
CSD-R settlement discipline 
quick note



The Central Depository Regulation (CSD-R), is supposed to address the Central Securities Depository, the 
issuance of new financial instruments and rules of transfer or settlement. So far, so obvious. But CSD-R 
also affects other entities, banks and potentially organizations. Notably, this is the case through:

Internalized settlements have already been known since last year (March 2019) and settlement discipline 
since 2017. The book-entry form and segregation of accounts are less known but may not have a large 
impact on most firms. Therefore, the biggest challenge remaining is the settlement discipline.

The big news is that the settlement discipline subject to be postponed by five months 
to February 2021 (from September 2020); however, the efforts still required should not be 
underestimated. This topic has far-reaching consequences and may present some unwelcomed 
challenges.

Context

CSD-R timeline

March 2017
Regulatory Technical 
Standards (RTS) and 
Implementing Technical 
Standards (ITS) on CSD 
Requirements are in force 
(except for settlement 
discipline-related 
obligations)

March 2018
Final guidelines on how 
to report internalized 
settlement published by 
ESMA

Q4 2018/Q1 2019
CSDs and their 
participants must comply 
with the new CSDR 
requirements detailed 
in the RTS upon receipt 
of their authorization 
approval from their 
national competent 
authority

July 2019
First Internalized 
Settlement report due 
to the national competent 
authority

January 2023
Certified securities to 
be transferred into 
book-entry form for 
transferable securities 
issued after that date 
(1 January 2025 for all 
transferable securities)

September 2017
CSDs must have applied 
for and submitted 
applications for 
authorization to their 
national competent 
authorities

May 2018
RTS concerning CSDR 
Settlement Disciplines 
published

March 2019
RTS on Internalized 
Settlement apply

* Proposal to 
delay until 
February 2021

September 2020*
Entry into force 
of the settlement 
discipline rules

Internalized settlements

Book-entry form

Settlement discipline

Segregation of accounts

Settlement over T+2 (two days)



The settlement discipline will impose new 
requirements and measures to: 

01. Prevent settlement fails; 
02. Monitor settlement fails; and 
03. Address settlement fails. 

These should kick-in if the settlement 
process and other measures put in place 
by the CSD-R in the meantime do not help 
limit or avoid failures.

A. Prevention of settlement fails 
involves the following measures:
i. Allocation and confirmation, 
which implies supplying additional 
information to the CSD so they 
can follow the settlement process 
(as provided by the delegated 
regulation EU 2018/1229).
ii. Automation and limitation of 
manual intervention. CSDs will have 
to ensure that only automated 
processes are offered, most likely to 
ISO 20022 because of its use by the 
ECB T2/T2S settlement platform.
iii. Mandatory matching at this step 

would be based on the information 
received through the allocation 
process.

B. Monitoring settlement fails
i. CSDs shall establish systems 
that enable them to monitor the 
number and value of settlement 
fails for every intended settlement 
date, including the length of 
each settlement fail expressed in 
business days.
ii. Each settlement fail must 
be reported to the competent 
authority and made publicly 
available on the CSD’s website.

C.  Addressing the settlement fails 
The regulators will address the 
settlement fails via cash penalties 
and the buy-in process. CSDs 
must set out detailed provisions 
that identify all transactions that 
remain unsettled after the intended 
settlement date; organize recycle 
processes; implement the buy-in 
process where applicable; and 

apply the penalty mechanisms 
established by them, including 
the time of calculation and the 
collection and distribution of cash 
penalties.

 • Cash penalties should be charged and 
collected by CSDs regularly to ensure that 
the cash penalties for settlement fails are 
applied consistently. Since participants 
may also act as agents for their clients, 
the relevant CSD should provide them 
with sufficient details regarding the 
penalty calculation to enable them to 
recover the cash penalty from their 
underlying clients.

 • The buy-in process Buy-in is an 
operation that will force the failing entity 
or, in reality, the intermediary between 
this entity and the CSD to buy the 
securities that it was supposed to deliver 
to its counterparts on the market. Buy-in 
is the last safety net of, there are only two 
situations where it does not apply; first, if 
the counterparty is insolvent and then if 
the instrument no longer exists.

The extent and impact of the settlement 
discipline regime will affect a wide range of 
market participants (CSDs, CCPs, trading 
venues, asset management, custodians, 
brokers/dealers, credit institutions, etc.) 
and transform the security value chain. 
Firms must manage the required IT system 
changes, development and update of 
ISO messages, market testing, policy, 

procedures, service-level agreements 
and adjustments to legal arrangements 
between the parties concerned. A best-
way-forward approach includes: 

01. Act proactively and address your 
settlement efficiency before 
transactions fail.

02. Have a clear cartography of your 

trade/post-trade value chain across 
jurisdictions.

03. Review the settlement fail rates.
04. Consider how to manage penalty costs.
05. Address the question of the buy-in 

agent.
06. Update your contractual framework. 

The settlement discipline

How should I proceed?

Type of fail Type of security Rate

Security related

Liquid shares 1,0 bps

Illiquid shares and other financial instruments (ETF, certificates, DR, etc.) 0,5 bps

SME Growth Market and other financial instruments 0,25 bps

Corporate bonds 0,20 bps

SME Growth Market bonds 0,12 bps

Government and municipal bonds 0,10 bps

Cash related - Insuficient clash - Discount rate per currency
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