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On Feb. 1 2021, with the Central Securities Depositories Regulation’s
(CSDR) Settlement Discipline Regime (SDR) officially one year out,
DTCC held a joint virtual event with AFME that aimed to uncover how
the industry can effectively prepare for the impacts of this upcoming
regulation. During the forum we heard from industry experts
representing the full trade lifecycle from execution to middle office,
settlement and failed trade management.
The conversations were streamed live to more than 1000 participants
and are summarized here.

WHY CSDR IS NOT JUST A SELL-SIDE
ISSUE
MATT JOHNSON, DIRECTOR, ITP PRODUCT MANAGEMENT & INDUSTRY RELATIONS
The Central Securities Depositories Regulation’s (CSDR) Settlement Discipline
Regime (SDR) has an ultimate goal to support a common set of conduct and
standards at the European level. One of the most contested aspects of the
regime is the mandatory buy-in, how it may affect liquidity and transaction
costs, as well as the potential to pass these costs along to investors.
CDSR mandates a legal obligation, and all parties will have to directly comply
with the introduction of the mandatory buy-in regime or face penalties for
settlement failures. At first glance, the mandatory buy-in element seems like
purely a sell-side issue, with most of the impact falling to the sell part of the
trade equation. But is that the case?
I spoke with front-office experts from both sides of the trade lifecycle on the
upcoming mandatory buy-in requirement. Panelists included: Neil Hamburger,
Executive Director, JP Morgan, and Daniel Drummer, Investments Regulatory
Change Business Manager, UBS Asset Management.

NOT JUST A SELL-SIDE ISSUE
I asked Hamburger his thoughts on the mandatory buy-in requirement. While
the vast amount of delivery problems occur because the market maker sells
inventory they do not yet have in inventory. From this viewpoint, the
mandatory buy-in is a sell-side issue. However, this narrow view doesn’t
account for the implications of the mandatory buy-in that will affect both
parties of the trade.

DTCC/AFME CSDR Forum 2021

1

“Considering the secondary impact...a market maker may charge a higher
premium, or not show an offer price at all,” Hamburger said. “This can then lead
to the buyer paying more, or not being able to purchase the security at all.”
Given the prospect of losses because of a failure to deliver on the trade,
market-makers may not offer the particular security or offer it at a higher
premium to offset the risk of taking on the trade. Either response turns the
issue into a buy-side problem, with the potential of fewer trades occurring,
leading to less activity and reduced liquidity.
Under the current discretionary buy-in regime, only a small amount of trades
fail at settlement plus seven days (when the mandatory buy-in would happen),
which might lead one to consider this a small issue Hamburger noted however
that since a trader is unaware at the time of pricing, which trade will fail, it is
likely that they will increase the price for all trades at significant risk of resulting
in a buy-in. The impact of the reduced liquidity caused by the mandatory buy-in
regime will eventually feed into primary issuance, which is then likely to be
executed at a higher premium. The industry continues to advocate for a
discretionary buy-in regime to reduce the magnitude of potential issues.

Matt Johnson
Director, ITP Product Management
and Industry Relations, DTCC
Read more about Matt Johnson >

VIEW FROM THE BUY-SIDE
Drummer indicated that while there will be natural benefits to the buy-in as
brokers work to reduce their fails, there will be significant downsides to the
buy-side as well. As the sell-side limits or imposes higher prices, the cost and
difficulty of making a trade will increase, thereby negatively affecting market
liquidity and widening spreads, ultimately leading to less-attractive pricing or to
a stop on offering altogether.

Neil Hamburger
Executive Director, JP Morgan
Read more about Neil Hamburger >

“For asset managers tracking indexes or adhering to client mandates, there is
the risk of taking on an additional investment decision,” Drummer said. Higher
fees are also a potential issue as a result of the stringent buy-in requirement.
Finally, as the failed party needs to initiate buy-in, the buy-side also has the
additional operational burden and relevant costs. To summarize, the buy-side
will face increased costs, widening spreads and decreased liquidity as a result of
the introduction of the buy-in process.
With less than 12 months to go, how is the industry preparing? Both Drummer
and Hamburger noted significant efforts by both buy and sell-sides, associations
and industry partners as they work with regulators. The industry is working
together to clarify requirements and develop solutions and processes needed
for the regime date. There is the possibility that the potential for penalties will
be adequate to encourage and ensure timely settlement to reduce fails.

Daniel Drummer
Investments Regulatory Change
Business Manager, UBS Asset
Management
Read more about Daniel Drummer >

Both panelists noted that a discretionary buy-in would solve many of the
potential issues. Drummer commented, “as opposed to mandatory, a discretionary buy-in will significantly enhance liquidity and give portfolio managers the
ability to make informed decisions based on the particulars of a specific trade.”
In addition to the front office, the mandatory buy-in could pose a problem to
issuers and ultimately investors. Both the buy and sell-side agreed that the
mandatory buy-in is a very large issue that will affect the entire industry. The
impacts on liquidity and pricing will affect all market participants.

WATCH THE VIDEO REPLAY
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IMPORTANCE OF ACCURATE DATA AND
TRADE AGREEMENT IN THE
SETTLEMENT DISCIPLINE REGIME
DTCC CONNECTION STAFF
Inaccurate data can have large monetary consequences for clients and poses
reputational risk for financial services providers. With the introduction of the
Central Securities Depositories Regulation’s (CSDR) Settlement Discipline
Regime (SDR) in under 12 months, the importance of accurate data will become
even more critical.

Stephen Burton
Managing Director, Post Trade,
AFME
Read more about Stephen Burton >

Stephen Burton, Managing Director, Post Trade, AFME, moderated a panel
which included Sachin Mohindra, Executive Director, Goldman Sachs, Emma
Johnson, Head of Market Advocacy, EMEA, Deutsche Bank AG, and Charlie
Pugh, Senior Manager, CSDR, Euroclear, where they discussed the importance
of accurate data and trade agreement in the upcoming regime.

OVERVIEW OF REQUIREMENTS FOR CSDS
With a goal of more efficient and harmonized settlement, the SDR will cover a
wide range of actions, including hold and release and tolerance matching. Pugh
stated that the CSDs are working to develop complaint procedures, specifically
relating to the required data. Article 2 requires professional clients to supply
information concerning securities being transacted, and investment firms will
need to respond for both buys and sells.
Pugh noted, “the use of automated confirm systems providing standard
settlement instructions (SSIs) will make data more accurate.” In addition, Article
5 requires the matching and population of certain data in settlement
instructions. This includes some fields that are already populated, as standard,
including ISIN, consideration and price. However, in addition, a number of new
fields will be added, including the transaction type, that will be required by
CSDs, and in turn, reported to regulators.

GLOBAL REACH
While the impact of SDR may appear to be limited to the euro region, the effects
will be global. If settlement occurs at an EU domiciled CSD for any underlying
security that moves cross border, it will fall under the SDR. For the trades that do
fail, SDR will impose late matching fines, daily penalties and mandatory buy-ins
which will impact non-EU based counterparties.
CSDR SDR will not be enforced by the UK authorities and will not affect a
transaction between two CREST participants. The existing regime will continue to
be applied by CREST for late settled transactions. However, the moving of Irish
securities to Euroclear Bank at the end of March adds another dimension. An effect
of Brexit, this will be the first time where the same security could be traded with
different places of settlement. Pugh added, “if you don’t have accurate data
exchange in a T+2 environment, confusion could occur, leading to potential issues
such as late matching and settlement penalties.”

Sachin Mohindra
Executive Director, Goldman Sachs
Read more about Sachin Mohindra >

Emma Johnson
Head of Market Advocacy, EMEA,
Deutsche Bank AG
Read more about Emma Johnson >

Charlie Pugh
Senior Manager, CSDR, Euroclear
Read more about Charlie Pugh >
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CSDR gives us a common goal to achieve these elements. We should look, as
an industry, to embrace the sentiment of efficiency, collaboration and
communication and standardization in the process.

Pugh commented about cross-border transactions aligning
between CREST and Euroclear Bank. While there have been
no immediate penalties for cross-border fails,
implementation will require the industry to supply the
reasons for fails. The industry should use the time available
to improve matching rates and clarify what issues exist for a
particular market to avoid fails.

DRIVER FOR CHANGE
The purpose of the SDR is to enforce a settlement
discipline before a problem occurs. While the dominant
discussions have been about penalties and the buy-in
element, the matching and allocation process is also
described in the Regulation. Article 2 is the first time
there is a formal requirement for a matching allocation
process and requires Investment firms to ‘confirm receipt
of the written allocation and of the written confirmation
within two hours of that receipt’.
The industry needs to improve data and communications
prior to a fail occurring, including developing a
longer-term strategy around data and protocols.
Mohindra noted, “CSDR gives us a common goal to
achieve these elements. We should look, as an industry,
to embrace the sentiment of efficiency, collaboration and
communication and standardization in the process.”

IMPACT ON CUSTODIANS
In the middle of the settlement chain, custodians play a
unique role in the settlement process. They are reliant on
instructions and data received from their clients to
ensure timely settlement. So, while the client will
ultimately be penalized in the event of a fail, the
custodian for the transaction faces possible reputational
risk. Johnson noted that data hygiene—having the correct
data in the correct format—is important in the settlement
instructions for the entire life of the trade. “A custodian’s
use of data is only as good as the data it receives.”

WORKING TOGETHER TO ACHIEVE ACCURATE DATA
Burton asked how further efficiencies, including different
workflows, could improve data accuracy. Mohindra noted
that this is a chance for all parties to work together and
develop a harmonized solution. “The post-trade issue has
a common challenge for custodians, buy-side and
sell-side participants, and the SDR presents an
opportunity to work collaboratively for transformative
change.”
By seeking to unify workflows and ensuring that data is
accurate and up to date, the industry can find ways to
better communicate and resolve exceptions. A more
enriched upstream workflow will result in fewer bilateral
breaks downstream.
Ultimately when a trade fails, all parties will face some
form of risk. Johnson noted that challenges, including
data misuse, non-reporting of issues or wrong statuses
will have contractual repercussions which will put
reputations at stake.
In the new regime, the importance of accurate data will
be more critical than ever. From trade operations,
custodians, buy-side, sell-side, settlement agents, even
CSDs will need to have boundaries and protect
themselves from the consequences of bad data, which
include financial and reputational costs. Client risk
management techniques will need to be enhanced due to
CSDR SDR, and data quality and appropriate governance
can help prepare for the regime.
Panelists agreed it comes down to accurate data and
communication to drive future decision making.
Mohindra said, “data standards—from all parts of the
trade—need to have a common taxonomy to build
common solutions.” To properly implement the regime,
accurate data will be essential, and communication must
be in sync among all transacting parties. Building data
standards from trading to settlement to implement
common solutions is imperative to allow interoperability
across all firms in time for the go-live.
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PREPARING FOR CSDR
MATT JOHNSON, DIRECTOR, ITP PRODUCT MANAGEMENT & INDUSTRY RELATIONS
In approximately one year, the Central Securities Depositories Regulation’s (CSDR)
Settlement Discipline Regime (SDR) will begin. This crucial piece of regulation aims
for resiliency in the financial system and to improve settlement efficiency in Europe.
The industry has spent quite a bit of time preparing, yet there are still many
unanswered questions.
I recently joined with some of Europe’s financial experts to gather key insights on how
the mandatory buy-in will impact all aspects of the trade lifecycle, the importance of
accurate data and the industry-wide changes we might see due to the regime.
The subject of mandatory buy-ins is one of the most contested of the regime. The
issue may seem to only affect the sell-side, but in fact, the implications will reach all
parties in the trade lifecycle. The industry is working together to clarify requirements
and to develop the solutions needed prior to the deadline.
Accurate data is critical to operational success, and with the implementation of SDR,
it will become even more crucial. A lack of automation and standardization
contributes to settlement issues, and the experts agreed that a standard taxonomy is
essential to properly implement the regime.
The new regime will bring about much-needed change but will also bring about
unwanted impacts for many firms. And while certain securities might be more
impacted than others, all parts of the trade lifecycle—buyers, sellers, custodians—will
all be impacted. The industry has been hard at work preparing and educating, but
there is still much work to be done.

POST-TRADE PROCESSES TO MITIGATE TRADE FAILURE
What are some of the ways firms can improve post-trade processes? As the industry
tries to negotiate the requirements to meet the revised deadline, an examination of
the processes is warranted. There are still many steps of the transaction process that
are done manually, and this lack of automation and standardization has contributed
to errors.
While the financial industry has made strides, we still have many manual processes,
including using emails or faxes to process trades. Proper guidelines for post-trade
processes, including the mandated use of electronic matching platforms, will enable
the industry to find better solutions.
And while implementing new technology can be costly, firms will need to calculate if
the increased operational risk exposure of not having the proper technology is more
desirable than the added technology cost. The regime will ultimately penalize firms
that don’t automate.

IS BEHAVIOR A BARRIER?
Looking at the barriers to entry, firms face added risk exposure, as well as penalties
due to the SDR. By implementing better onboarding practices, a firm can positively
change its behavior.

PARTIAL SETTLEMENT
Partial settlement is one way that
the industry can work collectively
to reduce the regulatory impact
of the SDR. The regulation
requires firms to settle any
available partials before going to
buy-in, but maximizing partial
settlement from intended
settlement date onwards can help
to improve market settlement
efficiency by increasing the flow
of securities available for
settlement.

TYPES OF PARTIAL
SETTLEMENT
Partial Hold and Release - This
method enables T2S CSD
participants to release part of the
trade for settlement, while
keeping the rest of the trade on
hold. This is especially useful for
omnibus accounts - allowing the
benefits of partial settlement but
preventing pilfering.
Auto partial settlement - CSDs
using this will sweep for available
positions throughout the day and
auto-settle any available
securities to help ensure
maximum settlement efficiency.
Manual partial - Both parties
agree bilaterally to manually
cancel and reinstruct in smaller
shapes to facilitate what is
available. This is the least
efficient option that should
only be used when auto partial
is not available, or when it is
not offered by a CSD.
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The industry has been hard at work preparing and
educating, but there is still much work to be done.

While the front office is focused on speed for pricing, reporting and execution,
many firms are still working through multiple post-trade steps that include manual
processes such as phone calls to get to settlement finality. In achieving post-trade
operational success, you also reduce risk, which leads to fewer fails.
Data can be inaccurate due to multiple steps that include many manual
interventions. Using services such as DTCC’s ALERT the industries largest SSI
Repository with over 10 million SSIs stored, market participants can address some
of their essential operational and regulatory challenges, including many of those
presented by the SDR.

An optimal outcome is for all
market participants to make use
of the functionality available.
Not all CSDs currently offer
partial settlement functionality,
but many are working on
development. It is important to
note that certain smaller CSDs
are not mandated by the
regulation to facilitate partial
settlement. By establishing best
practices now, firms can increase
settlement efficiency and
prepare for CSDR.

The likelihood of a fail increases each time a transaction is handled. With data
coming from multiple sources, what is the best way to process? There are numerous
pain points around the upcoming regime. With that in mind, we created DTCC
Consulting Services to work with industry partners to identify and understand pain
points around SDR. This new advisory service provides market participants around
the world with unparalleled access to the firm’s expertise and experience with a
goal of post-trade operational success.
DTCC’s Institutional Trade Processing no-touch workflow takes data from multiple
sources, allows transactions to be enriched and settlement information to be
locked. Settlement can be optimum, providing an authoritative trade record. The
workflow sends outbound notices as close to execution as possible and receives
inbound messaging, capturing real-time exceptions and statuses to avoid penalties
and expensive buy-ins.

Matt Johnson
Director, ITP Product Management
and Industry Relations, DTCC
Read more about Matt Johnson >

Market participants should focus now to figure out the issues and impact before
the SDR is implemented. Tools are readily available to fulfill obligations to
settlement perfection. As an industry, we can work to improve education,
awareness, advocacy and promote prevention. Communication engagement
between the front, middle and back office will be key to negotiate the requirements
of the new regime.
Pete Tomlinson
Manager, Post Trade, AFME
Read more about Pete Tomlinson >

ARTICLE LINKS
DTCC Consulting Services

Institutional Trade Processing
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IMPACT OF CSDR AND CHANGES IT
WILL BRING
BOB STEWART, EXECUTIVE DIRECTOR, INSTITUTIONAL TRADE PROCESSING, DTCC
With implementation of the SDR just one year away, I sat down with industry
experts Alex Dockx, Executive Director, JP Morgan, and Terri Van Praagh, Chief
Operating Officer, Global Fund Services UK, Northern Trust, to discuss the
impact of the regulation on the industry at the DTCC/AFME CSDR Forum 2021.
Both Dockx and Van Praagh agreed that the one-year extension granted by the
European Securities and Market Authority (ESMA) was a welcome reprieve.
The industry has been working diligently to respond to questions on the
Consultation Paper and converged on several key points.

Bob Stewart
Executive Director, Institutional
Trade Processing, DTCC
Read more about Bob Stewart >

Both panelists also agreed that the industry had been preparing for a February
2021 go live, and the extension gave more time to prepare. The economic driver
of penalties should provide the needed enforcement and encouragement to
avoid the mandatory buy-ins for most securities and encourage better
management. However, Dockx noted, “100% settlement efficiency is
challenging for some instruments, particularly hard-to-find corporate bonds.”
For certain securities such as corporate bonds, over-the-counter issues and
small-capitalization equities, the mandatory buy-in will have an outsized
impact. In turn, it could have the opposite effect and reduce liquidity. The
regime’s goal is to achieve better settlement and automate the industry further;
however, a pause on the mandatory buy-in may be in its best interest.
Industry-wide, firms have been exhausting resources to prevent fails and
prepare for the new regime. However, many efforts had to be re-employed to
deal with the COVID crisis. These efforts need to be re-engaged to regain
momentum to clean up data. The biggest goal is to prepare—for both the known
as well as the unknown.

Alex Dockx
Executive Director, JP Morgan
Read more about Alex Dockx >

PREVENTION AND PREPARATION
Discussion regarding the regime’s effects has been concentrated to the front
office. I asked Van Praagh about the impact from a middle- and back-office
perspective. Amidst the buyers, sellers and custodians is the middle office. How
is this key part of operations preparing, particularly for the unknowns of the
buy-in regime? Van Praagh commented that firms are trying to represent clients
in the best way possible. Education is key to ensuring the industry is prepared
for the unknown. With a focus on pre-fail prevention, CSDR provides an
opportunity to change how the industry operates.
The future of operations would ideally combine the best of technology with
people expertise to avoid a plethora of fines. Van Praagh spoke of the
unintended consequences that may include performance. “When a buy-in
happens and you have cash instead of securities, questions will arise, such as
how do you apply fines.” As with any regulation, firms need to prepare to
prevent any unintended circumstances.

Terri Van Praagh
Chief Operating Officer, Global Fund
Services UK, Northern Trust
Read more about Terri Van Praagh >
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Education is key to ensuring the industry is prepared for the unknown.
With a focus on pre-fail prevention, CSDR provides an opportunity to change
how the industry operates.

OPPORTUNITY FOR CHANGE
The new regime can provide firms with an opportunity to
change the way they operate. By implementing better
processes and using optimal tools, the back office will be
able to react and solve exceptions in a quicker manner,
and in that way, prevent fines and unintended
consequences.
Many trade fails originate due to incomplete or incorrect
settlement instructions. This was a primary driver of
many of the fails in March, along with the extreme
volatility. What are the solutions that DTCC offers clients
to deal with this issue? First and foremost, as firms are
continuing to move towards utilization of DTCC’s ALERT
best practice to store and maintain SSIs. Secondarily,
supported by all major custodians, GC Direct, offered by
DTCC, is the pathway to efficiently and accurately
transmit SSI data into ALERT, in an effort to ensure timely
trade settlement and fail prevention. As firms face
obstacles to prepare for CSDR and transform their
post-trade business operations, DTCC also provides
Consulting Service for a deeper dive into these and many
other challenges.
The deadline for the Consultation Period has passed, and
regulators will have undoubtedly heard industry
concerns, particularly on the mandatory buy-in aspect of
the SDR. While hopes are for another postponement or
the option to remove the mandatory settlement, how are
firms preparing if all goes live as planned? Both Dockx
and Van Praagh agreed that firms are working to
automate some of the processes and simulate potential
impacts. The industry has made positive headway

working toward a common goal of finding solutions for
the regime but is also preparing for the unknowns. “It’s
important that we have the right messaging to our clients.
As we represent our clients in the best way, they also
have to know the role they play in CSDR,” said Van
Praagh.

RELATED CONTENT
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TOP 5 RESPONSES TO UNANSWERED LIVE AUDIENCE
QUESTIONS
DTCC and AFME’s joint CSDR Forum, convened this year
in a webcast format, elicited a number of thoughtful
questions from attendees. Because time ran short, our
group of speakers were unable to address all the
live questions during the Forum. Instead, we presented
several of them to our speakers after the event. Here are
our top 5 responses.

Why you think large broker dealers are not considering to offer
buy-in agent services? Given it is likely they would have the largest
inventory of different stocks.
AFME: We don’t see any material barrier to brokers acting
as a buy-in agent. The uncertainty regarding the exact
role and responsibility of the buy-in agent may
discourage firms from offering this service. For example,
the regulation says the buy-in agent must not have a
“conflict of interest” but does not define what this means.

Neil Hamburger: Agree with AFME, I think “must not have
a conflict” is key.

Alex Dockx: There is a Q&A with ESMA to further clarify
this. There is also a difference between brokers acting on
an ad hoc basis upon specific client request, vs an entity
offering this service on a generic basic as a buy-in utility.
If a trade is subject to Penalties, is it also subject to an Interest
Claim?
AFME: The view of AFME members is that Interest claims
and CSDR Penalty claims should be considered
separately. Both can be initiated on the same instruction.

What about Netting a Buy and sell with a broker of the same
name? Will that remove buy-in risk or failure penalty?
Sachin Mohindra: Netting can help improve settlement

Isn’t it an issue if clarification around amendments to the
legislation are not provided until later in 2021 given the lead time
required to implement changes and development across the
industry?
AFME: Yes. All trade associations have made this clear in their
consultation paper submissions. Our preference would be for
a split approach where settlement penalties are implemented
first, evaluated together with the other pre-trade measures
and further analysis of the impact of a buy in on trading. If the
Commission decides that a buy in is still necessary, we
advocate for a discretionary, rather than mandatory, buy in to
minimise the overall impact.
What will happen if the transaction is put on hold due to OFAC
reasons? Would this buy-in charges be waived?
Sachin Mohindra: There is nothing explicitly in the regulation
that factors this in as a valid reason not o initiate a buy-in.
Although in this particular case a review of the governing
laws will be required by your legal team to take the correct
action.

Emma Johnson: This is a great question! There is no particular
ISO code for OFAC and any other AML related hold so it will
look and behave like a genuine fail. Currently in the regulation
as drafted the only exemptions for a buy-in is if the
counterparty is insolvent so this is a genuine gap and
communication will be essential between trading parties why
the trade is on hold. A discretionary regime would solve this
situation as it would give more flexibility and trading
agreements should also have provisions in place for these
situations.

SEE MORE SPEAKER RESPONSES

efficiency, although it doesn’t completely remove the trading
obligation until fully settled. Netting should generally be
encouraged to increase the likelihood of timely settlement
and reduce fail chains.

26440_NP022021 DTCC Public (White)
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