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This material will explain basic information about depositories as part of market infrastructures, then goes on to 

discuss the Philippine setting and the history of Philippine Depository & Trust Corp., the Philippine depository for the 
equities and fixed income markets. 

 

 
What is a Depository? 
 
In order to put into context the role of a depository in the securities market, it is important to 
understand what the functions and responsibilities of a Central Securities Depository (CSD) are. 
 
The International Organization of Securities Commissions defines a central securities depository as “an 
entity that provides securities accounts, central safekeeping services, and asset services, which may 
include the administration of corporate actions and redemptions, and plays an important role in helping 
to ensure the integrity of securities issues (that is, ensure that securities are not accidentally or 
fraudulently created or destroyed or their details changed)”. 
 
 
The Philippine Setting: Legal and Regulatory Precedents 
 
Under Philippine law and regulations, there is no specific definition of a Central Security Depository 
(CSD).  However, the legal definition of a clearing agent is provided under the Securities Regulation Code 
(SRC) as follows: 
 

Section 41.  Prohibition of Use of Unregistered Clearing Agency. – It shall be unlawful for any 
broker, dealer, salesman, associated person of a broker or dealer, or clearing agency, directly or 
indirectly, to make use of any facility of a clearing agency in the Philippines to make deliveries in 
connection with transactions in securities or to reduce the number of settlements of securities 
transactions or to allocate securities settlement responsibilities or to provide for the central 
handling of securities so that transfers, loans and pledges and similar transactions can be made 
by bookkeeping entry or otherwise to facilitate the settlement of securities transactions without 
physical delivery of securities certificates, unless such clearing agency is registered as such under 
Section 42 of this Code xxx. 

 
Section 41 of the SRC attributes the following acts to the clearing agent as defined: 

(i) to make deliveries in connection with transactions in securities 
(ii) to reduce the number of settlements of securities transactions  
(iii) to allocate securities settlement responsibilities  
(iv) to provide for the central handling of securities so that transfers, loans and pledges and 

similar transactions can be made by bookkeeping entry or  
(v) otherwise to facilitate the settlement of securities transactions without physical delivery 

of securities certificates 
 
Based on global best practices on the market function performed by a depository, it may be defined as 
the entity that provides “for the central handling of securities so that transfers, loans and pledges and 
similar transactions can be made by bookkeeping entry”.   
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This closely mirrors how the term is defined in other persuasive model jurisdictions.  In the United 
States, for instance, the Investment Company Act of 1940 lays out the qualifications of a CSD in Rule 17f-
7 as follows:  
 

i. Acts as or operates a system for the central handling of securities or equivalent book-
entries in the country where it is incorporated, or a transnational system for the central 
handling of securities or equivalent book-entries; 

ii. Is regulated by a foreign financial regulatory authority as defined under Section 2(a)(50) 
of the Investment Company Act of 1940; 

iii. Holds assets for the custodian that participates in the system on behalf of the Fund under 
safekeeping conditions no less favorable than the conditions that apply to other 
participants; 

iv. Maintains records that identify the assets of each participant and segregate the system's 
own assets from the assets of participants; 

v. Provides periodic reports to its participants with respect to its safekeeping of assets, 
including notices of transfers to or from any participant's account; and 

vi. Is subject to periodic examination by regulatory authorities or independent accountants. 
 
Given its function of holding assets for safekeeping, a depository is much like a custodian of securities.  
For markets, however, a depository does not provide services directly to investors; rather,  it serves as a 
master custodian for the market, it being a securities custodian for all other custodians and market 
players.  As such, a depository services not individual investors but market players and the market at 
large, playing a significant part in ensuring investor protection and preserving market integrity and 
efficiency.  Its loyalties are therefore to the investor; being market-based, it is independent of issuers’ 
interests. 
 
PDTC as a depository is likewise covered under Section 4441Q.6 of the Manual of Regulations for Non-
Bank Financial Institutions (MORNBFI), which provides that a securities custodian shall have the 
following basic functions and responsibilities: 

a. Safekeeps the securities of the client; 
b. Holds title to the securities in a nominee capacity; 
c. Executes purchase, sale and other instructions; 
d. Performs at least a monthly reconciliation to ensure that all positions are properly recorded and 

accounted for; 
e. Confirms tax withheld; 
f. Represents clients in corporate actions in accordance with the direction provided by the 

securities owner; 
g. Conducts mark-to-market valuation and statement rendition; 
h. Does earmarking of encumbrances or liens such as, but not limited to, Deeds of Assignment and 

court orders; and in addition to the above basic functions, it may perform the following value-
added service to clients: 

i. Acts as a collecting and paying agent: Provided, That the management of funds that may be 
collected shall be clearly defined in the custody contract or in a separate document or 
agreement attached thereto: Provided, further, That the custodian shall immediately make 
known to the securities owner all payments made and collections received with respect to the 
securities under custody; 

j. Securities borrowing and lending operations as agent. 
 
Clearly, the definition of a depository extends to its role of handling, safekeeping, and ensuring the 
integrity of the securities issues and is not merely limited to lodging shares for the purpose of trading 
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securities.   Hence, there is the need to ensure that a depository must have fiduciary responsibility over 
the securities during the period prior to trade and after settlement has been executed.  
 
The Creation of PDTC 
 
History: Agreed Upon Architecture by the Market Stakeholders 

In the 1990s, following through on movements to reform the clearing and settlement environment of 
the equities market to achieve delivery-versus-payment (DVP) and thus avoid the risks due to the 
extended settlement cycle in a paper-based environment, the Philippine Stock Exchange (PSE) and 
Bankers Association of the Philippines (BAP) forged a relationship to lead stakeholders towards the 
formation of a central securities depository.  From the start, the infrastructure envisioned was to serve 
both the equities and fixed income markets.  The PSE-BAP relationship forming the depository is 
testament to the historical recognition of their cooperative stance by both the private and public 
sectors.  The Securities and Exchange Commission (SEC) took a fairly prominent and supportive role in 
establishing the depository at the time of its creation. 

 
The actions of the stakeholders in the equities market proceeded along the premise that the equities 
and fixed income markets would be hosted in a single depository infrastructure.  These acts were part of 
a multi-sectoral program in pursuit of a long-term market development plan undertaken jointly by the 
private and public sectors through different vehicles, including the Capital Markets Development 
Council and the Market Reforms Program. 

 
In carrying out this vision, the infrastructure bidded out (as early as 1994) and procured should be 
capable of handling multiple asset classes (i.e, fixed income (FI) securities and equities). Thus, the only 
system capable then, FINTRACs, emerged as the sole solution.  

 
Accepting BAP’s invitation to invest, PSE took a 31.75% stake, equivalent to that of the BAP.  PSE and 
BAP were thus the largest stakeholders among all the shareholders. The understanding was that the 
costs would be spread between the equities and FI markets.  The equality of the stake between the 
banking sector and the equities brokers sector was based on their joint and equal interest in the singular 
depository that would service the requirements for both the fixed income and equities markets. 

 
The ownership of the BAP and the PSE as equal lead shareholders of the enterprise was for the very 
reason that the depository was to service both the communities of the equities brokers in their equities 
activities and the banking sector in their fixed income activities. Pursuant to the foregoing 
understanding, the Philippine Central Depository, Inc. or PCD (now PDTC) ownership turned out as 
follows: 
   

 

  
This ownership structure reflected the community of stakeholders that were involved in the equities 
and fixed income markets.   Mirroring this ownership and leadership paradigm, PSE and BAP took annual 
turns in appointing the chairman of PCD. The only exception was during the period when the equities 
depository was to be launched in the live environment, when PSE took the chairmanship for two 

PCD OWNERS 

PSE  31.72% 

BAP  31.72% 

FINEx  10% 

DBP  10% 

IHAP  6.56% 

SSS  5% 

Citibank  5% 
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consecutive years since the leadership of PSE was deemed critical to the success of the depository 
engagement for their market. 

 
An important milestone in the Market Reforms Program was the establishment of PDS Group in 2003.  
At this time, PCD shareholders affirmed their commitment to the depository mandate for the fixed 
income and equities market by converting their investment in PDTC to an investment in the holding 
company of the PDS Group, PDS Holdings, the corporate vehicle that would carry forward the 
stakeholders’ vision for the fixed income markets.  These PCD investors included PSE, BAP, Social 
Security System, Investment Houses Association of the Philippines, and FINEX.  The organizational effort 
to create PDS moved forward with the invitation of other market stakeholders to invest in the Group 
through PDS Holdings on the representation that, among others, the depository company, a key 
member of the Group, would be a full service depository hosting the equities and FI asset classes. 

 
In 2007, PSE fortified its commitment to the PDS Group by increasing its stake to the maximum 
percentage allowed by law, signing commitments to strengthen its relationship with the PDS Group.   

 
Up to the present, PSE representatives and nominees continue to sit in the Boards of Directors of PDS 
Holdings and each of its operating companies. By virtue of its special status as a strategic shareholder 
(sharing such status with the BAP and Singapore Exchange Ltd.), PSE was given the privilege to have 
direct representation in each Board of Directors of PDS Group, as well as to nominate an independent 
director who will sit in the Audit Committee, the Risk Committee, and the Nominations and 
Remunerations Committee.   
 
Parallel with these market events, the parties set the fees for the equities depository service through 
constant consultation and coordination with the stakeholders. The dynamics of the single multi-asset 
depository proposition affected the fee-setting process as such formulas were always set with PSE’s 
participation.  Such a methodology ensured that the market infrastructure’s burdens were understood 
between the PSE and the BAP and that the shareholders agreed on the fees and fee-setting 
methodology, bearing in mind their respective interests and those of their relevant stakeholders.   
 
PDTC as Part of the Clearing and Settlement and Post-Settlement Infrastructure of the Equities Market 
 

 
 
Owners of equity securities may keep their equities in the Transfer Agent’s books or in the depository when the 
securities are idle and not subject of any market transaction.  In this phase, if the securities are kept in the 
depository, the latter is duty-bound to maintain them for safekeeping and return them to the owner (through his 
intermediary) upon demand.  This duty is a fiduciary duty, under the oversight of the BSP. 
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When an investor decides to engage in a market transaction to sell his security, his broker then lodges the security 
in the depository.  In this process, the broker and the transfer agent both attest to the eligibility of the asset for the 
market transaction.  Lodgment is also known as immobilization (for securities that are still certificated), and 
involves the process of converting the security from physical form to electronic form.   
 

 

 
 
During the clearing and settlement process, PDTC downloads the balances contained in its records to the clearing 
agent so that these balances can be updated to reflect trades that transpired in the market.  In this process, PDTC 
only downloads balances that it can assure to be free and clear from any encumbrance, to ensure that finality of 
settlements in the organized market can be achieved for all securities balances downloaded to the clearing agent, 
SCCP.  
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When the balances are updated to reflect the satisfaction of settlement obligations under trades conducted in PSE 
through the clearing process, these balances are then uploaded back to the depository, as an update of its record.  
 

 
 
Buyers of equity securities may opt to keep their purchased securities in the depository or in the Transfer Agent’s 
books, when the securities are idle and not subject of any market transaction.  As with the first step, in this phase, if 
the securities are kept in the depository, the latter is duty-bound to maintain the securities for safekeeping and 
return hemt to the owner (through his intermediary) upon demand.  This duty is a fiduciary duty, under the 
oversight of the BSP. 

 
Recent Events in the Equities Market 
 
From the time of its establishment in the 1990s to the present, the PDTC has stood singularly as a 
depository infrastructure for the equities and fixed income markets.  It is the embodiment of a policy 
and market environment envisioned by the private and public sectors through the reform programs 
undertaken for our capital markets.  Its establishment and operation have always allowed it to exercise 
independence and promote investor protection and market integrity. 
 
Earlier this month, the Securities and Exchange Commission (SEC) granted a provisional license to the 
Philippine Stock Exchange’s (PSE) wholly-owned subsidiary, Securities Clearing Corporation of the 
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Philippines (SCCP), to establish and operate a second depository alongside the current depository 
services provider, the Philippine Depository and Trust Corp. (PDTC).  The operational model based on 
the application submitted last year proposes a “multi-depository framework which would allow several 
entities to perform the depository function in the same market.  However, since the clearing and the 
settlements system is designed such that a security can reside in only one depository, the issuer has to 
select the depository where all its shares will be lodged.”  
 
We believe a multi-depository model that specifies the issuer as the designated entity which chooses 
the depository for a particular security gravely compromises investor protection and to a great degree 
presents conflict of interest between the issuer and the depository.  The premise for our position is the 
principle that a depository exercises fiduciary responsibilities on behalf of the investor (or its agent) for 
shares which it needs to exercise pre- and post-settlement.  The choice of the depository cannot be 
relegated to anyone other than the investor or its proper agent without compromising the relationship 
between the investor and the depository.  Having contemplated the pre-eminence of the public good 
specifically of the investors-at-large, which the regulating authority should protect, a multi-depository 
framework that is issuer-centric may endanger and render moot the governance pursuits of a free, 
transparent, and orderly capital markets.  
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