Experience. The difference.

CSDR DOES NOT NEED
TO BE UNSETTLING
TORI can help you achieve Consistency,
Standardisation, Discipline & Results

CSDR

GETTING READY FOR THE CSDR
SETTLEMENT DISCIPLINE REGIME
THE REGIME COMES INTO EFFECT ON 1ST FEBRUARY 2022.

This overview and our CSDR smart paper have been written
to ensure your that your preparations for addressing settlement fails
are on track.
INTRODUCTION

WHAT IS THE CSDR SETTLEMENT
DISCIPLINE REGIME?
CSDR is the Central Securities Depositories
Regulation. Its goal is to enhance the security,
efficiency and consistency of cross-border settlement.
It includes standardised rules for CSDs, internalised
settlement reporting, dematerialisation, shorter
settlement periods.

It also includes Settlement Discipline measures to
prevent, address, and monitor settlement fails. These
come into effect on 1st February 2022 and include
both settlement cash penalties and mandatory
buy-ins.

The location of the settling party is not relevant. Failed
settlements in EEA CSDs and ICSDs will directly impact
firms in the UK, the US, and the rest of the world. The
only sure way to avoid the regime is to ensure timely
settlement. A trade that settles on ISD (intended settlement date) won’t ever be penalised or bought in.
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DOES IT APPLY TO ME?
The short answer is yes, if you are a bank, broker, or
investment manager with business that involves the
settlement of cash, funding, or stock loan transactions
in an EEA CSD or ICSD. We estimate that 15,000 – 20,000
firms globally will be directly impacted and that of these
around 4,000 – 5,000 will need new processes, controls,
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firms globally will be
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and potentially also new systems for the new cash penalty
flows and the challenges from mandatory buy-ins. The
firms that probably don’t need to prepare are those with
very low numbers of EEA fails and with no or minimal client
or regulatory risk.
Cash penalty debits and credits usually belong to
someone. For example, buy-side firms need to first
ensure that they are correct and then that they are debited
and credited to the appropriate clients and funds. Similarly,
sell-side firms need to ensure that they validate and
process these flows in line with client agreements and

4,000 – 5,000

new processes, controls, and
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regulatory obligations. All firms are likely to need to be
able to justify allocations and manage disputes with their
providers and with their clients.

There is going to be a lot of cash penalty data to process. CSDs, CCPs, and custodians will be providing
daily reporting at individual fail level and monthly summaries of the net debits and credits. For a firm with
two relationships (say one direct CSD and one custodian covering other markets) and 200 fails per day, this
will be two daily reports to be agreed with major items being investigated, two monthly summary reports to
be checked back to the daily reports, and internal and external posting of the month’s 4,000 penalties.
Mandatory buy-ins bring a different set of issues. The processing requirements will be significant for both
the firm initiating the buy-in and the firm that failed to make the original delivery. For each buy-in, the buying
in party needs to check that the buy-in is feasible, select the buy-in agent and issue the buy-in instruction,
notify their counterparty that the buy-in has been triggered and later notify them of the result, consideration,
and costs, and cancel the original failed instruction. The failing party needs to mirror this processing and
ensure that costs and any price difference or cash compensation is paid. Both sides need to ensure that
payments are booked correctly.
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HOW SHOULD FIRMS PREPARE?
Firms should understand how the regime – both penalties and buy-ins – is going to impact them.

1

What will be the P&L impact of cash penalties,
how should they be validated and processed?

2

What controls are needed to ensure that the amounts
being received are correct?

3

How can they be justified to clients and internal cost centres?

4

How many buy-ins?

5

How will they be processed and who will control this?

6

What will be the impact on clients and the front office?

7

What are the regulatory and contractual considerations?

In parallel with this they should be reducing the number of fails and potential buy-ins.
Existing data should be analysed to understand and address causes.
It’s 7 months until the regime goes live. Now’s the time to act.

NEXT STEPS

For further information register for our CSDR smart paper and to learn more about
TORI’s CSDR solutions, contact Ian Perham.

