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Objectives

System OYerview

The following are the Foposed functions of the CDS :

* Immobiiisation of securities

Capital Mdtkea Rerie|| V.L 3, No. 1, 1995

The main objectives of MCD are

* to establish and operare a system for rhe cenrral handling of securities, wherher or

not listed on any stock exchange

beingimpl
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io increase the capaciiy of clearing and setilement of securjties

to reduce the costs and risks of settlement of securities

to enhance the liquidity and efficiency of the Malaysian capiral market

to pfomote Malaysia's competiliveness, by complying with the laresr iniemational

slandards for settlement and clearing of securities

Book-enFy accounts

Contdentiality

Detailed listing of investor holdings by securiry rypes

Handling of corporate actions

Distribution of dividends, interest and redemprion monies

Handling of all types of securities. both debt equiry and ihe;r derivarives

Delivery versus PayrneDt (DVP)

Links to odler depository syslems around the world

These functions are in line with rhe reconmendations made by various intemarional

cornmittees and task lbrces such as the Federation Inte arionale de Bourses De Valeurs (FIBV)

and ihe Group of Thirty (G30), in improving and standardising the clearance and setrlement

The implemeniation of these facilities will establish Malaysia as a leader in .erms ofsecuriries

clearance and settlement. However, these reforms which crcare a totally new envjronmenr, are



'scJ eql qSnorql sreurolsnr rreql o1 'sagllr?J SurSpeld

pue saclNes u?polsnc $taq qJo oqe ,&ur qu?g durs Suuors pue 3u.q.BD 'Sulsssrord tn

posflln ec"ds pu€ rs,roduBE 'oulq 8ul^€s dq lgsueq sJoNa^q Fuopqgsul aSrq pue s{uPg

rq?urotm sl uorE4srSer asruraq queEelllue

ratsrSar ot qs ou eq n^{ eleq, 'pelPltap eIs .le 'slq8[ 'snuoq 'spuap lp uarlll +

s8uploq rFrll s? [e \ s? sFploqer?qs IBn]t? fleql'elrrlt Jo lulod,{u3 lB 
^\otq 

ol alqB Suleg *

lsos uorlBrslSar q sSul^Bs *

:srgarcq Sult\olloj orn a^?q srE.qs€er re$ plre soruedruoc pelsll cqqnd

eel uoqelsrSar pu? ,tlnp dE4s 'eurq e^Bs sroNe^uJ ,k

cperrolne ele pleq sereqs uo slqSF prre slgaueq

01 sluaruellFug ,qeurolru sr uollE4slBsr s? uoll?4sl8er roJ sduts pues o1 peeu oN *

$a{orq Bo4 pue ol duts Jo soumlo^ SuD.eIIot pus Suua^{eP aroE oN *

dFcs peftoJ ro rsol 'perEldsrur Jo sjsu oN *

:s^loIIoJ se lgeueq lel?lodro. puD ["npr IDuI rlloq 'sorsa^ul

',iqsnpul soqunces pu? le)Ilgltr lcors oul uI pe^to^q setrrEu ,* t .to"""o tt'u* aorllrlunn

'uras,ts pasBqdu.s Buqslle

eql qlr^r oprs-,{q-eprs turuunl aq S(Il eql 'ur uo{et ore 3S'TX uo s0lunces lp lllun

'SCJ or{l olur lq8no4 Suroq,{ ?np?l8 aJ? saueduoc persn sguploq

neqt ,{{oqs III^{ stunorrs SCC .srclsa^ul aril ,( ?suoo ParoN pu? sel?sgtEec oqEnf 
^{eJ 

B

olq peFpllosuoc eje 'slunoc.? S(IJ a^Bq srolsa^q asoqa gs.It uo pelsll s3ru"duoc Jo sarBqs

V perpol3 runoca" sJe,hq E pue perqap sr.runorf,e sJelles ?'p?e$q ducs Jo ldlacer plre

,fuo^Iep roJ peou erour ou q ele$ 's3leqs SCJ uI ep?r srolsa^u ueqr\\ -ruels,ft ,tqua_Iooq

pesualnduor elqspuedep pu? eJes ? ,tq pa3?lder sI 'soleqs paronb lo dr.Ds 8ul^oltr prE SuIpIoq Jo

o.qc?d tuam. oql 'SCA aqlEpuIl tuolsls uemelllos puB Suueel. 
^1eu " 

sI SCJ oql

'sesDqd luenbasqns uI peE^or eq III,!\ tser aql

'e^oqs peteN suolcunJ (9) e grsnJeqtpale oc sEq eseqd lsrg eql seseqd q poNauraldu{ Bureq

lu0t[enlas Pu

( SIJ $rctE

puorEureur

lsuort?urolul lsr

la4

L6uar|S tuoilsodaQ ltautC au



98

Account Management

Deposits

Transfers

Withdrawals

C(

Trading U

with tl

the CDS AC

The FL

as the day c

and buyers

Trade Sett

Trade s

quantities o

Buyer Settl

paid for.

llen,

On the ,

T+7, the shl

on T+6 in re

on T+8.

capitut Markets Reyiev Vol. 3, Na. l, 1995

With rie establishment of the CDS, KLSE and Malaysia offer a more anractive investrnenr

environmen! fo. investors, both foreign and local. ?i is is in line with KLSE's yisian of beconinq

a worA-cbss stock exchange. lt itill also rcalise the Golennent's objective of naking Kualn

Lunpu. an inpofiant .linancial cent/e in the Asia Pacifu leqion.

Users / Paraicipantj

A11 investors, whether individual or corporate, are required to open CDS accounts if they

wish !o trade in prescribed securities. A prescribed security is a counter that can only be traded

and setded through the CDS. Investors may also use the CDS for safekeeping of shares, and

for custodian and pledging seNices. Investors may open CDS accounts through KLSE's Menber

Conpanies. which have been appointed as Authorised Depository Agents (ADAS).

Cenain institutional investors, commercial and merchant banks, finance companies, insur

ance companies, unit trusts and other financial institutions are allowed to open CDS accounts

direclly with MCD. Such accounf holders rre called Authorised Direct Menbers (ADMS).

The ADM facility is extended to these institutional investon because not only arc these

jnslitutional investors actively involved in the capital market. they also provide custodian and

pledging services to their clients. As active participants in the capital market. these institutional

investors find that membership as an ADM enables them to maintain and monitor iheir investment

portfolio and provides lhem with ponfolio confidentiality. As ADMS, institLrtional investors

maintain their clients and its own CDS accounts and initiate translers of securities by using

CDS terminals at their offices. ADMS may also maintain accounts for lheir wholly owned locally

inco+orated subsidiaries.

In addition, the system will be interacting with other users like lhe issuers, regiskars, issuing

houses, SCANS and KLSE.

Functions

CDS in Phase I provides the following six (6) tunctionsl
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In line with the cureni FDSS, a seller's CDS account is debited on T+5. In othei words.

to settle a sell trade he rransacted on T day, he must have shares to lhe credit of his accounr

on T+5. If not. rhe trade will fail.

The system caries our rhe rask of rrade serllemenr in a batch run ar rhe end of the day.

Thus. the seller's CDS account will be debited and buyer's accounr credired on T+5 nighr.

This also rneans that a s€ller's account does not have to be in credit, ar the poinr when

he trades. To seltle such a trade, he can transfer the required shares into his account on T+5

day itself. During the Prescribed Peiod. he can deposit shares on the day ol rade settlemenr

before 12.30 pm. The Presc.ibed Period (which is no less rhar a monrh) js a special lengrh

of tjne which allows ihe seller to utilise deposits that have not been given good value by rhe

reglstrar. to setrle trade.

Buying-In

If a seller fails to have shares in his CDS account to senle a irade on T+5, his trade wil
fail and a buying-in will be instituted againsr him on the nexr market day.

While selling through the nomal mode can be done win\our having shares in the seller's

CDS account, selling drough a buying-in can only be donc if there is a ..fre€.. balance or a

"bought lien" balance in the seller's accounr as the shares wi be debited when the order is

matched. 'Free' balance means thar the shares in rhe CDS accounr have been given good value

and are good for all CDS transaction. 'Bought lien' on lhe other hand appljes when rhe shares

are pendtng payment by the buyer and is under a lien ro $e broker. Boughr lien shares cannol

be tansfened or withdrawn.

Trade Netting In Th€ CDS

Trades are netted at client level under the CDS. as opposedto SCANS Daily Nettingsyslem

(DNS) of netting at broker 1evel.

To put it simply. under a scenario where rhree of rhe four invesrors of a broker sell 1000

2000. 3000 shar€s ol Security A respectively and rhe founh inveslor buys 10,000 shares of

the same security, therl underCDS ihere will be debiting of 1000,2000.3000 shares ofSecuriry
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Legal Structure

To ensure investon are protected the Securities Industry (Central Depositories) Act, 1991

was passed by Parliament in early 1991. This Act govems the op€rations of the CDS io ensure

maximum proiection for the investor.

In addition. MCD has a set ofmles, known as the Rules offie Malaysian Central Depository

Sdn Bhd, which complernent the Act and complele the legal framework.

Current Developments

MCD has been carrying out a re engineering of the computer system of the CDS since

early 1994. The re-engineering projectis now nearing completion and the proposed implemen-

tation of the new system, i.e. CDS-2 is scheduled fbr mid-1995.

The objective of the exercise is lo improve the processing efficiency of the CDS !o cater

for far greater transaction volumes associated with the conversion of Main Board companies

list on KLSE and subsequent trading of shares in these companies. In brief, the re-engineering

exercise involves a more extensive use of online processing where the current CDS-I is more

The rc-engineering process essentially does not alter the funclionalities of the cunent CDS-

l. Opportunities have been taken to make a few cosmetic improvements to the system to make

it more user friendly with more exiensive use of on line processing and fasler processing time.
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