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	USE OF ELECTRONIC SILO CERTIFICATES

The JSE has always supported, in principle, any move to increase the security and efficiency of the delivery process in completion of a futures contract.  In the last quarter of 2003 the JSE was approached by a company called ESC (Electronic Silo Certificates), to support the use and implementation of electronic silo certificates as a method for settlement of a futures contract. Initiatives of this nature have been under consideration within numerous bodies in the grain industry, with ESC now being funded primarily by Afgri and Senwes to gain the administrative benefits from going electronic. 

The introduction of the electronic silo certificate will enable industry to transfer ownership electronically via the internet, and later telephonically, both through the exchange and for grain transactions in the open market. The electronic process will automatically be written to an industry wide register realtime (integrated to silo owners systems) where owners can manage their own individual certificates.  The two major benefits are the administration efficiency, security and speed of transfers; and secondly a full management system for the users of their silo certificates. The system will handle ownership changes, split requests, requests for physical delivery back from the silo owner, encumbrances and full management reporting, controls and audit trails. The register will be managed by Exordia, a division of PricewaterhouseCoopers, for confidentiality, with only the owner having access to his/her own electronic silo certificates.

The JSE together with ESC would like to hold a meeting with the Agricultural Products Division members to discuss this initiative and to clarify certain changes that would be required to the delivery process in order to accept the electronic silo receipts for delivery of a futures contract. The meeting will also explain in detail the structure of the new company ESC and also provide the opportunity for any questions regarding access, guarantees and decision-making. The issues of security and efficiency are of paramount importance in the support of the system.

The proposed costs associated with the use of the ESC system for Safex deliveries every time a receipt is transferred electronically will be 50 cents (excl VAT) /ton up to a maximum of 1,000 tons. The maximum cost for a transfer will therefore be R500.00 (excl VAT), with the transfer on the base 100 ton lot being costed at R50.00 (excl Vat). The seller and buyer will each pay the transaction cost each time use is made of the system and the costs will attach to the certificate. The existing market origination cost of approximately R1.30 per ton (excl Vat) on a paper certificate will change to 65cpt (excl Vat) on the creation and on the final closure of a electronic certificate, with such handling costs being for the benefit of the silo owners. Should any electronic silo receipts be required to be split in the physical market an additional 65 cents (excl VAT)/ton creation and origination cost will be charged by the silo owner to cover the administrative costs, as currently applies to paper certificates split. The existing costly process of stock confirmations and related queries under the paper environment will be redundant under an electronic environment.

The current JSE delivery fees will continue to apply.

Should the APD members support the ESC system, both paper and electronic silo receipts will be accepted for delivery in completion of a futures contract.  The delivery procedure will require changing to take into account the additional 50cents/ton transaction costs and this will be discounted in the purchase price when making delivery onto the exchange. 

The final out loader will pay the full transaction costs over to the silo owner when out loading the product. Buyers on Safex taking physical delivery may be allocated either paper or electronic silo receipts and will not have any choice and therefore must be aware of the additional 50cents (excl VAT)/ton cost associated when receiving delivery electronically.  

If electronic silo certificates are later transferred in the physical market another transaction cost of 50cents (excl VAT) per ton, with the maximum limit only applying to deliveries through the exchange. 

All APD members and APD clients who make or take delivery will automatically be loaded as clients of ESC.  

A meeting will be held on the 28 January 2004 at 14h30 in the auditorium at the JSE Securities Exchange to further explain the process and costs described above and to ensure there is member support for the JSE to proceed with its involvement with ESC.  Should you be attending please email joeyo@jse.co.za or fax 011 5207558 your contact and car registration details.
In addition, a legal implications and framework workshop is being held at Werksmans at the end of January 2004, please indicate on your confirmation whether you wish to be contacted with regard attendance hereto as well. 
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