result from accessing or relying on this update.
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Rajah & Tann Singapore LLP is one of the largest full-service law firms in Singapore, providing high quality advice to an impressive list of clients.
We place strong emphasis on promptness, accessibility and reliability in dealing with clients. At the same time, the firm strives towards a practical
yet creative approach in dealing with business and commercial problems. As the Singapore member firm of the Lex Mundi Network, we are able to
offer access to excellent legal expertise in more than 100 countries.

Rajah & Tann Singapore LLP is part of Rajah & Tann Asia, a network of local law firms in Cambodia, China, Indonesia, Lao PDR, Malaysia,
Myanmar, the Philippines, Singapore, Thailand and Vietnam. Our Asian network also includes regional desks focused on Brunei, Japan and South
Asia.

The contents of this Update are owned by Rajah & Tann Singapore LLP and subject to copyright protection under the laws of Singapore and, through
international treaties, other countries. No part of this Update may be reproduced, licensed, sold, published, transmitted, modified, adapted, publicly
displayed, broadcast (including storage in any medium by electronic means whether or not transiently for any purpose save as permitted herein)
without the prior written permission of Rajah & Tann Singapore LLP.

Please note also that whilst the information in this Update is correct to the best of our knowledge and belief at the time of writing, it is only intended
to provide a general guide to the subject matter and should not be treated as a substitute for specific professional advice for any particular course
of action as such information may not suit your specific business and operational requirements. It is to your advantage to seek legal advice for your

specific situation. In this regard, you may call the lawyer you normally deal with in Rajah & Tann Singapore LLP or email Knowledge & Risk
Management at eOASIS@rajahtann.com.

© Rajah & Tann Singapore LLP | 6 RAJAH & TANN

Singapore



