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CASH CHEST Over six large firms raised funds in excess of 3,000 cr through short-term papers in the last week of April

Brokers Tap Bonds as Margin Rules Kick In

Nishanth Vasudevan & Saikat Das

Mumbai: Several stock broking
firms recently tapped the money
market to build a cash chest ahead
of the onset of the tighter equity
marginrulesfrom May 2.

With the new regulations expec-
ted to increase the funding require-
ments of brokers, various large
firms rushed to raise funds thro-
ugh short-term debt instruments
in the last week of April, said two
people familiar with the matter.

More than half a dozen brokers rai-
sed at least 23,618 crore through Com-
mercial Papers (CPs) between April
25and 29. Mostof themare believed to
be bank-owned broking companies.

Bankerssaidlarger brokingfirms
approach the CP market occasio-
nally, but their fundraisingactivity
picked up in the last week of April.

“The margin requirements,
which came into effect from Mon-
day, had prompted some brokera-

gesto tap the CP market,” said Ajay
Manglunia, managingdirector and
head of debt capital market at JM
Financial. “Although money is
fungible, CP issuances showed
signs of uptick last week.”

These firms borrowed funds at ra-
tes between 4.09% and 9.30% with
maturities spread across one to 10
months.

“Rates offered were not out of
range as those brokerages are all
Al+ rated with brand names,” said
Manglunia.

The fundraising drive of these
firms happened in the run-up to Se-
curities and Exchange Board of In-
dia’s (Sebi) new margin rules kick-
ing in from this month. Under the
norms, brokers cannot use the cash
of one client for another’s upfront
margin requirement. Also, traders
must bring in at least 50% of their
futures and options margin requi-
rement in cash.

These changes are expected to in-
crease brokers’ fund needs. Till
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April 30, brokers allowed trading
clients to use pledged shares as col-
lateral to initiate trades. Clients
were always required to bring in
50% of theirtotal collateralin cash,
but brokers never enforced it. This
is because exchanges’ clearing cor-
porations recognised margin requ-

irements at the broker level. That
allowed brokers to use cash from
one client to make up for the defici-
encies of others from its cash pool
lying with the exchanges. Sebi deci-
ded to change this system as it felt
thatallowing the use of oneclient’s
cash to make up for the shortfall of

others could lead to systemicrisks.

Now, clearing corporations must
maintain a separate account for
every investor. Thisalsomeans eve-
ry client of the broker must bring
inhalf of themarginincashorequ-
ivalent. Brokers can, however, fund
the 50% cash collateral require-
ment from their own capital.

Broking executives said some
firms are vying for volumes from
big derivatives traders by offering
cheaper funding deals, deepening
the competition in the cut-throat
industry.

“Brokers with deep pockets and
better access to the bond markets are
in a position to offer lucrative fun-
ding packages to potential clients,”
said the chief executive of abrokera-
ge, which raised money through CPs
inthelast week of April.

Some large brokers like Zerodha
have informed clients that they wo-
uld be charged 0.035% per day or
12.5% per annum on cash margin
shortfalls.




