RISK MANAGEMENT SYSTEM IMPLEMENTED BY S G SECURITES

There are two types of risk envisaged for which effective Risk Management system is necessary. They are: -

1.CLIENT REGISTERATION RISK

2. TRANSACTIONS AND SETTLEMENT RISK

1.CLIENT REGISTERATION RISK

The detailed policies and procedure to be adopted for acceptance of clients is properly documented in PMLA Policy documents and the same is explained to the persons responsible for registration of new clients. It may be mentioned here that our organization is not accepting any unknown or walk-in customers and is strictly following Para B of the customer acceptance policy, which is reproduced here

It shall be the policy of the organization to accept any person as customer only if

   -  introduced by or known to the partners

   -  introduced by or known to the relatives or friends of the partners

   -  introduced by any existing customers of the firm

 - introduced by the sub-brokers of the firm.  

Our organization is not attracting customers using print or electronic media. 

Management is of the view that, due to the conservative approach to the customer acceptance there is minimal risk. However, all the due diligences which are necessary and which are documented in the internal control policy shall be strictly adhered to.

2.TRANSACTIONS AND SETTLMENT RISK

The management perceives the following risks during trading or execution of trades/transactions

· Punching errors

· Non -acceptance of trade by client

· Trading in illiquid securities

Punching errors occurs when a dealer punches wrong client, or executes order for a different scrip or quantity, executes buy order instead of sell or vice versa

Dealers executing the orders, sometimes commits such errors due to work pressure or otherwise. These are unintended errors, which are unavoidable. However, we have adopted the following system to minimize risk arising out of such errors.

All the punching errors should be brought to the notice of the managing partners as soon as the same occurs.

Following the procedure prescribed by the exchange by uploading the ‘CLD’ file in the prescribed file format rectify the punching errors that can be rectified by reporting the change in client code.

All client code modification shall be with valid reason and proper authorization.

Proper records to be maintained for such files uploaded and success file received for the exchange.

Other errors that can not be so rectified will be dealt with by the managing partners in an appropriate manner such that it shall not cause undue loss or gain to the customer

All the punching errors which results in losses which are covered by broker indemnity policy and which are significant in nature shall be dealt with as per the procedure spelt out in the policy documents.

The exchange shall be informed in writing

A formal trade cancellation request shall be made through trading terminal

Insurance company shall be informed 

Nature and circumstances of the loss shall be documented

Claim shall be lodged within stipulated time

Non-acceptance of trade by a client is a rare occurrence. However, to avoid any such occurrence 

All dealers must ensure that only authorized person issues order for the respective client.

All dealers shall execute orders after establishing proper identification of the client

A general profile of the client, their financial background and their trading and investment patterns shall be shared with the dealers

All large sized orders shall be brought to the notice of the managing partners and shall not be executed without their consent.

Trading limits of the dealers shall be set appropriately to monitor such transactions

The dealer shall ensure that the trade confirmation is given promptly.

List of active client shall be made available to the dealers. Dealers will not execute any orders for clients that are flagged dormant or inactive. Orders for such client shall be executed only after proper due diligence and after obtaining authorization from accounts and compliance officer.

As regards derivative segment the dealer shall ensure that the client has specifically consented to trade for the derivative segment and has deposited margin upfront.

Trading in illiquid securities is perceived to be a risk associated with the market trading. The aim of the risk management system is to ensure that only a genuine order is placed into the market and no artificial or fictitious trades are executed.

The dealer shall be kept updated with the list of illiquid shares that is made available by the exchange.

The dealer shall make proper enquiry with the client and ascertain genuineness of the order before executing the same

The dealer shall inform the client that the share is flagged illiquid by the exchange.

Large order for illiquid shares shall be brought to the notice of the managing partners and shall be executed only after obtaining authorization.

Similar due diligence shall be made for the shares that are traded in ‘trade for trade’ segment (BE series) and also for the shares that, though not marked illiquid, does not have enough liquidity to execute the given order size.

The risk management of the derivative segment shall be done using risk management software and the admin terminal provided by the exchange 

Apart from the above risk associated with the trades, there are certain risks associated with the settlement of trades. The management perceives the following risks that are associated with settlement of trades

-Non-receipt of Shares before the securities pay in due date.

-Delay in receipt of funds before the funds pay.

-Margin shortage

It shall be the responsibility of the back office to ensure that all the trades executed for a day are properly communicated to the respective clients 

They shall ensure that all clients who have sold the shares be informed of their settlement obligation clearly specifying the name of the securities sold, the number of shares sold, the settlement number, settlement type, DP details of the broker and the settlement due date.

They shall make client aware that non-receipt of shares before the securities pay in would attract auction and penalties including close out of securities 

They shall monitor the overdue statement available on NSDL website and inform respective clients about non-receipt of shares.

All settlement shortages shall be reported to the managing partners. Reasons shall be recorded for shortages that are of significant magnitude.

Similarly, it shall be the responsibility of the back office to ensure that the funds are received from the clients before the pay in due date.

They shall ensure that all clients who have bought the shares be informed of the funds obligation and the due date before which they should deposit the cheque

No cash transactions shall be permitted. All payments received by pay orders or demand draft shall be accompanied by letter from the banker.

They shall ensure that funds are received from clients before the funds pay in. All the payments that are outstanding shall be followed up and list of clients with outstanding obligation shall be reported to the managing partner.

Long over due and habitual defaulters will be flagged and reported to the management.

The management to take appropriate action including suspension of fresh trading, liquidation of position, selling of collaterals to meet the outstanding obligation etc

Margins shall be collected upfront for trading in derivative segment.

Margin shall be collected by way of cash and approved securities with appropriate hair cut.

The back office shall ensure that the securities that are given as collaterals are received from respective clients with proper documentary evidence.

The margin so collected shall be kept in a separate banking/demat account as shall be utilized towards margin/settlement obligation of the clients.

The daily margin obligation/collection statement shall be sent to the client through email

The managing partners shall monitor the Margin shortages and the mark to market losses.

In case of default, the management to take appropriate action including suspension of fresh trading, liquidation of position, selling of collaterals to meet the outstanding obligation etc

