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T2S User Requirements — Management Summary

T2S is a business application and the technical platform, on which it is run, to support CSDs
by providing core, borderless and neutral settlement services. The objective is to achieve
harmonised and commoditised delivery-versus-payment settlement in central bank money in
euro (and possibly other currencies) in substantially all securities in Europe. T2S thereby
supports the Lisbon agenda in securities markets.

This management summary addresses high-level executives of financial market participants,
issuers and CSDs. These institutions were invited to assess the impact of T2S at a very senior level,
considering all aspects of their securities business (life cycle management, custody operations,
funding and collateral, retail and wholesale client servicing, market-making, new issues, etc.) in order

to determine the extent of their support for this potentially transformational change.

Purpose and expectations

The user requirements posted on the ECB’s website! define the features required by CSDs and
financial market participants for core, borderless and neutral settlement of securities in Europe. They
are the result of six months of very intensive cooperation involving hundreds of experts from CSDs,
banks and central banks (see the list of contributors), with the ECB coordinating the work and drafting

the results.

The requirements were published on 18 December 2007 and were subject to consultation until 2
April 2008. During these three months the T2S team at the ECB actively facilitated discussion so
that all financial market participants and CSDs had the opportunity to gauge the impact of, and

opportunities offered by, T2S.

The Eurosystem invited CSDs, issuers and financial market participants to provide in-depth analysis

of the user requirements, all of which were open for review during the consultation period.

After the consultation period, the ECB Project Team analysed the responses and revised
requirements where appropriate. The requirements have been reviewed within the framework of the
current governance structure, involving the Technical Groups, the Advisory Group and, ultimately,
the Governing Council. The ECB Project Team has actively provided feedback to respondents,

including stakeholders not represented in these groups.

The final user requirements — together with an updated economic and business case analysis, a
legal analysis, an action plan for harmonisation, an evaluation of the market support for the project
and the governance structure for the next project phase — form the supporting documentation for the

ECB Governing Council decision, expected in summer 2008 as to whether to build T2S.

! https://www.ech.europa.eu/paym/target/t2s/html/index.en.html
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The context — completing the single market in financial services

The European financial services industry has made considerable progress in reducing cost and risk,
as well as in promoting competition within the single market, since the establishment of the euro. But
there can be no doubt that significant further improvement is required, particularly in securities

markets.

Progress towards a mature single market has been achieved by a combination of market forces and
action undertaken by the public sector to enable market forces to be effective. Some of this action
has been legislative, to stimulate harmonisation across national borders, and some has involved the
creation of core infrastructure to support the competitive market. The Eurosystem has been active
in the payments industry by providing core borderless infrastructure for real-time settlement in central
bank money (i.e. TARGET2) and by supporting the banking industry in delivering pan-European
payment instruments (i.e. SEPA). .

Much less progress has been made in integrating national securities markets, largely because of the
much greater intrinsic complexities of securities, which has permitted the development of national
differences both in market practices and in legal, regulatory and fiscal regimes. Thus, although
Europe is comparable to the United States in terms of its economic size, its post-trade sector is
fragmented into numerous national markets. Whereas firms in the United States can operate in a
single, large domestic market, in Europe they have to operate across many smaller, national markets
and bear the higher costs of doing so. Because of this lack of integration, Europe lags behind the
United States in terms of both the volume of transactions and the cost of those transactions?.

The cost gap is particularly large for cross-border settlement. The result is a significant cost burden
for cross-border wholesale transactions and very significant limitations for retail transactions. The
Lisbon agenda recognises the need to eliminate these gaps, to promote the welfare of European

citizens by achieving fully efficient capital markets.

The gap in the trading area is being forcefully addressed, in particular by the Markets in Financial
Instruments Directive (MiFID), which is stimulating competition between trading platforms, whether

traditional stock exchanges or new multilateral trading facilities.

On the post-trading sector, the European Council recently concluded® that “the continuous
fragmentation of the sector leads to unnecessarily high costs, especially for cross-border securities
transactions in the EU, which constitutes a considerable competitive disadvantage for European

capital markets.”

2 See, for example, “The Direct Costs of Clearing and Settlement”, Nera Economic Consulting, June 2004.

3 Council Conclusions on Clearing and Settlement, Luxembourg, 9 October 2007:

http://imww.consilium.europa.eu/ueDocs/cms_Data/docs/pressData/en/ecofin/96349.pdf
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Two significant measures are already being implemented in order to achieve progress. First, a great
deal of work is under way with a view to harmonising practices, legislation, regulation and tax in
order to remove the “Giovannini barriers”. Second, all exchanges, central counterparties and CSDs
have undertaken, under the “Code of Conduct for Clearing and Settlement”, to abide by various
measures designed to stimulate fair and open competition. These include access rights, as well as
seeking to ensure that clients are offered appropriate and transparent prices for unbundled services

in order to put an end to cross-subsidies and the locking-in of clients.

One missing element is core, borderless and neutral securities settlement to crystallise the gains
from harmonisation and to provide support for competition between service providers in the
securities industry. T2S is neutral in that it will not favour or discriminate against specific countries,
market infrastructures or groups. It will foster the required transformation in intermediation between
issuers and investors by stimulating the development by financial market participants of a

competitive and efficient European market.

Although there have been successful mergers between European CSDs in the past — and there may
be more in the future — it seems that this process of consolidation by merger is unlikely to deliver an
integrated market infrastructure for Europe. Accordingly, given the importance of progress in this
area, it is necessary to find a way of establishing a single settlement process involving a large
number of CSDs.

T2S will meet this need.

What is T2S?

T2S is a business application and the technical platform, on which it is run, for core, neutral and

borderless securities settlement to support the Lisbon agenda.

It will provide harmonised and commoditised delivery-versus-payment settlement in central bank

money in euro (and possibly other currencies) in more or less all securities circulating in Europe.

Settlement will be extremely safe, because it will involve payment in central bank money. Reliability,
scalability and robustness (as provided by TARGET?2) are also vital, in view of the huge volumes of
transactions to be settled even in today’s fragmented markets (with two million settlement

instructions being processed every day), and will become more vital still as volumes increase.

Much of the growth will be in cash trading and in collateral markets, which contribute greatly to
liquidity but are low-margin activities. Such trades are only viable in risk/return terms if settlement is

both timely and reliable.

Settlement also needs a sound legal basis. T2S will build on a set of European initiatives in this area
(following the implementation of the Settlement Finality Directive, the Financial Collateral Directive,

MiFID and other measures), and the Eurosystem will seek to foster further harmonisation.
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CSDs are the gateways through which market participants can access T2S services. Participants
will continue to contract with one or more CSDs for the settlement (across the accounts of those
CSDs) of securities eligible for such settlement. Moreover, it will be the CSDs — not market

participants — that contract with the Eurosystem for T2S services.

Each CSD is invited to agree to move its settlement to T2S and offer its clients borderless settlement
of trading and collateral operations. Most CSDs should be able, over time, to reduce their internal

costs by restructuring and downsizing their own settlement processes.

CSDs will continue to operate, provide and improve efficient and safe services — particularly in
relation to national requirements in areas such as registration, taxes, regulatory reporting, and some
aspects of direct holdings by retail investors — at prices which are (as required by the Code of

Conduct) a transparent and fair reflection of the cost of providing those services.

T2S will create opportunities for CSDs and market participants to develop their businesses in new
ways in order to exploit efficiencies or to offer new services. As core, neutral infrastructure, T2S will
support the different business models adopted by CSDs and market participants without

discrimination.

Some CSDs may wish to consider investing in asset servicing in order to support their clients’
growing operations in securities Europe-wide. This may imply significant changes to their current
business model. While T2S provides the core functionality to make cross-border settlement as
simple as domestic settlement, access to European securities via any individual CSD is dependent
on that CSD being able and willing to accept securities issued in other CSDs. To use a railway
analogy, T2S provides the “tracks” for cross-border settlement, but requires changes to the “trains”
(i.e. the CSDs) to meet the demands of their “passengers” as regards this service. While T2S is, in
itself, not sufficient to meet these passengers’ demands, it creates incentives for train companies to
make these changes. Such incentives barely exist today, since the necessary shared tracks have

not been created by a neutral player.
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As the diagram indicates, CSDs will keep all of their clients’ securities positions in T2S, which will
map to each CSD’s account structure (including direct holdings), without accommodating all of the
ancillary account information maintained by CSDs for their clients. Thus, each securities account
held in T2S will be attributable to only one CSD.

Similarly, T2S will maintain dedicated central bank money accounts representing a CSD client’s
claims in central bank money on that client’'s chosen national central bank. Each account may be
used to settle transactions relating to the client’s security accounts in one or more CSDs. This cash

account structure will foster efficiency improvements for clients that use more than one CSD.

When a CSD client does not have access to central bank money, it may be authorised by a payment
bank to operate a dedicated cash account in T2S. This will provide CSD clients with a choice of
payment bank.

T2S will provide DVP settlement in real time with auto-collateralisation and optimisation
procedures, irrespective of which CSD and NCB provide the respective underlying securities and
central bank money accounts. It will be able to do so by providing realignment in real time when

securities issued in one CSD are settled in another CSD.

CSDs joining T2S will thus be able to offer their clients cross-border settlement in central bank money

— a service that is hardly available today.

T2S will enable direct connectivity by CSDs’ clients and CCPs. These will be able to input
settlement instructions directly into T2S and receive information on the results where the relevant
CSD allows such a connection under its general terms and conditions. For other services that are

not available in T2S, they will connect to the relevant CSDs. Direct connectivity can make it easier
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for market participants to operate direct memberships of multiple CSDs and for CSDs to reach a

wider set of international clients.

The decision on direct or indirect connectivity will depend, inter alia, on the pricing of such services
by the CSDs and on whether or not the user finds it possible to concentrate its activities in fewer
CSDs as the market develops. Offering both direct and indirect options provides maximum flexibility
for financial market participants, entails no significant additional cost for T2S and may well be a driver

towards harmonisation.

T2S will match settlement instructions relating to cross-CSD settlement, as well as those input
directly into T2S. It will also accept matched instructions from other infrastructures which apply the
same matching rules. Since multiple matching facilities might exist, there needs to be a rule to
determine the location of matching. Where CSDs cannot match both sides of the trade, the matching
will take place in T2S.

T2S will deliver settlement at low cost, reflecting the very significant economies of scale in such
services. Once T2S is serving all EU countries, these economies of scale should make the unit cost
considerably lower than the lowest price charged by a European CSD at current volumes. If volumes
rise (stimulated by the reform programme set out above) to US levels, the cost is expected to fall

very significantly, towards US levels.

The low projected unit cost applies to both cross-border and domestic settlement. There are no
borders within T2S.

T2S will provide Europe-wide core securities settlement services, since its design will accommodate
settlement in central bank money in other currencies where the relevant central bank and the
market wish to support such services. The sooner these central banks and markets make such
decisions, the better the prospects of accommodating them in the build phase. Where non-euro
currencies join, T2S will interact with the RTGS system of the relevant central bank in the same way
as it will with TARGET2.

T2S is expected, in time, to become the single provider of core securities settlement services for
CSDs. This model of a single provider of “backbone” services is one that some countries have
adopted for distribution networks in other industries (e.g. telecoms). Such core infrastructure is tightly
controlled as regards reliability and pricing, and is available to all producers on equal terms. Provision

of core settlement services by the Eurosystem fits with this model.

Moreover, competition between CSDs (and the resulting benefits) has been very limited. For many
securities there are hardly any alternatives to the local market CSDs. CSDs were set up not to
compete with one another, but to be the central infrastructure within each country, with tight
regulation so as to keep a low risk profile. A shift to competition with other CSDs in order to be the

preferred gateway to T2S may thus require changes in the mandates and/or regulatory structures of
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some CSDs. The provision of core services by T2S, by lowering the barriers to entry to new markets,

has the potential to create new opportunities for competition.

The Eurosystem has decided that T2S will be run on a full cost recovery and not-for-profit basis. T2S
will ensure the full accountability and transparency of costs and prices, in full compliance with the
industry Code of Conduct, so that the market can scrutinise operating and investment efficiency.
These factors support the Eurosystem’s decision to control T2S via its ownership rights. It will, of
course, continue to keep the market involved, building on the open and cooperative culture

developed in preparing the current user requirements.

The ownership decision also establishes clear accountability for the important task of managing the
risks inherent in the creation of systemically important infrastructure that could become a single
Europe-wide point of failure. These risks are not new: every current CSD is a systemically important
single point of failure for its own market. Nevertheless, there is no doubt that the scale of the risks
will be larger in T2S. It is important that the Eurosystem should not be constrained in its ability to
manage those risks, alongside those relating to the equally important TARGET2 system, which will
be operationally coupled to T2S.

The impact of T2S

Designing a common settlement service is in itself a driver in promoting harmonisation. The impact
of T2S on harmonisation is already being felt, building on valuable work by CSDs. The Euroclear
Group’s experience in bringing together several national CSDs has created valuable impetus in this
regard.

There has been considerable support for keeping T2S lean. The temptation to develop specific
functionalities in T2S to support national specificities has been resisted. Instead, processes for CSDs
and users have been identified that allow markets to continue to support national specificities using
a basic T2S functionality. The provision of an internal technical account for “direct holding markets”
will allow bulk stock exchange transactions undertaken by brokers acting for retail investors to be
allocated for settlement individually by buyer and seller without re-matching each split. This
functionality should support, at very low cost, the desire of several markets to allow the recording of

each individual investor’s holdings.

Each national market will need to come to a decision on whether or not it wishes to retain its existing
specificities. Where a national specificity is not perceived to provide value, the development of T2S
will increase the incentives to remove it. One such incentive is the greater likelihood of part of the
activity in domestic securities shifting to another CSD which does not oblige international users to
incur the costs of extra processes to accommodate the national specificity. Moreover, where there
are implicit subsidies which support national specificities, the transparent and uniform charging policy

of T2S will make the true costs more apparent, in a way which properly reflects (in line with the Code

Version: R2024.JUN Page 23



T2S User Requirements — Management Summary

of Conduct) the resource costs of choices made by intermediaries, issuers and markets. This

transparency may well lead to a reduction in the divergence of practices across market segments.

T2S will, in cooperation with financial market participants, facilitate further harmonisation in market
practices at the European level in relation to the use of T2S. During the consultation phase, a list of
areas was identified where harmonisation would facilitate the use of T2S by market participants. It
is likely that this work will expose further barriers of the kind already identified by Giovannini, as well
as helping users to identify the irreducible costs of unresolved barriers in the new efficient borderless
settlement environment. The Eurosystem is now proposing an action plan to assist ongoing
harmonisation initiatives, making use of the features of T2S, the fact that the market is well
represented in the Advisory Group, and its own influence.

Adoption of T2S will, as noted above, reduce pure settlement costs — particularly for what are today
cross-border trades. This is expected to increase cross-border volumes.

This shift to borderless markets in T2S will, in turn, deliver significant benefits to end-users,
particularly in smaller countries. Issuers will have access to deeper markets for fund-raising without
needing to consider issuing in a different country, and investors will be able to benefit from portfolio
diversification at lower cost. These benefits will require little or no adjustment by intermediaries,
especially on the capital-raising side.

T2S will also create a single pool of assets — substantially all the securities held by participating
CSDs — exchangeable for each other via central bank money at low cost, in real time, and in an
extremely reliable settlement system. Market participants will also be able to centralise liquidity in a
single central bank cash account. Together, these features will create valuable new options for
commercial and investment banks in terms of managing collateral, optimising their funding costs and
avoiding failed deliveries. These gains will include the benefits of enhanced competition among third-
party collateral managers and liquidity providers, since it will be easier to unbundle such services
from custody provision. From the indications given by market participants, the reduction in costs is
likely to be very substantial. This will feed through to reduced trading spreads and lower service

prices, thereby improving welfare.

There will be other effects on, and gains through, enhanced competition, specifically in the areas of

custody and securities trading.

Some CSDs will want to enhance their asset servicing abilities both for their “domestic” securities
and for securities which they wish to offer their clients but are “domestic” to another CSD. Others
may choose to specialise in issuer services and/or services for individual investors. This will reinforce

the competition-enhancing effects of the Code of Conduct.

Banks providing custody will need to consider their strategy, since their wholesale customers in
particular (but in time also their retail clients) are likely to wish to reduce their number of suppliers by

seeking partners with pan-European, or at least regional, services.
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The outcome of this process is very likely to be favourable in terms of service quality and price,

particularly in the context of real progress on harmonisation through the Giovannini process.

What’s next?

T2S will provide a core neutral and borderless securities settlement service to support securities
markets in Europe. The requirements for T2S spell out in sufficient detail the vision of the hundreds
of market participants that have worked with the T2S team to produce a design to meet this need.

The T2S team at the ECB wishes to thank all respondents in the public consultation phase for their

considerable efforts and the ongoing dialogue.
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T2S User Requirements — Chapter 1 — General introduction

1 General introduction

1.1 Introduction

Following the decision of the ECB Governing Council in March and late April 2007, the ECB has
been mandated to organise a governance structure around a team of experts to prepare the
definition of the User Requirements for TARGET2 Securities (T2S). The user requirements set out
below are the result of six months of very intensive co-operative work by hundreds of experts from
CSDs, banks and central banks under the leadership of the ECB. They define the characteristics of

a core, borderless and neutral infrastructure for settlement of securities in Europe: T2S.

The attached user requirements were issued to the market on 18 December 2007, for the start of a
three-month consultation period that ended 2 April 2008. All replies received after this deadline were
handled with due consideration. The ECB’s T2S team actively facilitated discussion during this
period so that each market intermediary had the opportunity to gauge T2S’s impact and

opportunities.

Firms provided a technical analysis of these user requirements. All user requirements were
potentially subject to review during the consultation period. All comments received were made public
on the internet, unless it was clearly indicated that the author did not consent to such publication.

During April and May 2008 the ECB Project Team analysed the responses, revising the requirements
where appropriate. This was done under the current governance structure including the Advisory

Group and the Technical Groups.

This result, together with an updated economic and business case analysis, revised timetable for
implementation and governance proposals, constitutes the documentation supporting ECB decision-
making bodies for their decision of whether to build T2S. Once approved, the entire URD will be

subject to strict change-control management.

As a general introduction, this chapter presents the principles established by the ECB Governing
Council to define T2S User Requirements and the governance structure put in place for this phase
of the project. In addition, this chapter presents the method for organising and presenting user
requirements in subsequent chapters and directs readers to the glossary of terms and to the

conventions used for the illustrations.

1.2 General Principles of T2S

The overall objective of T2S is to facilitate post-trading integration by supporting core, borderless

and neutral pan-European cash and securities settlement in central bank money so that CSDs can
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T2S User Requirements — Chapter 1 — General introduction

provide their customers with harmonised and commoditised settlement services in an integrated

technical environment with cross-border capabilities.

In pursuing this overall objective, T2S aims in particular

e toremain lean and thus limited to those functions required for core settlement purposes;

e toremain neutral in that T2S will not favour or discriminate against specific countries, securities
holding models, market infrastructures or groups of market participants, thus ensuring a level
playing field;

e to generate economic benefits to the European post-trading industry as a whole by reducing
cross-border and, at least in the long run, also domestic settlement cost, back office cost, liquidity
and collateral needs as well as fostering competition through the provision of a single pan-
European platform for delivery-versus-payment settlement in central bank money. It shall thus
promote the welfare of European citizens by contributing to efficient capital markets.

e to overcome fragmentation of the European securities settlement infrastructure, to facilitate, in
cooperation with financial market participants, further harmonisation in market practices at the
European level in relation to the use of T2S and thus to contribute to overcoming fragmentation
of the European post-trading industry.

Principle 1. The Eurosystem shall take on the responsibility of developing and operating T2S
by assuming full ownership

In line with the Governing Council’s decision of July 2006, T2S is fully owned and operated by the
Eurosystem. The Eurosystem is committed to keeping market participants closely involved in a
transparent manner, in particular for functional changes to T2S. A governance structure has been

set up to achieve this objective.

Principle 2: T2S shall be based on the TARGET2 platform and hence provides the same levels

of availability, resilience, recovery time and security as TARGET2

The Governing Council decided that T2S is developed and operated on the TARGET2 platform. Four
Eurosystem central banks (the Deutsche Bundesbank, the Banco de Espafia, the Banque de France
and the Banca d’ltalia, jointly referred to as the 4CB) are ready to develop and operate T2S on
TARGET?2 via the Single Shared Platform. Use is made of the valuable experience and knowledge
that is available in the market. The intention is to exploit synergies and provide an efficient solution
to central securities depositories (CSDs) and users. Enhanced liquidity management mechanisms
are provided as a result of the proximity between T2S and T2. The existing operational structures
and support organisation, business continuity and disaster recovery arrangements shall be reused

to the maximum extent possible.

“T2S on T2” must be understood as an open concept that does not impose constraints on the user

requirements.

Version: R2024.JUN Page 28



© 00 N o o~ W N -

10
11

12
13
14

15
16
17

18
19
20
21
22

23
24

25
26
27
28
29
30
31

32
33

34

T2S User Requirements — Chapter 1 — General introduction

Principle 3: T2S shall not involve the setting-up and operation of a CSD, but instead serves

only as atechnical solution for providing settlement services to CSDs

T2S is purely an IT settlement solution operated by the Eurosystem and provided to CSDs for the
benefit of their customers. Therefore, it neither constitutes a CSD or a securities settlement system
in the meaning of Article 2 of Directive 98/26/EC (Settlement Finality Directive) in itself, nor is it
intended to become one in the future. The scope of T2S is restricted to settlement, including
settlement instructions resulting from corporate actions or portfolio transfer, for example. This
therefore excludes the possibility of T2S engaging in any asset-servicing businesses (such as event
set-up, computation of benefits and response management of corporate actions).

Principle 4: T2S shall support the participating CSDs in complying with oversight, regulatory

and supervisory requirements

T2S is set up in such a way as to allow participating CSDs to comply with the relevant regulatory,
supervisory and oversight requirements, as well as to strive for a high degree of harmonisation in

meeting those requirements.

Principle 5: The respective CSD customers’ securities accounts shall remain legally
attributed to the CSD and the respective central bank customers’ cash accounts shall remain
legally attributed to the central bank.

Each CSD continues to be legally responsible (under their applicable laws) for opening, maintaining
and closing the securities accounts of its customers in T2S and, where relevant, those of the clients
of these customers as well. The same principle applies for central banks (euro as well as non-euro
central banks) in relation to T2S cash accounts. Securities account balances and cash account

balances in T2S are available to CSDs, central banks and their customers on a real-time basis.

Principle 6: The T2S settlement service allows CSDs to offer their customers at least the same

level of settlement functionality and coverage of assets in a harmonised way

The aim of developing a common technical solution for settlement is to enable CSDs to use T2S to
perform their entire settlement processing in a harmonised way. T2S should cover the full
functionality needed for such a harmonised service and should enable enhanced liquidity
management. If this is not achieved, CSDs will be forced to maintain duplicate settlement
infrastructures, with a cost impact through both duplication and reduced economies of scale. The
objective of T2S is to provide a level of functionality that frees CSDs from maintaining securities

balances on a separate platform or from duplicating processes.

The scope of instruments eligible for T2S shall be all securities that have an International Securities
Identifying Number (ISIN) and are held by a CSD operating in T2S.

Principle 7: Securities account balances shall only be changed in T2S
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The T2S settlement model requires that the ‘finality’ of the settlement, in T2S, meaning the
unconditionality, irrevocability and enforceability of the settlement processed in T2S, has to be
determined by reference only to the accounts located in T2S. This implies the immediate legal value
of all debits and credits (i.e. changes) to securities account balances (and, equally, to cash account
balances) operated in T2S. The rules of participating CSDs have to be clear that securities account
balances will only be changed in T2S. The proprietary aspects, including the completion of the legal
transfers of securities, are determined in accordance with the laws of the country that has notified
the CSD that has opened the securities account to the European Commission in accordance with
the procedures foreseen under Directive 98/26/EC (Settlement Finality Directive), as amended, or,
in the case of a non-EEA country, thus where no notification to the European Commission is

provided, the law of the country where the CSD is located.

Principle 8: T2S shall settle exclusively in central bank money

As stated above, T2S is a service for enhancing the efficiency of securities settlement across Europe
while at the same time keeping central banks’ cash account management within the central banks.
Its scope is therefore limited exclusively to central bank money and does not extend to the settlement

of commercial bank money.

Principle 9: The primary objective of T2S is to provide efficient settlement services in euro

When setting up T2S, the primary objective of the Eurosystem is to ensure efficient and safe
settlement services in euro. The extension of T2S to other currencies is possible and contributes to

the wider policy objective of an integrated securities market in Europe (see Principle 10).

Principle 10: T2S shall be technically capable of settling currencies other than the euro

T2S is technically capable of providing settlement not only in euro central bank money but also in
non-euro central bank money. T2S handles all currencies in T2S on an equal basis. Currencies other
than the euro need to fulfil the eligibility conditions for inclusion in T2S as set out in the T2S Guideline.

Non-euro area central banks are expected to adapt to a harmonised, standardised interface.

Principle 11: T2S shall allow users to have direct connectivity

CSDs retain the business and legal relationship with their customers. All securities account balances
are available in T2S, irrespective of the choice of connectivity. From a T2S point of view, the
connectivity choice refers solely to the way in which users interface with T2S in order to send and
maintain settlement instructions and access information services, i.e. use messages, queries and
reports as defined in the T2S user requirements. Irrespective of the way in which they connect to
T2S, settlement instructions are subject to equal processes within T2S. The connectivity choice is
also neutral to CSDs, since all the necessary information, even from directly connected users, is

available to CSDs.
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Principle 12: CSDs’ participation in T2S shall not be mandatory

CSDs’ participation in T2S is a business decision on the part of the CSDs and their local market
community. When deciding whether or not to join T2S, CSDs are expected to follow the interests of
their shareholders and customers.

Principle 13: All CSDs settling in central bank money and fulfilling the access criteria shall

be eligible to participate in T2S

All CSDs settling in central bank money in Europe and fulfilling the access criteria for CSDs which
are set out in the T2S Guideline are invited to join T2S, regardless of their location inside or outside
the euro area. In particular, participating CSDs have to be designated as securities settlement
systems and notified in accordance with the Settlement Finality Directive (SFD) as amended in order
to benefit from protection under the SFD or have to operate under a legal and regulatory framework
that is equivalent to that in force in the European Union. Consequently, transfer orders processed in
T2S acquire adequate protection under the relevant laws and rules of the individual CSDs that are

designated under the SFD or the equivalent framework.

Principle 14: All CSDs participating in T2S shall have equal access conditions

The criteria for CSDs to access T2S are non-discriminatory and are set out in the T2S Guideline. All
participating CSDs have access to all T2S services. A single, transparent and publicly available price
list is applied (see also Principle 19 on compliance with the Code of Conduct). In line with European
principles of competition, the Eurosystem provides its services to participating CSDs on a non-
discriminatory pricing basis (in a similar manner as for other existing Eurosystem infrastructures,
such as TARGET?2).

Principle 15: All CSDs participating in T2S shall do so under a harmonised contractual

arrangement

With reference to their contractual relationship with T2S, all CSDs receive the same service level
and are subject to a harmonised contractual arrangement. This means that all CSDs willing to
participate in T2S adhere to the same harmonised conditions for T2S’s core functions. Specific
optional services to be provided to a CSD would need to be covered by a specific contractual
arrangement. Any other CSD willing to use such specific services would also be eligible to apply

under the same harmonised conditions for the specific optional services.

Principle 16: All CSDs participating in T2S shall have a calendar of opening days with

harmonised opening and closing times for settlement business
The participating CSDs shall adopt the T2S calendar. For settlement of euro, this is the same as the

TARGET2 calendar. Settlement in other currencies may deviate from the calendar for euro

settlement. Delivery versus payment (DvP) settlement via T2S shall not be possible outside these
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calendars. Within the T2S calendar, a CSD which closes due to a national holiday needs to provide

a minimum level of service (e.g. to allow the realignment of settlement carried out in other CSDs).

The opening and closing times cover daytime and night-time settlement. They are compatible with,
though perhaps not identical to, TARGET2 operating hours. T2S provides exact cut-off times within
the single T2S operating timetable — different cut-off times might for instance be required for specific
operations (DvP notification submission, automatic lending operations, etc.).

Principle 17: T2S settlement rules and procedures shall be common to all participating CSDs

To minimise costs and simplify processes, T2S provides harmonised services to all participating
CSDs and aims to harmonise all rules and procedures related to the services it provides. In addition
to these harmonised rules and procedures, CSDs may maintain additional national rules and

procedures, provided that such rules and procedures do not conflict with those of T2S.

When further harmonisation of post-trading processing in Europe is needed in order to derive full
benefits from T2S, the Eurosystem supports the T2S Stakeholders in achieving this.

Principle 18: T2S shall operate on a full cost-recovery and not-for-profit basis

The Eurosystem prices the development and operation of T2S on a full cost-recovery and not-for-
profit basis. While delivering a very high level of service in terms of quality, security and availability,
T2S also seeks to be as cost-efficient as possible.

Principle 19: T2S services shall be compatible with the principles of the European Code of

Conduct for Clearing and Settlement

T2S shall be compatible with the principles of the European Code of Conduct for Clearing and
Settlement with regard to price transparency, the unbundling of services and accounting separation.

Compatibility of T2S with the Code of Conduct enables CSDs also to remain compliant.

1.3 Governance structure for preparing User requirements

An ad-hoc Governance structure was set up by the Governing Council for preparing the T2S User
Requirements (see below). CSDs, market participants and central banks have invested considerable
resources by involving themselves (among others) in the Advisory Group and the six Technical
Groups that have been set up. Approximately 190 persons from 80 institutions have participated in
these groups, working in a co-operative spirit under the very tight deadline that was set by the
Governing Council. The ECB has led this process in an open and transparent manner. All decisions

have been taken by means of consensus.
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1.4 Organisation and presentation of the user requirements

The T2S User Requirements document is organised into chapters presenting the various aspect of
the T2S project.

o Chapter 1: General Introduction — describes the purpose of this document; recalls the principles
approved by the Governing Council, which are the main pillars of T2S; and provides guidance
on how to read this document.

o Chapter 2: Scope — aims at identifying the T2S stakeholders, presenting the overall context
diagram and requirements on securities categories, types of transactions, settlement currencies
and interaction with external CSDs.

o Chapter 3: Processing Schedule and Calendar — identifies requirements for the main periods of
the daily schedule, the processes which will be available within each period and the calendar of
opening days.

o Chapter 4: Role Requirements — aims at describing the role of the various actors interacting with
the T2S environment.

o Chapter 5: Instruction Life cycle Management and Matching Requirements — identifies
requirements for the life cycle of an instruction prior to settlement: validation, instruction
maintenance, matching and settlement eligibility.

e Chapter 6: Provision of Liquidity, Collateral Management and Monitoring of Liquidity — identifies
requirements related to the use of central bank money in the T2S environment.

o Chapter 7: Settlement Processing Requirements — identifies requirements for the core aspects
of the settlement processing in T2S.

o Chapter 8: Settlement Optimisation and Auto-collateralisation Processing — identifies
requirements for the main features of the optimisation routine in the T2S environment, including

the auto-collateralisation process.
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o Chapter 9: Specific Settlement Processing requirements — identifies requirements for processing
specific categories of securities and settlement procedures; focusing in particular on corporate
actions settlement, cross-CSD settlement and in/out settlement.

e Chapter 10: Securities Positions and Cash Balance Holdings — identifies requirements for
recording securities and cash balances and for managing limits by the relevant parties.

o Chapter 11: Configuration Requirements — identifies requirements concerning the configuration
information that needs to be stored for smooth processing in T2S.

e Chapter 12: Interfaces and Connectivity Requirements — identifies requirements related to the
technical communication of the T2S interface with the different T2S actors, other T2S
components, and other systems owned by NCBs.

o Chapter 13: Messages and Reports Requirements — identifies requirements for the subscription
requirements, message flows, and reports that T2S will provide.

o Chapter 14: Queries Requirements — identifies requirements for the queries that are available in
T2S.

o Chapter 15: Statistical Information and Billing — identifies requirements for the information to be
stored in T2S for statistical and billing purposes.

¢ Chapter 16: Static Data Requirements — identifies requirements pertaining to the management
of all static data in T2S. Static data mainly concern reference data about CSDs and T2S Parties,
securities and cash accounts, currencies.

¢ Chapter 17: Volumes and Performance Requirements — contains the volumetric calculations and
aims at describing the scalability and archiving requirements and performance and response
time requirements.

e Chapter 18: Information Security Requirements — identifies requirements for the processes
necessary to ensure an appropriate level of security in the system.

e Chapter 19: Technical Architecture — aims at describing general design principles and, more
specifically, resilience requirements.

e Chapter 20: IT Service Management and Business Continuity — aims at describing the services
that will be available from the IT provider and the business continuity requirements.

e Chapter 21: Migration — aims at describing the processes for the data relocation from a CSD to
the T2S infrastructure and the associated changes in the processes and technical environment

of a CSD.
These chapters are complemented by the annex on the Glossary and Standards.

1.4.1 Presentation of the requirements

Individual requirements are grouped according to topic and in principle each requirement is

presented with attributes.

The different user requirements have following attributes:
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Requirement short text

Reference ID The unique reference is contained in this field.

Requirement label

¢ Requirement short text: this is a way to identify the topic that is covered by the requirement. It
helps the reader to quickly find a requirement within a document.

o Reference ID: The identification of the requirement is a unique number, which will be valid for
this requirement throughout the project. After agreement, it will be possible for any party to refer
to this requirement via this ID. Requirements’ substance and wording will evolve over time. Using
the identification number, users will be possible to trace any modification of the requirements.
Furthermore, the acceptance tests will be related to the user requirements.

¢ Requirement label: This is the requirement, formulated in an unambiguous way. Requirements

must be clear, concise and measurable. The words “shall” “will” or “must” in a requirement

indicate a compulsory feature of the system. The words “may” and “should” indicate options.

1.4.2 Glossary

A number of concepts are used in a specific context throughout the document. Sometimes, these
words are used with a slightly different meaning by some market players. To fully understand the
user requirements, it is therefore recommended to ensure that a common vocabulary is available.
The glossary at the end of the document defines the words or the concepts that are not otherwise
defined in the document.

1.4.3 Graph and model conventions

In the course of the document, dataflow diagrams and data models help the reader understand the
requirements. These diagrams and models are made according to standards that are described in

annex on Glossary and Standards.
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2 Scope

Chapter 2 provides an overview of the business scope of T2S. The analysis uses the general

principles of T2S (Chapter 1) as a starting point.

Section 2.1 presents the stakeholders of T2S. As defined in the annex on Glossary and Standards,
these include any entity that has a valid interest in the operation (or simply the outcome) of the T2S
project and T2S.

Section 2.2 presents a high-level context diagram of the technical interactions between the T2S
actors and the T2S system. No reference to the business or contractual relationships between these
actors is included (as for example on the relationship between CSDs and their clients). Neither does
the diagram predicate any specific decision on the IT architecture of T2S. Both aspects form the
subject of analysis to be conducted in the next stage of the project.

Sections 2.3 — 2.6 cover the high-level user requirements for the assets, currencies, transaction
types and interactions with external CSDs. These requirements are mostly of a scope-defining
nature and, as such, rather generic. Where relevant, this chapter includes cross-references to later
chapters of the URD, which cover further detailed requirements of a technical nature that refer to

specific processes.

2.1 Stakeholders

The objective of this section is to define and, where necessary, to distinguish between the terms
used in the T2S governance and policy documents and in the T2S User Requirements in relation to
T2S Stakeholders. A T2S Stakeholder is any organisation, legal entity, governmental institution or
agency, public and private interest group or individual who has a valid interest in the governance of,

policy for, or the operation of, T2S.
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Figure 2-1: T2S Stakeholders

T2S Stakeholders
T2S
Owner
Eurosystem T2S Actors
CSDs in T2S .
Issuers

T2S Parties <

Investors Central Banks < T2S
Public Authorities Payment Banks <7
T2S Operator |«
Interest Groups

2.1.1 Eurosystem

The Eurosystem comprises the ECB and the national central banks (NCBs) of those countries that

have adopted the euro.

2.1.2 Issuers

Issuers are entities such as corporations or governments that issue securities.

2.1.3 Investors

Investors are parties that make an investment in securities. These can be wholesale and/or retail

investors.

2.1.4 Public authorities

Public authorities with an interest in T2S include, in particular, the EU Council of Ministers of
Economic Affairs and Finance (Ecofin), the European Parliament and the European Commission.
They also include national public authorities of the Member States of the EU, as well as agencies

responsible for financial regulation and supervision.
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2.1.5 Interest groups

Interest groups represent the interests of specific groups of society. In relationship to T2S, these are
mainly, but not exclusively, financial market interest groups like the European Central Securities
Depositories Association (ECSDA), the European Credit Sector Association (ECSA) and the

Federation of European Securities Exchanges (FESE).

2.1.6 T2S actors

A T2S actor is any legal entity or organisation interacting either directly or indirectly through a central

securities depository (CSD) in T2S with T2S for the purpose of securities settlement. T2S actors are:

e CSDsinT2S;

e T2S Parties;

e T2S Operator;

e Central Banks in T2S; and
e Payment Banks.

2.1.6.1 CSDs in T2S
A CSD in T2S is a CSD that (i) is recognised under Article 10 of the Settlement Finality Directive; (ii)

settles in central bank money in a T2S eligible currency; and (iii) is a legal entity that has entered
into a contractual relationship for the use of T2S. The usage of this term in the context of the T2S

User Requirements corresponds to the definition for T2S governance and policy.

2.1.6.2 T2S Parties
A T2S Party is a legal entity or, in some markets, an individual that has a contractual relationship

with a CSD in T2S for the processing of its settlement-related activities in T2S. It does not necessarily

hold a securities account with the CSD. Examples of such parties (non-exhaustive) are:

e direct and indirect CSD participants (including those acting as Payment Banks for other CSD
participants);

o stock exchanges and multilateral trading platforms that route pre-match trades or settlement
instructions to CSDs on behalf of trading participants;

e central counterparties (CCPs);

e central banks as CSD participants;

e CSDs as participants of other CSDs; and

e securities processing outsourcers that process securities transactions on behalf of other financial

institutions.
Note: the T2S Party is a subset of the T2S User, as defined in the context of T2S governance and

policy. The T2S Party in the T2S User Requirements is any T2S User of a CSD in T2S. For the

definition of T2S Users, see annex on Glossary and Standards.
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2.1.6.3 T2S Operator
The T2S Operator is the legal and/or organisational entity/entities that operates/operate T2S.

2.1.6.4 Central Bank in T2S
A Central Bank in T2S is an NCB that provides cash account services to banks for securities

settlement in T2S in central bank money.

2.1.6.5 Payment Bank
A Payment Bank is either a central bank or a private bank used to settle the cash leg of securities

settlements: it provides the cash account to support the settlement of the securities transactions of
another financial institution in central bank money (CeBM). The Payment Bank is a subset of the
T2S User, as defined in the context of T2S governance and policy. The Payment Bank in the T2S
User Requirements is any T2S User of a Central Bank in T2S.

2.1.7 T2S Owner

The T2S Owner is the legal or organisational entity that owns the T2S business application (i.e.
software developed and operated by the 4CB on behalf of the Eurosystem).

2.1.8 T2S System Users

A T2S System User is an individual or a technical process/application that can log into T2S with a
login name and password. For example, a user may be an individual who has interactive access to
T2S online functions, or an application programme that requests services from T2S. The term User
in the T2S User Requirements is shorthand for T2S System User. Each T2S Actor may have one or
more T2S System Users.

Note: T2S System User is not to be confused with T2S User. The first refers to an operational

interaction with T2S, whereas the second is used in the governance and policy context (see annex

on Glossary and Standards).
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2.2 Overall context diagram

Figure 2-2 — Overall context diagram
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The overall context diagram serves as an introduction to T2S with a high-level representation of T2S

data flows. It defines the boundaries of T2S in its broadest definition by illustrating the interaction
with different T2S actors and the information flows involved within the system. The purpose of this
diagram is to depict the flow of information among the different components of T2S, such as Life
Cycle Management and Matching (LCMM), Settlement, Interface and Static Data. This diagram does

not represent the business relationships between different actors and T2S (Section 2.1).
The following analysis is a high-level illustration to promote common understating of the business
processes in T2S. It is not an implementation or an IT architectural proposal.

The diagram depicts the flow of information exchange between a CSD and T2S. It also depicts the
flow of information that can be exchanged between a directly connected T2S Party and T2S. Solid

arrows show the flow of information between the T2S actors and T2S, as well as between the
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T2S User Requirements — Chapter 2 — Scope

different components within T2S. Dotted arrows show the reading or update of specific information

from a data store.
Section 6.3 describes the role of NCBs in monitoring cash liquidity.
2.2.1 Life Cycle Management and Matching (LCMM)

LCMM manages the life cycle of the settlement instructions in T2S. This component includes

instruction validation, matching, eligibility, instruction and status maintenance.

LCMM is the hub for information dissemination between T2S and the instructing parties for all
processes related to the life cycle of a settlement instruction. A settlement instruction reaches LCMM
via the T2S interface. This may originate from the CSD or any directly connected T2S Party. LCMM
validates the instruction against the static data and the single set of harmonised validation rules, as
defined by T2S. Following successful validation and subsequent matching, T2S routes the

settlement instructions to the settlement component.

The LCMM in T2S captures any cancellation, amendment, or hold/release request for a settlement
instruction, sent by either a CSD or a directly connected T2S Party. T2S sends a
confirmation/rejection message to the CSD/directly connected T2S Party after completing the

necessary validations and checks. Chapter 5 provides the details of these processes.
2.2.2 Settlement

The settlement component includes the checking of the securities positions, the updating of the
positions in securities accounts and their posting to cash accounts. In order to maximise settlement,

T2S applies sequencing and optimisation rules.

The settlement component sends settlement messages to the LCMM, which forwards them to the
CSD and/or the directly connected T2S Party. When T2S sends the message to the directly
connected T2S Party, the message subscription service provides a real-time copy of the message
to interested T2S Party recipients, which may be the CSD itself or other designated recipient of the

T2S Party. Chapter 13 provides additional details of the message subscription service.

The CSD needs to instruct T2S accordingly whenever an update of securities or cash accounts takes
place due to a corporate action (CA), securities lending/borrowing (SLB), etc. LCMM captures and
then validates this settlement instruction. Following validation, LCMM sends the instruction to the
settlement component. In settlement, T2S updates the securities positions and cash balances where
settlement is successful. The settlement component does not update positions and balances if the
settlement attempt was not successful. LCMM sends the confirmation/rejection to the concerned
CSD or directly connected T2S Party. Chapter 7 provides the detailed descriptions of these

processes.

2.2.3 Static data
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T2S User Requirements — Chapter 2 — Scope

The static data component manages all static data necessary for processing settlement in T2S. For
static data updates, the CSD (or the NCB) instructs T2S accordingly. T2S Interface captures the
messages and sends them to the static data component. The static data component sends the
confirmation/rejection via the interface to the concerned CSDs. Chapter 16 provides the detailed

descriptions of these processes.
2.2.4 Interface

T2S interface is the single point of communication between T2S and instructing parties. The interface
component manages the flow of all inbound and outbound T2S messages (including queries and

reports). The format and the syntax checks of all inbound messages take place in this process.

For any query (on balances, transaction statuses or static data), the CSD/directly connected T2S
Party shall interact with T2S as shown in the diagram. T2S also sends pre-defined sets of reports at
pre-defined time/event to the CSDs and directly connected T2S Parties. Depending on the
configuration of the relevant message subscription, T2S automatically provides CSDs/directly
connected T2S Parties with transaction status information. Chapters 12 and 13 cover the relevant

user requirements.

2.3 Securities categories

In principle, T2S shall cover all securities with an official international securities identification number
(ISIN)}, held in book-entry form with a CSD in T2S and fungible from a settlement procedure
perspective. Any related actions connected to such electronic settlement (physical delivery,
registration, etc.) shall remain with the CSDs. Securities that are not part of any connected CSD’s
scope are not part of T2S either. The underlying principle is that T2S should provide the functionality

for covering the CSDs’ current service level and types of assets.

“Fungible” from a settlement perspective means that amounts/fractions of a certain security issue
(designated by a specific ISIN) are interchangeable during the settlement process. This means that
no additional security identifier relating to a specific balance or part of a balance is required to
complete valid settlement. However, some securities may require prior or subsequent steps to the
settlement procedure in order to register, to identify or to update additional codes (registration codes,
reference numbers, etc.). CSDs shall execute these procedures as they do today. T2S shall only

perform the settlement-processing layer associated with the ISIN.

Scope: Securities categories — eligibility criteria

Reference ID T2S.02.010

! For further details on the use of ISINs in T2S, please refer to Chapter 16
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The T2S scope shall include all securities that comply with the following eligibility criteria, i.e. that:

e have an ISIN code, as instrument identifier;
e are held with a CSD in T2S;
e settle in book-entry form; and

¢ are fungible (from a settlement processes perspective).
These criteria should cover all securities currently settling in EU CSDs. Eurobonds, for example,

have an ISIN code, settle in book-entry form and are fungible. Therefore, they are eligible for

settlement in T2S if they are held with a CSD in T2S. In addition, certain securities, compliant with

the first three criteria, but non-fungible from a settlement perspective, may still be entered in and

processed by T2S under specific conditions. T2S would identify these securities as specific non-

standardised securities pertaining to certain markets. Chapter 9 provide further information on the

settlement procedures for non-standardised securities.

Indicative list of eligible securities

Table 2.1 presents an indicative but non-exhaustive list of the eligible securities based on information
provided by the CSDs. The four broad categories follow the CFI (ISO 10962) classification?.

Table 2-1: Indicative list of “standardised” securities

Securities Securities sub- Examples of securities settled in CSDs
categories | categories (groups)
Equities

Shares

(common/ordinary)

Equity shares

Preference shares

Preference shares

Preferred shares

Convertible shares

Preferred convertible

shares

Preference

convertible shares

Units (i.e. unit

trusts/mutual funds)

Undertakings for collective investment in transferable

securities (UCITS), venture capital funds, Kuxe securities,

2 Eurobonds do not constitute a specific sub-category under the CFI. They are simply covered as bonds under debt instruments.
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Securities
categories

Securities sub-

categories (groups)

Examples of securities settled in CSDs

trust-preferred securities (TruPS), mutual funds, equity
funds, real property funds, index funds, forward market
funds, other funds, mixed security and real property
funds, hedge funds, pension funds, exchange-traded
funds (ETFs)

Equities (others)

Global bearer certificates/depository receipts, savings
shares

Debt instruments

Bonds

Bonds, debentures, public notes, Type A federal bonds,
Type B federal bonds, TPS bonds, funding debentures,
participating debentures, inflation-linked bonds, other
linked bonds, bonds cum warrants, bonds ex warrant,
exchangeable bonds, savings bank bonds, corporate
bonds

Convertible bonds

Convertible bond,

Bonds with warrants

attached

Convertible bond cum warrant, convertible bond ex

warrant

Medium-term bonds

Money market

instruments

Treasury notes/bills

Asset-backed
securities (ABSs)

Asset-backed securities (ABSs), asset-backed

commercial paper, collateral debt obligations

Mortgage-backed

securities (MBSs)

Mortgage bonds, mortgage-backed securities (MBSs)

Debt instruments
(others)

Bonds with put option, callable bonds/puttable bonds

Covered bonds, European covered bonds, commercial
paper, municipality paper, Treasury financial paper,
credit-linked notes, certificates of deposit, stripped bonds,

stripped coupons, fractional interests, residuals

Version: R2024.JUN

Page 45




© 00 N oo o0 b~ W

10

T2S User Requirements — Chapter 2 — Scope

Securities
categories

Securities sub-

categories (groups)

Examples of securities settled in CSDs

Entitlements (rights)

Allotment rights

Subscription rights

Subscription rights

Purchase rights

Warrants

Warrants, covered warrants

Entitlements (others)

Others/miscellaneous

Certificates

Security certificates, index certificates, interest rate
certificates, currency certificates, other certificates,
subscription certificates, liquidation share certificates,
profit-sharing certificates, registered profit-sharing
certificates, profit-sharing certificates cum warrants, profit-
sharing certificates ex warrant, participating certificates,
savings bank certificates, land charge deeds and charge
certificates, product certificates, commodity certificates,
metal certificates

2.4 Types of transaction

Scope of services

Reference ID

T2S.02.020

T2S shall provide services for securities settlement and the related cash settlement using a number

of transaction types.

The scope of T2S shall be restricted to settlement services, including the functionalities required to

support settlement activities relating to the asset-servicing business. Activities that extend beyond

the provision of settlement services, such as the management of corporate actions, lie outside the

T2S business scope. However, the system shall process the settlement instructions in relation to

those CSD processes. T2S shall settle only those settlement transactions with a CeBM cash leg (or

no cash leg). T2S will not provide settlement in commercial bank money (CoBM).
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Transaction types covered by T2S

Reference ID T2S.02.030

T2S shall provide for a set of transaction types that allow transactions to be distinguished according

to one or more of the following parameters:

e priority;

e deadline;

o life cycle type;

¢ matching mechanism; and

e settlement process.
Based on these parameters, T2S will allocate a specific transaction type to each transaction for

further processing.

T2S shall also process the above parameters as settings when instructing parties or CSDs update
them during the life cycle of the transaction.

The list of transaction types covered by T2S is to be found in Chapter 5, Section 5.7 (Transaction

Types).

2.5 Settlement currencies

2.5.1 Cash settlement in T2S

2.5.1.1 Euro CeBM
The Eurosystem’s prime focus is efficiency and security in the euro area securities settlement

environment. As a result and in accordance with Principles 8, 9 and 10, the focus of T2S, at least
during its first production phase, is to provide settlement services in euro CeBM. The cash settlement

will take place on T2S dedicated cash accounts.

The service would be available to those CSDs outside the euro area that choose to settle in euro
CeBM. T2S shall cover securities denominated in foreign currency and settling in euro CeBM,
provided they are held with a CSD in T2S. Settlement in CoBM is outside the scope of T2S.

Scope: Settlement currencies —euro CeBM

Reference ID T2S.02.040

T2S shall provide cash settlement in euro CeBM.

Chapter 6 provides the detailed requirements on liquidity provisioning and monitoring.
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2.5.1.2 Non-euro CeBM
According to Principle 10, T2S must be multi-currency capable from its first release. However, such

a service will be provided by T2S only if the relevant non-Eurosystem NCB(s) explicitly request(s)
this. The provision for settlement in non-euro CeBM requires the willingness of those NCBs to
authorise the technical operation of part of their RTGS cash accounts (or T2S dedicated cash
accounts) by the Eurosystem. The initiative should come from the relevant NCB, in coordination with

its local market community.

In this scenario, the non-euro RTGS will need to interact with T2S according to the standard T2S
interface specifications. These interface specifications will be similar to those used for T2S —
TARGET2 interaction. T2S will not provide dedicated payment interfaces per currency as this would

increase development and operating costs for all stakeholders.

Scope: Settlement currencies — non-euro CeBM

Reference ID T2S.02.050

T2S shall be technically capable of providing cash settlement in non-euro CeBM.

Scope: Settlement currencies — many-to-many relationship between securities and cash

accounts

Reference ID T2S.02.060

The T2S dedicated cash account structure shall allow a CSD patrticipant to link non-euro dedicated

T2S cash account(s) to any securities account it holds through a CSD in T2S.

The T2S dedicated cash account structure shall allow a CSD participant to hold a T2S dedicated

cash account in any T2S eligible settlement currency.

The settlement instructions shall include the currency codes as an attribute. 1ISO 20022 instruction

messages include settlement currency information.

Scope: Settlement currencies — different issuance and settlement currencies

Reference ID T2S.02.070

The system shall support the settlement of T2S eligible securities issued in one currency and settled

in another T2S settlement currency.

Scope: Settlement currencies — multiple currency accounts

Reference ID T2S.02.080

The T2S dedicated cash account structure shall support CSD participants in maintaining T2S

dedicated cash accounts in more than one T2S settlement currency.
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The possibility of providing non-euro CeBM in T2S does not create a multi-currency FX settlement
platform. Each single settlement transaction continues to involve a single cash leg in a single
currency. This does not, of course, exclude the possibility to settle the same ISIN in more that one

currency (provided that there is not more than one currency per transaction).

2.5.2 Cash settlement outside T2S

T2S parties maintain their securities balances in T2S. However, the cash settlement of transactions
affecting these securities balances may need to be completed by the use of cash, which cannot be
settled in T2S (either non-T2S CeBM or CoBM). This is possible via a generic T2S functionality

called Conditional Securities Delivery (CoSD) as described in detail in Chapter 9.

Scope: Settlement currencies — cash settlement outside T2S

Reference ID T2S.02.090

When the cash leg of a delivery-versus-payment (DVP) transaction settles outside T2S, the system

shall support the associated securities settlement via the use of the CoSD service.

2.6 Interaction with external CSDs

Securities issued in an external CSD (i.e. a CSD that is not a CSD in T2S) could be settled through

T2S, provided a link exists between the two CSDs.

This section provides a high-level description of the different scenarios for interaction between T2S

and the external CSDs.

One of the major benefits of T2S is that the settlement of cross-CSD transactions can be as efficient
as domestic settlement. T2S will achieve this by bringing together the securities accounts of multiple
CSDs (as well as dedicated cash accounts of NCBs) in a single technical platform. Settlement
processing in T2S will book the transfer of securities and cash between participants of different CSDs
simultaneously. This eliminates the current highly complex and costly interaction processes between
various platforms, which are often not synchronised, entail delays and could pose a risk in terms of
failing to achieve settlement finality. T2S will also automate the realignment process between CSDs

on a real-time basis without needing to use additional procedures.

Cross-border transactions involving external CSDs will benefit from the T2S architecture. The aim in
this context is to achieve real-time settlement wherever feasible, but the need to interact with external

CSDs/platforms makes the settlement procedure more complex in some cases.

When external CSDs are involved, four scenarios need to be distinguished to explain the settlement

procedure:

1. The Investor CSDs are external and the Issuer CSD is in T2S.
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2. One Investor CSD is external with one Investor CSD and the Issuer CSD in T2S.
3. One Investor CSD and the Issuer CSD are external with one Investor CSD in T2S.
4, The Issuer CSD is external and the Investor CSDs are in T2S.

The following section describes these scenarios in detail.

Scenariol: the Investor CSDs are external and the Issuer CSD is in T2S

Figure 2-3 — Scenario 1: the Investor CSDs are external and the Issuer CSD is in T2S
T2S

Issuer Investor Investor
CSD CsSD CSD

From the perspective of T2S, this appears as a transaction between the two Investor CSDs in the

Issuer CSD (Domestic Settlement). Actually, the Investor CSDs are external CSDs, but they are
participants of a T2S CSD (which is the Issuer CSD since it is the CSD where they are holding their

omnibus account).

Scope: Scenario 1 interaction with external CSDs

Reference ID T2S.02.100

When a settlement transaction takes place between two Investor CSDs that are not connected to
T2S (externals) and where the Issuer CSD is connected to T2S (internal), T2S shall settle the

transaction in the accounts of the Issuer CSD, as is the case in a domestic transaction.

Scenario2: one Investor CSD is external, while one Investor CSD and the Issuer CSD are in T2S

Figure 2-4 — Scenario2: one Investor CSD is external, with one Investor CSD and the Issuer
CSDin T2S

T2S

Issuer Investor
CSD CSD

From the perspective of T2S, this looks like a settlement between the T2S Party and the external

Investor
CSD

CSD as participant of the Issuer CSD (since the external CSD is holding its omnibus account in the
Issuer CSD).

Scope: Scenario 2 interaction with external CSDs

Reference ID T2S.02.110
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When a settlement transaction involves one external Investor CSD, with the other Investor CSD and
the Issuer CSD in T2S, T2S shall settle the transaction either as a domestic or as a T2S cross-CSD

settlement, depending on the link arrangement.

Scenario3: one Investor CSD and the Issuer CSD are external, while one Investor CSD is in T2S

Figure 2-5 — Scenario3: one Investor CSD and the Issuer CSD are external, with one Investor
CSDin T2S

T2S

Issuer Investor Investor
CSD CsSD CSD

T2S cannot achieve simultaneous real-time settlement in this scenario. From the perspective of T2S,

settlement between the T2S Party and an inter-CSD account is conditional on the final settlement
within the Issuer CSD.

Scope: Scenario 3 interaction with external CSDs

Reference ID T2S.02.120

When a settlement transaction involves one T2S-connected Investor CSD, while the other Investor

CSD and the Issuer CSD are notin T2S (external CSDs), T2S shall settle the transaction on condition
of final settlement in the Issuer CSD.

Scenario 4: the Issuer CSD is external, while the Investor CSDs are in T2S

Figure 2-6 — Scenario 4: the Issuer CSD is external, with the Investor CSDs in T2S

T2S

Issuer Investor Investor
CSD CSD CSD

In this case, even if the Issuer CSD is outside T2S, the settlement within T2S will not be conditional.

T2S only needs to send an unsynchronised realignment to the external Issuer CSD. The fact that
the dedicated cash account of the buyer and the securities account of the seller (both sides of the
transaction) are maintained in T2S will allow this procedure and avoid the risk of failure within the
Issuer CSD. However, the procedure may also require extensive due-diligence studies confirming
that the Investor CSDs operate their accounts with the Issuer CSD in such a way that the realignment

will never fail.
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Scope: Scenario 4 interaction with external CSDs

Reference ID T2S.02.130

When a settlement transaction takes place between two investor CSDs that are connected to T2S,
while the Issuer CSD is not connected to T2S (external), T2S shall settle the transaction in the
accounts of the Investor CSDs, as is the case in a cross-CSD T2S transaction. This settlement in
T2S is not dependent on the final settlement in the issuer CSD, where only an asynchronous

realignment shall take place.
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3 Processing schedule and calendar

The objective of this chapter is to outline the T2S processing schedule and the T2S calendar.

Section 3.1 presents the draft schedule of the T2S settlement day. It proposes a single harmonised
timeframe for the centralised settlement procedures in euro CeBM. It represents a balance between
the user requirements for a pan-European timetable and the constraints and business needs of
existing local schedules. This is in accordance with the market’s request for harmonised post-trading
practices in the EU. The planned start of T2S operations (2013) should provide enough time to
review the harmonisation proposals and to facilitate the adaptation strategies required by market

participants.

Section 3.2 presents the high-level requirements for the calendar of T2S. For DVP settlement in euro
CeBM, the calendar is the same as that for TARGET2, which is currently followed by all euro area
markets. The requirements consider the potential inclusion of other currencies (still in CeBM
accounts) and the accommodation of opening days in the relevant markets.

3.1 General structure of a settlement day

3.1.1 High-level T2S processing timetable

Disclaimer

The timing and deadlines of the proposed processing timetable are only indicative at this
early stage of the project. The reader should therefore focus on the sequencing of events

and processes, rather than on the exact timing proposed.

Figure 3-1 — High-level settlement processing timetable
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Explanations relating to the diagram:

e All times are given in Central European Time (CET);

e “S” stands for Settlement Date;

e “SOD’” stands for start-of-day procedures;

o “EOD” stands for end-of-day procedures;

e The current TARGET2 User Detailed Functional Specification is the source for the current
TARGET2 availability and the liquidity-provisioning period, defined in this chapter. Only
settlement procedure 6! is currently foreseen in the TARGET2 Ancillary System Interface during
night-time. Meeting the requirements for T2S night-time settlement will require the use of
dedicated cash accounts in T2S;

3.1.2 Main periods of the settlement day

3.1.2.1 Management of the settlement day

Management of the settlement day periods

Reference ID T2S.03.010

T2S shall assign a status to the schedule of the settlement day. The value of this status corresponds
to the ongoing period or main process of the settlement day. The following two diagrams represent
the successive schedule statuses during the possible settlement days and the events triggering the
change of status. The first one depicts the standard settlement day period and the second one
corresponds to the exceptional settlement day period for hight volumes (namely “Late peak volume

instructions”)

! The payment bank can dedicate a liquidity amount to settle balances that come from a specific Ancillary System.
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Management of

settlement day events

Reference ID

T2S.03.015

T2S shall associate an event to each transition between the statuses (periods) of the settlement day.

For each event, T2S shall manage a planned time, a revised time and an effective time.

Planned time

Reference ID

T2S.03.016

The planned time is the time of the standard schedule that T2S applies by default for every settlement

day. The T2S operator shall update the planned time only when there is a permanent change in the

regular schedule.
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Revised time

Reference ID T2S.03.017

The revised time corresponds to the time foreseen for the current settlement day. It is normally
identical to the planned time when the schedule corresponds to regular processing without delays.
It is different only on exceptional circumstances, i.e. when the regular processing in accordance with
the schedule is delayed (e.g. in cases of contingencies). The T2S operator in that case updates the

revised time; the planned time remains unchanged.

Effective time

Reference ID T2S.03.018

T2S automatically assigns the effective time when an event actually occurs. The effective time will

always be identical to the revised time when the event refers to a deadline (e.g. DVP deadline).
However, the effective time could differ from the revised time when the event refers to the start of a
window that is conditional upon the completion of previous processes (e.g. the maintenance window
can only start after the completion of night-time reporting, even if the revised time for the event “Start

of Maintenance Window” has been reached).

3.1.2.2 Change of settlement date

Change of settlement date

Reference ID T2S.03.020

T2S shall change its settlement date before the start of a new settlement day.

At this stage of the project, 18:45 is the proposed, indicative time for the change of the settlement

date.
Following the change of the settlement date:
e T2S shall validate settlement instructions against static data valid as of the new settlement date;

and
e T2S shall settle instructions on the new settlement date.

3.1.2.3 Start-of-day procedures
Start-of-day period

Reference ID T2S.03.030

The T2S schedule shall include a start-of-day (“SOD”) period. This period shall start after the change

of the settlement date and shall end prior to the start of night-time settlement.

This period includes processes that are critical for the smooth preparation of the night-time

settlement procedures, such as the identification of eligible instructions.
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Start-of-day — eligible instructions identification

Reference ID T2S.03.040

The “SOD” period shall include the identification of the instructions eligible for settlement in the

course of the new settlement day.

Settlement eligibility for the new settlement day shall:

e include instructions eligible for the upcoming settlement day (including recycled fails from
previous settlement days); and
o disregard instructions with a future settlement date.

Start-of-day — settlement instruction validation

Reference ID T2S.03.050

The “SOD” period shall include the validation of all settlement instructions received by T2S by the
end of S-1.

T2S shall validate settlement instructions against static data valid as of the new settlement date. The
requirement shall also apply to settlement instructions already validated on S-n: Settlement
instructions received and previously validated against static data on S-n, may not be valid for the
new settlement date. Therefore, the change of settlement date shall trigger a new validation check

of settlement instructions.

Start-of-day — securities valuation

Reference ID T2S.03.060

The “SOD” period shall include the securities valuation for the new settlement day.

Auto-collateralisation with central banks or with payment/settlement banks requires the valuation of
securities positions. The calculation of valuations shall apply the prices valid for the new settlement
day S (generally S-1 market prices). During the “SOD” period, T2S shall calculate the initial value of
the balances in securities eligible for auto-collateralisation. Once the settlement starts, the valuation
shall run continuously as a fully integrated procedure in the settlement process to provide a

continuous up-to-date valuation of the balances after every debit or credit.

Start-of-day - liquidity transfer

Reference ID T2S.03.070

The “SOD” period shall include the liquidity transfer from CeBM payment systems (TARGET2 or
other RTGS system).

This process shall provide T2S dedicated cash accounts with liquidity from payment systems. The

instructions of the payment banks shall initiate these transfers in the payment systems either
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manually or automatically. Although important for this period, the functionality shall be available

throughout the settlement day.

3.1.2.4 Night-time settlement

Night-time settlement period

Reference ID T2S.03.080
The T2S schedule shall include a night-time settlement period. It shall start after the end of the “SOD”

period and end prior to the maintenance window.

The night-time period mainly processes settlement instructions that were input on previous days with
an intended settlement date that corresponds to the current settlement date. With the change of
settlement date, T2S shall identify these settlement instructions during the “SOD” period. Therefore,
T2S shall perform night-time settlement on existing settlement instructions that are collected and

prioritised at the start of the process and subsequently placed in a settlement queue for settlement.

The night-time cycles shall operate in line with the T2S sequencing and optimisation rules described

in Chapter 8.

Sequencing rules for night-time settlement will typically start with the settlement of corporate actions
by dedicating a settlement window for these instructions.

o For these corporate actions, which require the blocking of the settlement of other transactions
before the completion of the corporate action process, the CSDs will use the tools that allow
them to block settlement at an ISIN level or on balances. Night-time settlement shall first process
transactions that are not relevant for corporate action processing. T2S shall attempt the
settlement of transactions that affect blocked balances, or balances pertaining to a blocked ISIN
(including those resulting from the corporate action), only after the CSD releases or removes the
block on the related ISIN and/or balances.

e T2S shall not restrict any transaction type to the night-time settlement period. T2S shall process
the transactions that miss the first night-time cycle during the first settlement opportunity

(including daytime settlement) that follows their receipt by T2S.
20:00 is the proposed time for the start of night-time settlement.

Night-time settlement continuous service

Reference ID T2S.03.090

T2S shall process settlement instructions received during the night-time settlement period and

eligible for settlement at the first settlement opportunity, i.e.:

¢ during the night-time settlement cycle that follows their receipt by T2S; or
e during daytime settlement when they are received while the last night-time cycle is running.
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Night-time settlement cycles

Reference ID T2S.03.100

The night-time settlement shall include at least two settlement cycles with minimal time gaps

between them.

The duration of the night-time cycles shall depend on settlement volumes. In this context, 22:20 and
00:00, the times by which T2S shall provide the reports and settlement related messages of the first
night-time cycle and the last night-time cycle respectively, are purely indicative.

Night-time settlement recycling

Reference ID T2S.03.110

At the end of each night-time settlement cycle, T2S shall carry over all eligible settlement instructions

that have failed to the next night-time settlement cycle (or to daytime settlement if it is the last night-

time cycle).

Night-time settlement cycles reporting

Reference ID T2S.03.120

T2S shall report the results of each night-time settlement cycle at the end of that cycle, as defined
in Chapter 13.

Night-time settlement period reporting

Reference ID T2S.03.130

T2S shall report the results of the entire night-time settlement period (with all cycles included) at the

end of night-time settlement, but before the maintenance window.

Partial settlement during night-time settlement

Reference ID T2S.03.135

T2S shall activate partial settlement procedure at the beginning of the last night-time settlement

cycle, with deactivation at the closure of the night-time settlement period.

Additional Night-time settlement cycles for Late peak volume instructions.

Reference ID T2S.03.136

In exceptional cases that T2S foresees the arrival of high volumes that are unable to be ready for
settlement at the start of the first night time settlement cycle, T2S shall be able to schedule additional
night time settlement cycles so that these instructions can be injected and settled before the

maintenance window starts.
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3.1.2.5 Maintenance window

Maintenance window

Reference ID T2S.03.140

The T2S schedule shall include a technical window for system maintenance.

Maintenance window in less critical timing

Reference ID T2S.03.150

T2S shall undertake system maintenance when communicated by the T2S operator for urgent
maintenance activities, during the period between 03:00 and 05:00.Since T2S and the T2 service
(including CLM and RTGS components) will run on the same technical infrastructure, the T2S T2

operator shall align the T2 maintenance window with the T2S maintenance window.

3.1.2.6 Daytime processing

Daytime settlement period

Reference ID T2S.03.160

The T2S schedule shall include a daytime settlement period. It shall start after the end of the
maintenance window.

The daytime settlement period is used mainly for T+0 (same-day or intraday settlement). In addition,
this period is available for resolving failures from night-time settlement. The current draft schedule
foresees the start of daytime settlement at 05:00 and a completion in accordance with the
harmonised end-of-day deadlines.

Partial settlement during daytime settlement

Reference ID T2S.03.165

T2S shall activate partial settlement procedure

e at 08:00 CET, with deactivation at 08:30 CET

e at10:00 CET, with deactivation at 10:15 CET

e at 12:00 CET, with deactivation at 12:15 CET

e at 14:00 CET, with deactivation at 14:15 CET

e at 15:30 (30 minutes before the DVP cut-off time), With deactivation at 16:05 or at the closure of
the same day T2S DVP settlement, whichever comes first.

3.1.2.7 End-of-day procedures
End-of-day period

Reference ID T2S.03.170
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The T2S schedule shall include an end-of-day (‘EOD”) period. It shall start after the end of the

daytime processing and shall finish prior to the change of the settlement date.

The “EOD” period will permit CSDs and their participants to perform critical end-of-day activities,
such as fulfilling reporting requirements.

From the start of the end-of-day procedure (indicative time: 18:00), securities and cash positions will
be stationary since no settlement can occur until the start of the next settlement day’s night-time

settlement.

Transfer of liquidity in the end-of-day period

Reference ID T2S.03.180

The “EOD” period shall include the automated liquidity transfer from the T2S non-euro-denominated

dedicated cash accounts to the relevant RTGS accounts in the relevant RTGS systems.

In case of a contingency scenario when a T2S dedicated cash account balance cannot be swept to
the RTGS system, T2S shall close the end-of-day period with liquidity remaining on the cash
account. On the next business day the T2S dedicated cash account shall start with the end-of-day
balance of the previous business day.

End-of-day period — cancellation and recycling

Reference ID T2S.03.190

The “EOD” period shall cancel T2S transactions that have past their last recycling day.

End-of-day internal securities account consistency check

Reference ID T2S.03.195

T2S will ensure that the end-of-day securities position for the current business day for every
securities account is equal to the previous business day’s position plus the movements of the current
business day. In case of an inconsistency, T2S will follow the Problem Management Procedures as

outline in Chapter 20.4.

End-of-day period reporting

Reference ID T2S.03.200

The “EOD” period shall include end-of-day reporting, e.g. statements of holdings and instructions.

3.1.3 Service availability

T2S shall provide very high service availability during settlement days. However, T2S shall restrict

service availability during the maintenance window.
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Availability of life-cycle management and matching services

Reference ID T2S.03.210

T2S life cycle management and matching shall be available continuously during settlement days,

except during the maintenance windows.

Availability of static data services

Reference ID T2S.03.220

T2S static data services shall be available continuously during settlement days with the exception of

the maintenance windows. However, the processing of static data maintenance instructions for the

daytime and night-time periods shall be different.

e Static data changes shall be implemented real-time (immediately) without any unnecessary delay
during the daytime settlement processing.

e The T2S platform shall continuously accept and validate static data maintenance requests during
the night-time settlement processing, but implement the requested changes only outside the

night-time cycle sequences when the intraday static data changes affect the settlement process.
Additionally, T2S shall only accept static data maintenance instructions requesting creation, update

or deletion of:

e T2S dedicated cash account links to securities accounts (section 16.8.4)

¢ Rule-based models for maintaining the configuration of Message subscription service,
Restriction types and Conditional securities delivery (sections 11.10 and 11.13)

as of a future date

Additionally, T2S shall accept static data maintenance instructions requesting intra-day creation of:

e Securities CSD links (section 16.7.4)
e CSD Account links (section 16.8.10)

o Eligible counterpart CSD (section 16.8.11)
Static data maintenance instructions requesting the update or deletion of these entities shall only be

allowed as of a future date.

Changes as of a future date shall take effect as per this date in the start of day process.

Availability of interface services

Reference ID T2S.03.230

T2S interface services shall be available continuously during settlement days. However, T2S shall

restrict the availability of interface services during the maintenance window.

e T2S shall queue settlement instructions that are received during the maintenance window, for
processing at the end of the maintenance period.
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e T2S shall queue static data updates that are received in application-to-application mode during
the maintenance window, for processing at the end of the maintenance period.
e The static data interfaces in user-to-application mode shall not be available during the

maintenance window. Queries shall not be available during the maintenance window.
T2S actors should evaluate the proposed availability in the context of the whole schedule. T2S shall

report all results and data of the previous processes to the CSDs and the directly connected T2S
parties just before the maintenance window. These results and data will not change until the end of

the maintenance window.

During the next phase of the project, the advantages of having an ongoing availability of interfaces
and an ongoing matching of incoming instructions during the maintenance window needs to be

balanced against the cost.

Availability of settlement services

Reference ID T2S.03.240

T2S settlement services shall be available continuously during the night-time and the daytime
settlement periods.

There shall be no settlement outside the night-time and daytime settlement periods.

3.1.4 Specific deadlines

The following T2S settlement day deadlines or “cut-off” times shall be applicable in T2S (the timing
is indicative). The fine-tuning of these deadlines will take place at a later stage.

Deadline for intraday DVP

Reference ID T2S.03.250

T2S shall set a deadline (16:00) for receiving DVP instructions for same-day settlement.

T2S shall attempt to settle all DVP instructions, eligible for settlement and arriving before the expiry
of the deadline, on a same-day basis. T2S shall move all non-cancelled DVP instructions that arrive
after this deadline to the night-time settlement period of the next settlement day. In addition, T2S
shall stop the recycling of same-day settlement DVP fails resulting from earlier settlement attempts
at 16:05 at the latest. After this deadline, T2S shall recycle the remaining non-cancelled DVP fails to

the next settlement day.

This fulfils the requirement of allowing sufficient time for treasury management before the 17:00

TARGET?2 deadline for customer payments.

Deadline for bilaterally agreed treasury management instructions

Reference ID T2S.03.270
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T2S User Requirements — Chapter 3 — Processing schedule and calendar

T2S shall set a deadline (17:40) for receiving bilaterally agreed treasury management instructions
(non-FOP) for same-day settlement.

T2S shall attempt for settlement on same-day basis all bilaterally agreed treasury management
instructions that are eligible for settlement and arrive until this deadline. T2S shall not re-use the
cash potentially generated by bilaterally agreed treasury management instructions for other
settlement purposes (i.e. recycling of DVP failures).

Deadline for intraday FOP

Reference ID T2S.03.280

T2S shall set a deadline (18:00) for receiving FOP instructions for same-day settlement.

T2S shall attempt to settle all FOP instructions, eligible for settlement and arriving until this deadline,
on a same-day basis. T2S shall move all non-cancelled FOP instructions that arrive after this
deadline to the night-time settlement period of the next settlement day. In addition, T2S shall stop
the recycling of same-day settlement FOP fails that result from earlier settlement attempts after this
deadline. After this deadline, T2S shall recycle the remaining non-cancelled FOP fails to the next
settlement day.

Deadline for central bank operations

Reference ID T2S.03.290

T2S shall set a deadline (indicative at or some time prior to 18:00) for receiving settlement

instructions for same-day central bank operations.

T2S shall attempt to settle on a same-day basis all central bank operations (FOP or DVP) that are
eligible for settlement and arrive until this deadline. T2S shall not re-use the cash potentially

generated by central bank operations for other settlement purposes (i.e. recycling of DVP fails).

Deadline for the first night-time settlement cycle

Reference ID T2S.03.300

T2S shall set a deadline (20:00) for receiving settlement instructions for settlement in the first night-

time settlement cycle.

T2S shall attempt to settle all settlement instructions that are eligible for settlement and arrive until
this deadline in the first night-time settlement cycle. T2S shall move settlement instructions that arrive

after this deadline to the next settlement opportunity.

Currency-specific changing of daily event scheduling deadlines

Reference ID T2S.03.303

Version: R2024.JUN Page 67



A W N -

10
11

12

13
14

15

16

17
18

19
20

21
22
23

24

25
26
27

T2S User Requirements — Chapter 3 — Processing schedule and calendar

T2S shall allow the T2S Operator to change the event scheduling deadlines of the settlement day
independently for a T2S settlement currency in exceptional circumstances or contingency situations,
based on a request by the relevant central bank. The change will be valid for the current settlement

day only.

3.2 Calendar

T2S calendar — Opening and closing days for free-of-payment settlement

Reference ID T2S.03.305

T2S shall be open for settlement of FOP transactions on every business day when T2S settlement

currency RTGSs are open.

The settlement of FOP transactions will be possible, for example, on TARGET2 closing days if a

non-euro T2S settlement currency is open for settlement.

T2S calendar — Opening and closing days for euro CeBM in T2S

Reference ID T2S.03.310

T2S shall be open for settlement of transactions against payment and/or free-of-delivery transactions

in euro CeBM on the opening days set out in the TARGET?2 calendar.

This is already the case today for euro area markets settling in CeBM.

T2S calendar — Opening and closing days for non-euro CeBM in T2S

Reference ID T2S.03.320

T2S shall be open for settlement of transactions against payment and/or free-of-delivery transactions

in non-Euro CeBM according to the opening days of the relevant Central Bank.

When T2S offers non-euro CeBM settlement, the system shall accommodate the relevant opening

days for these currencies.

The inclusion of non-euro currencies in T2S (CeBM) implies that T2S shall accommodate the
working days applicable for such non-euro currencies, which may differ from those in the TARGET2

calendar.

T2S calendar — Weekends

Reference ID T2S.03.340

During weekends, T2S shall move to the settlement date of Monday after the end of the Friday

settlement day (at 18:45 on Friday) and perform the related schedule until the end of night-time

settlement period. Real-time-settlement for Monday may already start, if the NTS ends before 2:30
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am on Saturday. On Monday, T2S shall start performing the schedule at 2:30 with the preparation
of daytime settlement as the continuation of the same settlement day or continue the RTS if started

already before 2:30 am on Saturday.

T2S calendar — Standard service availability

Reference ID T2S5.03.350

T2S interfaces and processes shall not be available on regular basis during weekends.

T2S shall not be available from 2:30 on Saturday to 2:30 on Monday.

T2S calendar — Technical capability for extending standard services

Reference ID T2S.03.360

T2S shall ensure the technical capability to provide for the availability of interfaces and processes

on seven days a week.

It shall be possible, based on specific needs (migration, issuance in direct holding countries), to
make T2S interfaces and processes available to CSDs on weekends whenever this is required. In
these cases, the service availability of T2S shall be tailored to the specific request.

T2S calendar- Cash penalties

Reference ID T2S.03.365

T2S shall only perform the computation of cash penalties (as described in Chapter 22) on T2S settlement days, i.e. days

where a settlement instruction can settle in T2S according to the T2S calendar.

Note: in case of a transaction involving settlement outside T2S, T2S is not aware of the opening days of external settlement
systems and will compute a cash penalty on settlement days according to the T2S calendar. A dedicated functionality will
be available in order for CSDs to be able to remove ex-post a penalty calculated by T2S as described in Chapter 22,
section 22.5.1.

Frequency for computation of cash penalties

Reference ID T2S.03.370

T2S shall perform the computation of cash penalties (as described in Chapter 22) on a daily basis (i.e. every business
day).

Timing for computation of cash penalties

Reference ID T2S.03.380

T2S shall perform the computation of cash penalties (as described in Chapter 22) for a business day after the end of this
business day.

Note: the rationale for this requirement is that the computation of cash penalties must take into account all settlement

instructions received on a specific business day, in particular for the application of Late Matching Fail Penalties.
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Frequency for recalculation of existing cash penalties

Reference ID T2S.03.390

T2S shall perform the required recalculation of already computed cash penalties (as described in Chapter 22) on a daily

basis (i.e. every business day).

Timing for recalculation of existing cash penalties

Reference ID T2S.03.400

T2S shall perform the required recalculation of already computed cash penalties on a daily basis (i.e. every business day)

at the best suitable time in terms of performance and, at the latest, right after the computation of new penalties.

Frequency for reporting of cash penalties

Reference ID T2S.03.410

T2S shall perform the reporting of cash penalties (as described in Chapter 13) on a daily basis (i.e. every business day).

Timing for reporting of cash penalties

Reference ID T2S.03.420

T2S shall perform the reporting of cash penalties (as described in Chapter 13) for a business day, on the following business
day, before the first real-time settlement cut-off.

Dependency between computation, recalculation and reporting of cash penalties

Reference ID T2S.03.430

For a certain business day, T2S shall perform i) the reporting of new cash penalties (Daily Cash Penalty List as described
in Chapter 13), following the process for computation of new cash penalties of that business day; and ii) the reporting of
modified penalties (List of Modified Penalties as described in Chapter 13) following the recalculation process of that

business day.

Dependency between computation and reporting of cash penalties with other tasks in the T2S schedule

Reference ID T2S.03.440

The regular T2S settlement activity shall be independent from the computation, recalculation and reporting of cash

penalties. The computation and reporting of cash penalties is based on settlement fails and always performed ex post.

Frequency for monthly reporting of aggregated amounts of cash penalties

Reference ID T2S.03.450

T2S shall perform the reporting of monthly aggregated amounts of cash penalties (as described in Chapter 13) once a
month, on the fourteenth business day of the month (considering business days as T2S opening days) for the penalties of

the previous month.

Timing for monthly reporting of aggregated amounts of cash penalties

Reference ID T2S.03.460
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1 On the business days when there is a reporting of monthly aggregated amounts of cash penalties, T2S shall perform the

2 monthly reporting at the best suitable time in terms of performance (e.g. Before the first real-time settlement cut-off).
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T2S User Requirements — Chapter 4 — Role requirements

4 Role requirements

The aim of this chapter is to describe requirements concerning access rights of T2S actors to

business functions and data, based on their role and responsibilities in the marketplace and in T2S.

Each section of this chapter describes the roles available for one of the following T2S actors: T2S
operator (4.1), CSD (4.2), T2S party (4.3), NCB (4.4) and payment bank (4.5). Furthermore, each
section differentiates between two different roles for each T2S actor: system administrator (for users
responsible for management and configuration tasks within their own organisation) and business

user (for users in charge of business operations).

Reference ID T2S.04.010

Access to data and applications in T2S will be dependent on the T2S actor’s business role. At this
stage in the project, it is too early to define the specific applications and functions that a role will
include. However, the broad categories of functions and data to which a T2S actor must have access,
or to which its access must be restricted, are definable based on the T2S actor’s business roles and

responsibilities in the marketplace and in T2S.

T2S shall place no restriction on the possible roles that a T2S system administrator (section 4.1.1)
can configure for T2S actors. The legal, regulatory and contractual requirements of and between the
T2S actors will define the necessary constraints on the access to functionality within T2S. Some
CSDs may configure different roles for their participants in order to provide a differentiated service
offering. Some CSDs may want to offer direct connectivity to T2S while others will not, and it will be
feasible for a CSD to allow users with direct connectivity online access to positions and transactions

in T2S, as provided in some markets today.

The business requirements for roles establish the principles that will govern access to sets of
functions and data in the system. The model below defines the hierarchical configuration of
relationships between T2S actors, as defined in the T2S static data. It does not predicate a specific
technical configuration of roles for T2S.
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Figure 4-1 — Hierarchy of T2S Roles in T2S
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T2S shall support a hierarchical model of roles and access rights to ensure the segregation of both
functions and data. The area of the slide shaded in grey represents the data set-up for T2S dedicated
cash accounts required in the static data of T2S. An NCB, acting as a CSD in its home country and

providing dedicated cash accounts in T2S, will have the role of NCB and CSD and will exist in T2S

as both a CSD and an NCB.

4.1 T2S Operator

Reference ID

T2S5.04.020

The T2S operator is the top level of the hierarchical role and access rights model. The T2S operator
role classification includes all T2S system users of the entity, which will be responsible for the day-
to-day operation and management of T2S. The T2S actors managed by this entity shall be CSDs
and NCBs patrticipating in T2S. At the highest level, the T2S operator shall have access to all data

and functionality in the subordinate level.

4.1.1 T2S system administrator

Reference ID

T2S.04.030

The T2S system administrator role shall be responsible for

e the user administration for all T2S system users of the T2S operator;

o the user administration for the CSD system administrators;

o the user administration for the NCB system administrators;

¢ the day-to-day monitoring of system operations, applications, processes, and communication

channels;

e the configuration of privileges and default roles in T2S (refer to chapter 11 for more information);
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¢ the assignment/de-assignment of privileges to default roles and users of the T2S operator;

¢ the configuration of roles for T2S business and operations support users;

¢ the archiving of production data and the retrieval of archived data;

e contingency operations, e.g. starting and stopping processes outside of the normal operating
schedule, in T2S;

e and the configuration of CSDs and NCBs as system entities (refer to chapter 11 for more
information).

4.1.2 T2S business and operations support

Reference ID T2S.04.040

The T2S business and operations support role shall be responsible for:

e maintaining T2S party static data, excluding securities accounts, for CSDs patrticipating in T2S;

e maintaining T2S party static data, excluding T2S dedicated cash accounts, for NCBs
participating in T2S;

e providing business and operations support to CSDs and NCBs;

e maintaining T2S domains for global and CSD-specific attribute lists, i.e. the valid list of values
for a field (refer to chapter 11 for more information);

e technical support (e.g. network and communications) for directly connected T2S parties;

e and query and maintenance of privileges and roles for all T2S actors for provision of business

and operations support.
Maintenance and query privileges of CSDs, the CSDs’ participants, and NCBs with respect to

business data, such as securities and cash positions and transactions, shall be limited to contingency
response situations only. The T2S system administrator shall restrict access to maintenance and
guery functionality to a subset of T2S business and operations support users, based on the support
requirements of CSDs and NCBs. For example, maintenance privileges in relation to a CSD could
be limited only to the business support user for that specific CSD.

Staff on the T2S Service Desk shall have the role of T2S business and operations support. Chapter

20.2.1 of this document further describes the responsibilities of the service desk function for T2S.

4.2 Business role CSD

Reference ID T2S.04.050

The CSD role classification shall include all T2S system users of a CSD patrticipating in T2S. It does
not include the T2S system users of the CSD’s participants. T2S makes no differentiation between

the roles of Investor CSD and Issuer CSD. Most CSDs take on both aforementioned roles. With the
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exception of possible national specificities, T2S will provide the harmonised scope of services to
CSDs.

4.2.1 CSD system administrator

Reference ID T2S.04.060

The CSD system administrator role shall be responsible for:

o the user administration for all of the CSD’s T2S system users, including the assignment/de-
assignment of roles and privileges;

e the configuration of roles with a set of privileges for the T2S system users of the CSD’s T2S
parties;

e the configuration of groups of secured static data objects with a set of individual secured static
data objects for the T2S system users of the CSD’s T2S parties;

¢ and the day-to-day monitoring of system applications, processes, and communication channels

at the CSD.
CSDs shall be responsible for defining and granting privileges to use functionalities for their T2S

parties. Therefore, it shall be possible for CSDs to configure roles and access rights for their T2S
parties to functionality, based on their business requirements.

4.2.2 CSD business user

Reference ID T2S.04.070

The CSD business user role shall be responsible for:

e maintaining the CSD’s securities account static data in T2S;

¢ the parameterisation of its securities account structure;

e maintaining T2S party static data, including securities accounts, for its participants;

¢ maintaining CSD-specific instrument static data and, where applicable, the instrument static data
across all CSDs;

¢ maintaining any settlement restrictions;

¢ the possibility of querying T2S dedicated cash account balances linked to the securities accounts
of its participant at that CSD, when granted this privilege by the relevant NCB and payment bank;

e maintaining privileges for all positions, settlement instructions and static data for the CSD and its
participants that are required for business support.

4.3 Business role T2S party

Reference ID T2S.04.080
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The T2S party role shall include all T2S system users that a CSD maintains for the legal entities with
which it has a legal relationship and which have direct connectivity to T2S. The model shall support

two types of role: T2S party system administrator and T2S party business user.

4.3.1 T2S party system administrator

Reference ID T2S.04.090

The T2S party system administrator role shall be responsible for user administration for all T2S

system users of the T2S party of a specific CSD, including the assignment/de-assignment of roles
and privileges.

4.3.2 T2S party business user

Reference ID T2S.04.100

The scope of functions and processes that a T2S party business user can access shall depend on
the business services provided by the CSD. However, the data access of a T2S party shall be limited

to its own accounts, positions and transactions.

4.4 Business role NCB

Reference ID T2S.04.110

The NCB role classification shall include all T2S system users of a NCB as a liquidity provider

through T2S dedicated cash accounts.

4.4.1 NCB system administrator

Reference ID T2S.04.120

The NCB system administrator role shall be responsible for

o the user administration for all T2S system users of the NCB, including the assignment/de-
assignment of roles and privileges;

o the configuration of roles with a set of privileges for the T2S system users of the NCB’s
participating payment banks;

¢ and the configuration of groups of secured static data objects with a set of individual secured
static data objects for the T2S system users of the NCB’s T2S patrties.

4.4.2 NCB business user

Reference ID T2S.04.130
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The NCB business user role describes all T2S system users in NCBs that require access to the static
and transactional data of payment banks operating T2S dedicated cash accounts. The role shall

enable the T2S system user of the NCB to:

¢ maintain the payment banks with dedicated T2S cash accounts as T2S parties;

¢ maintain the limits for payment banks on T2S dedicated cash accounts;

e query all T2S dedicated cash accounts for which the NCB is responsible;

e query the credit line utilisation on T2S dedicated cash accounts;

e grant/revoke a CSD the privilege of querying T2S dedicated cash account balances;

¢ identify the postings resulting in the utilisation of liquidity;

¢ identify the expected postings of cash on a T2S dedicated cash account;

¢ identify the owner of every T2S dedicated cash account;

¢ identify the cash leg of a settlement instruction(s), posted on the T2S dedicated cash account by
providing a unigue transaction reference;

e and query the balances and postings on T2S dedicated cash accounts for which the NCB is

responsible.
However, it will not be possible for the NCB to query the settlement instructions, securities

transactions and securities positions of a T2S securities account unless the CSD participant and the
CSD have granted this privilege explicitly to an NCB for the securities account. This also includes

the securities leg associated with a cash posting.

4.5 Business role payment bank

Reference ID T2S.04.140

The payment bank role includes all T2S system users of payment banks that require access to the
T2S dedicated cash account balances and postings of the T2S dedicated cash accounts they provide

for the purpose of securities settlement.

4.5.1 Payment bank system administrator

Reference ID T2S.04.150

The system administrator role for payment banks shall be responsible for the user administration of
the T2S system users of the payment bank, including the assignment/de-assignment of roles and

privileges.

4.5.2 Payment bank business user

Reference ID T2S.04.160
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The business user role for payment banks includes all T2S system users of payment banks providing

a T2S dedicated cash account for securities settlement. The role shall enable the T2S system user

of the payment bank to:

t

maintain the limits for payment banks on T2S dedicated cash accounts;

grant/revoke a CSD the privilege of querying its T2S dedicated cash account balances;
maintain standing instructions for the transfer of liquidity between the relevant RTGS account
and the T2S dedicated cash account(s);

guery all its T2S dedicated cash accounts and the balances on those accounts;

guery the credit line utilisation on T2S dedicated cash accounts;

guery the postings resulting in the utilisation of liquidity;

maintain limits for banks using their T2S dedicated account(s) for securities settlement;

guery the corresponding securities transaction of a cash posting against the T2S dedicated cash
account(s);

and query the balances and postings on its T2S dedicated cash account(s).
will not be possible for the payment bank to query the settlement instructions, securities

transactions securities positions of a T2S securities account unless the CSD patrticipant and the CSD

have granted this privilege explicitly to the payment bank for the securities account. This also

includes the securities leg associated with a cash posting.
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5 Instruction life cycle management and matching
requirements

This chapter focuses on the life cycle of settlement instructions within T2S and the management of
these instructions by T2S actors. It analyses the life cycle of an instruction, the different paths through
the system that it can take and the life cycle status attached to each of these paths (“validated”,

” W L]

“rejected”, “matched”, “unmatched”, etc.).
The chapter consists of seven sections.

Section 5.1 provides a high-level overview of the different processes in life cycle management and
matching.

Section 5.2 presents the different instruction and life cycle types in T2S.

Section 5.3, which looks at business validations, describes the consistency and authorisation checks
that the incoming instructions have to pass in order for T2S to accept them for further processing.
Section 5.4, which looks at instruction maintenance, covers the different processes in managing
settlement instructions.

Section 5.5, which looks at matching, details the procedure which ensures that T2S can rely on
instructions from T2S actors agreeing the settlement-relevant terms of each transaction.

Section 5.6, which looks at settlement eligibility, defines the conditions that a settlement instruction

must fulfil in order to be eligible for settlement in T2S.

Section 5.7 provides examples of life cycle and transaction types.

5.1 High level description of life cycle management and matching

This diagram depicts the different high-level processes and interactions of the life cycle management
and matching of T2S (LCMM), as well as various T2S actors and other T2S components. It does not
seek to pre-empt any future decision on the IT design and technical implementation of T2S.

Life cycle management and matching consists of four main processes (validation, instruction
maintenance, matching and settlement eligibility) and a communication function, as set out in the

following diagram (see also the overall T2S diagram in Chapter 2).

Version: R2024.JUN Page 81



1

© 00 N o o B~ w DN

e
(N )

T2S User Requirements — Chapter 5 — Instruction life cycle management and matching

reguirements

Figure 5-1: Life cycle management and matching
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1.1 Business Validation

Validation is the process of checking the consistency of instructions sent to T2S. These consistency
checks! ensure that the incoming instruction is consistent with T2S static data. LCMM immediately
validates all incoming instructions received during the opening day on the basis of a harmonised set
of validation rules (see Section 5.3). After validation, the status of the instruction is either “accepted”
or “rejected”. LCMM forwards validated instructions either for matching or for settlement eligibility.
Incoming instructions can be one of the three following types: “ready for matching”, “matched” or

“matching not required”.

! Throughout Chapter 5, “validation” is understood as “business validation”. It must be distinguished from the format and syntax
checks performed by the interface module (“technical validation) before instructions enter the life cycle management and matching

process.
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Input

Settlement instruction | From CSD or directly connected T2S party

Maintenance From CSD or directly connected T2S party

instruction

Information Information taken by T2S from static data

Output

Information Requesting information in static data which is required for

validation

Validation status message

Responses to CSD/directly connected T2S party regarding

instruction status (“accepted” or “rejected”)

Settlement instruction

Accepted settlement instruction forwarded to the matching

process

Maintenance instruction

Forwarded to instruction maintenance

Already matched
instruction/matching not required

Forwarded to the settlement eligibility process

Status update

Status update in the instruction data store

1.2 Instruction maintenance

Instruction maintenance consists of instructions to amend, cancel, hold or release a settlement

instruction. T2S shall only allow the modification of process indicators. The amendment of process

indicators is possible until settlement or cancellation.

Any T2S party or CSD may cancel its instructions unilaterally prior to matching.

Once matching has occurred, T2S actors can cancel instructions only bilaterally, i.e. both parties

must send a cancellation instruction (“binding matching”) for the cancellation to take effect.

T2S will provide hold and release mechanisms. T2S parties and CSDs can use these mechanisms

on a voluntary basis. These mechanisms allow T2S parties and CSDs to hold or release instructions

prior to settlement.

Input

Maintenance instruction Maintenance of instruction from validation process
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Output
Instruction maintenance Amending, cancelling or holding/releasing instructions
Maintenance instruction Status message sent to CSD or directly connected T2S party
status message after the maintenance attempt on an instruction
Status update Status update sent to the instruction data store

1.3 Matching

Matching in securities settlement is the process of comparing the settlement details provided by the
buyer and the seller of securities in order to ensure that they agree on the settlement-related terms
of the transaction. T2S provides real-time matching facilities throughout the operating day (except
for maintenance windows). Following a matching attempt, the instruction is given the status
“matched” or “unmatched”. T2S provides information to the instructing parties on the result of the

matching process.

Input

Accepted settlement From validation process

instruction

Output

Matching status message Matching status message to CSD/directly connected T2S party

Matched instruction Forwarding matched instruction to the settlement eligibility process

Status update Status update in the instruction data store

Allegements If the counterpart’s instruction is not in T2S

Data store

D.1 Instruction 1) This data store contains details of the status of an instruction as it

data store changes in the course of its life cycle.
2) This status is updated after validation, matching, instruction maintenance
and settlement.
3) The instructing parties and T2S actors can query the status of their
instructions throughout their life cycle in T2S.
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Data store

4) Where settlement triggers auto-collateralisation, T2S creates a new
settlement instruction.

5) LCMM submits unsettled settlement instructions which are still eligible for
settlement to the settlement process for future settlement.

1.4 Settlement eligibility

The settlement eligibility process performs the final validation regarding the settlement date, the
status of the instruction (on hold or other), etc. before an instruction is submitted to the settlement
process. T2S applies a harmonised set of settlement eligibility rules (see Section 5.6).

Input

Matched instruction From matching process
Already matched instruction/Matching not From validation process
required

Output

Instruction to be settled | Forwarded to the settlement process.

1.5 Communication of settlement status

The communication function receives the settlement status message from LCMM and forwards it to
the T2S interface for transmission to the directly connected T2S parties and CSDs as per the

message subscription service (see Chapter 13).

Input

Settlement status Received after each settlement attempt

message

Output

Settlement status Forwarded to the interface function

message

In addition, T2S informs directly connected T2S parties and CSDs of the result of all life cycle
processes and the subsequent statuses of the instructions. T2S immediately notifies the relevant

directly connected T2S parties and CSDs of any changes to the status of instructions.
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T2S shall provide multiple-statuses reporting that gives more flexibility and brings more efficiency

than single-status reporting.

In this context, T2S shall provide the values of the different statuses for each instruction in a status

message.
T2S communicates the rejection, failure or cancellation of instructions together with the reason.

T2S reports any unsuccessful attempt to act on a settlement instruction to the relevant directly
connected T2S party or CSD, together with the reason for the failure.

As noted above, T2S provides allegement facilities.

Chapter 13 describes the messages that T2S provides. The T2S message subscription allows
directly connected T2S parties and CSDs to customise their information needs in relation to content,

frequency, automation, etc.

5.2 Instruction and life cycle types

This section introduces the different instruction types and the various life cycles that a specific
instruction type may go through in T2S. The term “life cycle” refers to the set of processes that the

instruction goes through between its receipt in T2S and its settlement.

5.2.1 Instruction types

The instruction types covered by T2S are the following:

e FOP (free of payment) consists of DFP (deliver free of payment) and RFP (receive free of
payment). In both cases, securities are delivered/received without payment being made.

e DVP (delivery versus payment) and RVP (receive versus payment) define an exchange of
securities for cash.

o DWP (deliver with payment) defines the delivery of cash and securities from one party to another.
For example, trade netting by a CCP may result in such instructions.

e PFOD (payment free of delivery) defines an exchange of cash without the delivery of securities.

e Settlement restriction (the action of setting or removing a settlement restriction) comprises the
blocking, earmarking and reservation of positions within the overall position in a security in a
securities account as well as the blocking and reservation of a cash balance in a T2S dedicated
cash account.

Please refer to the glossary for a precise definition of instruction types.

In T2S, an instruction type may result in different life cycle types, depending on a number of different

attributes, such as the ISO transaction code and the type of instructing party (CSD or CSD

participant).

Version: R2024.JUN Page 86



10

11
12

13

14

15
16
17
18
19
20

21

22
23
24
25
26

27
28

T2S User Requirements — Chapter 5 — Instruction life cycle management and matching
reguirements

5.3 Validation

Validation is the process of checking whether the instruction is valid for forwarding to the matching
process or the settlement process once the system has successfully validated its format and syntax.

5.3.1 Validation of incoming settlement instructions

Decisional table

Reference ID T2S.05.010

To process an instruction, T2S shall consider the information included in the instruction and other

attributes. The information considered includes:

¢ the instruction type;
e the instructing party;
e the ISO transaction code;

¢ other information from the static data (e.g. on ownership of the accounts).
A set of attributes from which T2S cannot derive the complete processing shall result in the rejection

of the instruction.

Harmonised set of validation rules

Reference ID T2S.05.020

T2S shall validate all incoming instructions. T2S shall apply a set of harmonised validation rules.

This section includes a non-exhaustive list of detailed validation requirements. After encountering
the first negative validation result, T2S shall continue to validate as far as possible (taking into
account potential independencies between the validated data) and report all negative results
together in a single message. Only after performing all logically possible validations shall T2S reject

the instruction.

Duplicate check

Reference ID T2S.05.030

T2S shall check for and reject duplicate/multiple submission of new instructions on the basis of a
combination of the T2S actor identifier and the instruction reference assigned by the instructing party.
In doing so, the duplicate check will compare each incoming instruction with the instructions that are
not settled or not cancelled yet and those instructions settled or cancelled in the past predetermined
period of 3 calendar months.

T2S shall also check and reject duplicate/multiple submission of instruction pool references on the basis of a combination

of the Pool owner identifier and the pool reference assigned by the instructing party. In doing so, the duplicate check
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will compare each incoming instruction with the instructions that are not settled yet and those

instructions settled in the past predetermined period of 3 calendar months.

Mandatory fields

Reference ID T2S5.05.035

T2S shall check the existence of the following fields depending on the instruction type:

e intended settlement date;

e trade date;

e currency;

o settlement amount as defined in the ISO 20022 standards;

e share quantity (for equities) or nominal amount (for fixed income securities);
e Dbuy/sell;

o ISIN;

e BIC of the counterpart delivering the securities;

e BIC of the counterpart receiving the securities;

e CSD of the counterpart?;

o deliverer’'s securities account (to be included only by delivering party);

e receiver’s securities account (to be included only by the receiving party).
These fields shall be validated only if the fields are mandatory for the specific instruction type in

guestion.

Proxy check

Reference ID T2S.05.040

If the instructing party is not the owner of the account, T2S shall check that it is authorised to send

instructions on behalf of the account owner.

Securities account check

Reference ID T2S.05.050

When T2S receives an instruction, T2S shall check that the T2S party concerned has a securities

account in the corresponding CSD in T2S and is authorised to use it.

Note: the settlement function performs the same validation again on the intended settlement date.

Cash account check

Reference ID T2S.05.060

2T2S shall investigate the removal of the CSD of the counterpart as a mandatory field before the go-live of T2S.
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T2S shall check the authorisations related to the cash accounts for payments in T2S. In the event of
securities-related settlement, T2S shall verify that the cash account for the cash leg of the securities
settlement has a link with the securities account or with the T2S party holding the securities account.

Rejection of instructions where the cash or securities account is flagged as being under
insolvency proceedings

Reference ID T2S.05.065

T2S shall trigger the rejection of incoming settlement instructions on a T2S dedicated cash account

or a securities account that has been flagged as being under insolvency proceedings, when those
settlement instructions are intended to either debit the T2S Dedicated Cash Account or to debit the
T2S securities account of the insolvent party.

Currency check

Reference ID T2S.05.070

T2S shall check that the settlement currency is valid in accordance with the list of currencies defined
by the standard ISO 4217 (codes for the representation of currencies and funds). T2S shall check
that the currency of the cash leg of an instruction is a T2S settlement currency. T2S shall check that
the currency of the cash leg is the same as the currency of the cash account. T2S shall not perform

both checks on FOP instructions, even where the field for the settlement amount contains a value.

ISIN check

Reference ID T2S.05.080

T2S shall check that the ISIN exists and that it is eligible for settlement in the corresponding CSD on

the intended settlement date. Nevertheless, T2S shall allow:

e CSDs to send instructions for non-settlement eligible ISIN(s) as long as they are still active
(not logically deleted).
e Other T2S Actor (non-CSD) to send instructions for non-settlement eligible ISIN(s) for 20

business days after the maturity date of the ISIN was reached.

Minimum settlement unit check

Reference ID T2S.05.090

T2S shall check the settlement unit against the minimum settlement unit or nominal when the

guantity is greater than zero.
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Multiple or deviating settlement unit check

Reference ID T2S.05.100

T2S shall check against the multiple or deviating settlement unit or nominal. T2S shall not perform

this check on some instructions related to corporate actions. Nevertheless, T2S shall always check
that the number of decimals in the settlement quantity of an instruction is not higher than the number

of decimals defined in the multiple settlement unit.

Trade date check

Reference ID T2S.05.110

T2S shall check that the trade date is identical to or earlier than the intended settlement day.

Intended settlement date check

Reference ID T2S.05.120

T2S shall check that the intended settlement date is a T2S settlement day for the settlement currency

and that the intended settlement date falls into the time period in the past after which and in the

future prior to which T2S shall accept a settlement instruction.

Market-specific restriction check

Reference ID T2S.05.125

T2S shall check whether a restriction type applies to the settlement instruction or to an instruction
for an intra-position movement to determine its further processing in T2S by checking whether the
information from the instruction matches to a rule and parameter defined in any of the restriction
types. If the validation process finds a match for a restriction type, then validation shall apply
restriction type according to its configuration and shall perform no subsequent checking of any rules

and matrices for that restriction type.

Eligible Counterpart CSD Validation

Reference ID T2S.05.126
In case the issuer CSD is not on T2S, T2S shall verify that

o the CSD of the T2S Party allows settlement for the security with the CSD of the counterpart in
the settlement instruction and
o the CSD of the counterpart in the settlement instruction allows settlement with the CSD of the

T2S Party.
T2S shall validate the information in the settlement instruction against the data in the eligible

Counterpart CSD entity as defined by T2S.16.910 and T2S.16.920.
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Automatic hold of instruction for additional validation or processing by the CSD

Reference ID T2S.05.127

T2S shall hold a settlement instruction, including T2S internally generated realignment settlement
instructions, automatically for additional validation or processing by the CSD when the settlement
instruction fulfils predefined conditions of a restriction type (see section 11.10.2 — Restriction
Processing Type = “CSD Validation Hold"), requiring T2S to hold the settlement instruction. The
settlement instruction in T2S shall support a dedicated attribute CSD Validation Hold/Release Status
to manage the CSD validation hold and release independently from the CSD hold and release. T2S

shall only allow the CSD that defined such restriction for itself to release the settlement instruction.

Rejection of instruction based on market-specific restriction

Reference ID T2S.05.128

T2S shall reject a settlement instruction or an instruction for an intra-position movement
automatically when the settlement instruction fulfils predefined conditions of a restriction type of a
CSD, requiring T2S to reject the settlement instruction (see section 11.10.2 — Restriction Processing

Type = “Rejection”).

Acceptance of instructions where the parties, accounts or securities are blocked from

settlement

Reference ID T2S.05.129

T2S shall accept a settlement instruction or an instruction for an intra-position movement when a

specific restriction blocks from settlement

e the T2S dedicated cash account through a restriction on the NCB as a party operating the T2S
dedicated account;

e the T2S dedicated cash account through a restriction on the RTGS account to which the T2S
dedicated cash account is linked,;

e the T2S dedicated cash account through a restriction on the settlement bank/payment bank
owning the T2S dedicated cash account;

e the T2S dedicated cash account;

o the security;

o the securities account through a restriction on the CSD as a party operating the securities
account;

e the securities account through a restriction on the CSD participant as a party operating the
securities account;

e Oor the securities account.
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Process indicator check

Reference ID T2S.05.140

T2S shall check that settlement-related process indicators are valid for the type of instruction and
the instructing party in question.

The settlement-related process indicators will be used to perform certain actions in the settlement of

an instruction.

T2S shall also allow T2S actors to make use of the non-settlement-related link indicator “INFO” to

link instructions for information purposes.

Process indicator check for partial settlement

Reference ID T2S.05.141

It shall be possible for CSD participants and CSDs to specify whether or not partial settlement of a

settlement instruction is allowed by making use of the partial settlement indicator (possible values:

“Yes” and “No”).

Process indicator check for auto-collateralisation

Reference ID T2S.05.143

It shall be possible for T2S actors to allow auto-collateralisation for a settlement instruction by making
use of the auto-collateralisation indicator.

Further information about the use of the auto-collateralisation indicator can be found in Chapter 8.

Process indicator check for setting settlement priority

Reference ID T2S.05.145

It shall be possible for T2S actors to assign different levels of settlement priority to their instructions.

Further information about the different levels of settlement priority can be found in Section 7.2.2 on
prioritisation (T2S.07.130 — T2S.07.200).

Process indicator check for linking instructions

Reference ID T2S.05.147

It shall be possible for T2S actors to link their own instructions by making use of the 1ISO settlement
link indicators After (“AFTE”), Before (“BEFQO”) and all-or-none (“WITH”). These link indicators will

be used in the settlement process.
After means that an instruction has to be settled after or at the same time as the linked instruction.
Before means that an instruction has to be settled before or at the same time as the linked instruction.

All-or-none means that an instruction has to be settled at the same time as the linked instruction.
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The settlement of linked transactions is described in detail in Section 9.2.1.

Validation of connected settlement instructions

Reference ID T2S.05.148

If an instruction is linked to one or more linking instructions with After (“AFTE”), Before (“BEFO”), or

all-or-none (*“WITH”), T2S shall check that the information contained in the new instruction is
consistent with the present linked instructions (i.e. intended settlement date and securities account
holder).

If an instruction is linked to a settlement restriction previously sent, T2S shall check that initial
restriction is still active (i.e. the restriction is still in place). Section 10.1.3 provides further information

on settlement restrictions.

Issuing date check

Reference ID T2S.05.150

In the case of securities traded on grey markets, T2S shall check that the intended settlement date
is identical to or later than the intended issue date. This check shall not apply for technical

housekeeping instructions sent by the issuer CSD (e.g. to prepare for issuance).

Validation check when an external CSD is present

Reference ID T2S.05.160

T2S shall perform some minimum validations required for instructions involving at least one external

CSD. T2S shall not validate information regarding CSD patrticipants in the external CSD, even though

these instructions will contain such information.

See chapter 2 on cross-CSD settlement and external CSDs for further information about external

settlement.

Already matched instructions

Reference ID T2S.05.170

Already matched instructions must enter T2S as a single instruction containing the information of the
two counterparties. T2S shall create two separate instructions with the same unique matching

reference.

Cross-CSD settlement identification for a matched pair of settlement instructions

Reference ID T2S.05.174

When T2S receives a matched pair of settlement instructions, it shall check whether the instructions
are requiring realignment instructions on other accounts (e.g. on the accounts of the issuer CSD).

When T2S identifies the need to realign, T2S shall generate the required realignment instructions,
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based on the cross-CSD links in static data, at the same moment it creates the matched pair of
settlement instructions. T2S shall validate the realignment instruction and automatically link all

settlement instructions to ensure all-or-none settlement.

Two DVP instructions linked for settlement eligibility purposes

Reference ID T2S.05.186

T2S actors may link two DVP instructions that include specific ISO transaction codes (such as a

repurchase agreement or other defined types) by any of the links specified in requirement
T2S.05.148.

If those two DVP instructions have the same intended settlement date, T2S actors may make use of

the hold and release mechanism in order to space out the eligibility of both instructions.

ISO transaction code

Reference ID T2S.05.200
T2S actors may make use of the ISO transaction codes set out under ISO 20022 (e.g. TRAD, SECL
and REPU).

Validation of maintenance instructions

Reference ID T2S.05.210

In the event of instructions being held/released, cancelled or amended, T2S shall check that the

previous or related reference is present and that the instruction with that reference exists. T2S shall

check that the maintenance instruction is valid and consistent with the previous or related instruction.

T2S shall allow T2S actors to make use of both the previous reference (i.e. instructing party’s

reference) and the related reference (i.e. T2S internal reference assigned to the instruction by T2S).

Instructing party check for instruction maintenance purposes

Reference ID T2S.05.220

T2S shall identify the instructing party for any settlement instruction for the purposes of instruction

maintenance (see Section 5.4 below).

Non-settlement-related information

Reference ID T2S.05.230

T2S shall neither validate nor match non-settlement-related information added to instructions by T2S

actors for their own ends.

Corporate action reference for corporate action related settlement instructions

Reference ID T2S.05.235
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T2S shall allow the indication of a corporate action reference in a settlement instruction, if the

settlement instruction relates to a corporate action.

Status after validation

Reference ID T2S.05.240

After the validation process, instructions entering T2S as “to be matched” shall be given the status
“accepted” or “rejected”. Instructions entering T2S as “already matched” (e.g. pre-matched trades in

CSDs) shall be given the status “rejected” or “matched”.

Information provided after validation

Reference ID T2S.05.250

T2S shall inform T2S actors regarding the outcome of the validation process and will indicate the

reason for the rejection of any instruction.

Full audit trail

Reference ID T2S.05.270

T2S shall keep an audit trail documenting events and status changes during the entire life cycle of
an instruction. This shall indicate the date and time of every change and the unique identifier of the

T2S system user making the change (see Chapter 16 for further information).

5.3.2 Revalidation of instructions owing to updates of static data

Revalidation after changes in data

Reference ID T2S.05.280

T2S shall revalidate both the content and the settlement eligibility of all relevant pending instructions
when settlement-related static data have changed. T2S shall cancel the instructions that do not pass

the revalidation and inform both the CSD and the instructing party of the result of the revalidation.

5.4 Instruction maintenance

Instruction maintenance is the process of amending, cancelling, holding and releasing settlement

instructions.

Availability of instruction maintenance

Reference ID T2S.05.290

CSD participants may use the instruction maintenance function regardless of whether the CSD or

T2S matches their instructions.

Version: R2024.JUN Page 95



© 00 ~N O

10

11

12
13
14
15

16
17
18
19
20
21

22
23

24
25
26

27
28
29

T2S User Requirements — Chapter 5 — Instruction life cycle management and matching
reguirements

Authorisation check for instruction maintenance

Reference ID T2S.05.300

T2S shall allow CSDs or an authorised CSD participant to define settlement instructions instructed

by them as being modifiable or non-modifiable by the CSD participants. This indication will define

the ability of CSD patrticipants to hold, release, amend or cancel these settlement instructions.

Instruction maintenance by an authorised CSD participant

Reference ID T2S.05.310

T2S shall allow CSDs to hold, release, amend and cancel their participants’ instructions until actual

settlement occurs.

T2S shall allow an authorised CSD participant to hold, release, amend and cancel instructions
generated by them for another T2S Party until actual settlement occurs, provided that they have

been granted power of attorney by those T2S Parties.

5.4.1 Hold and release mechanisms

Hold and release mechanisms allow CSD participants and CSDs to hold back or release instructions
for settlement. They allow CSD participants to match and confirm the settlement terms of any
transaction without initiating actual settlement. T2S actors may send maintenance instructions to

hold and release as many times as required.

CSD participants may use the release mechanism to release settlement instructions fully or partially
(i.e. release of an instruction by a securities position lower than the remaining-to-be settled securities

guantity).

Partial release mechanism

Reference ID T2S.05.355

T2S shall allow CSD participants to partially release their matched delivery settlement instructions

with a securities quantity higher than zero.

The settlement instructions to be released should allow partial settlement and should not be linked
or have not been part of a conditional securities delivery. Besides, it should be on hold following the

request from a CSD participant and no other hold types apply.

CSD participants shall indicate the quantity to be released, which should be lower than the
remaining-to-be settled securities quantity and in compliance with the minimum/multiple/deviating

settlement unit check.
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CSD participants may initiate the partial release on or after their intended settlement date. A partial
release is only valid from the start of day period until the relevant end-of day cut-off of the settlement
instruction. Once the cut-off is reached, the partially released settlement instruction is automatically
set back on hold fully.

Hold and release mechanism availability

Reference ID T2S.05.350

T2S shall provide a hold and release mechanism. CSD participants and CSDs may use this

mechanism on a voluntary basis. T2S shall support the hold and release of partially settled

instructions.

Hold and release mechanism check

Reference ID T2S.05.360

T2S shall only allow the T2S actor that has put an instruction on hold to release it. If there are two

hold instructions for the same instruction (one by the CSD patrticipant and one by the CSD), release

instructions must also come from both.

Hold and release mechanism until settlement occurs

Reference ID T2S.05.370

A T2S actor may hold instructions until actual settlement occurs, and even beyond the intended
settlement date. T2S shall consider all instructions on hold at the end of the intended settlement date
as having failed and recycle them according to the T2S recycling rules for unmatched and matched
instructions (see T2S.05.430 and T2S.05.460).

Rejection of an instruction to hold

Reference ID T2S.05.380

T2S shall cancel an instruction to hold a settlement instruction if T2S already has settled the

settlement instruction. T2S shall inform the instructing party accordingly.

Information on execution or cancellation of a hold/ release instruction

Reference ID T2S.05.385

T2S shall inform the instructing party, as well as interested parties authorised to access this
information, immediately after the successful execution or cancelled execution of a hold or release
instruction on a settlement instruction through a status advice. When T2S cancels the execution of

the hold or release, it will provide the reason for cancelling the execution in a status advice.
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5.4.2 Amendment of instructions

Amendment options

Reference ID T2S.05.390

T2S shall allow T2S System Users to amend process indicators until an instruction settles partially

or fully, or cancellation occurs. Nevertheless, T2S only shall allow T2S System Users to amend the

settlement priority of the pending part of the partially settled instruction.

No calculations foreseen

Reference ID T2S.05.400

T2S shall not perform any calculations. CSD participants and CSDs are responsible for amending

instructions before settlement where necessary.

T2S may amend instructions only by filling in default values (e.g. default accounts) from static data.

Information on execution or cancellation of an amendment instruction

Reference ID T2S.05.405

T2S shall inform the instructing party, as well as interested parties authorised to access this
information, immediately after the successful execution or cancelled execution of an amendment
instruction on a settlement instruction through a status advice. When T2S cancels the execution of

the amendment, it will provide the reason for cancelling the execution in a status advice.

5.4.3 Cancellation of instructions

Cancellation check

Reference ID T2S.05.420

T2S shall verify both that the instruction that the T2S actor wishes to cancel exists in T2S and that
its cancellation is possible. T2S actors’ ability to cancel their instructions depends both on the status
of the instruction and on the type of transaction. T2S shall support the cancellation of the pending

part of the partially settled instructions.

Cancellation of unmatched instructions

Reference ID T2S.05.430

T2S shall cancel unmatched instructions on the latest date between either 20 working days after the
intended settlement date or the date of the last status change in accordance with the ESSF/ECSDA
recommendation. The last status change shall be any change in the business status of the instruction
(including generation of an instruction). T2S shall inform the instructing party when T2S cancels

unmatched instructions.
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Unilateral cancellation

Reference ID T2S.05.440

T2S shall allow CSD participants to cancel settlement instructions unilaterally prior to matching.

Bilateral cancellation

Reference ID T2S.05.441

T2S shall allow only bilateral cancellations for matched instructions, i.e. both parties must send a

cancellation instruction (“binding matching”).

Matching of cancellation instructions

Reference ID T2S.05.442

T2S shall cancel both settlement instructions when it matches both instructions to cancel the

settlement instructions and T2S has not settled the instructions in the meantime.

T2S matching exceptions for cancellation instructions

Reference ID T2S.05.443

T2S shall not match cancellation instructions that enter T2S, specified as “already matched” in a

processing attribute for a settlement instruction.

Match status of a cancellation instruction

Reference ID T2S.05.444

T2S shall assign the cancellation instruction the match status “matched” when T2S successfully

accepts (creates) an already matched cancellation instruction. T2S shall assign the settlement
instruction the match status “unmatched” when T2S successfully accepts (creates) an unmatched
cancellation instruction. T2S shall assign an unmatched cancellation instruction the match status

“matched” after T2S matches it successfully.

Confirmation of cancellation

Reference ID T2S.05.445

T2S shall inform the originator of a cancellation instruction when the cancellation instruction is either
executed (i.e. cancellation of the settlement instruction was successful) or cancelled (i.e. settlement

instruction could not be cancelled).

Allegement of cancellation

Reference ID T2S.05.446

For bilateral cancellation, T2S will check whether the cancellation instruction from the counterpart

exists. If the counterpart instruction does not exist, then
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e the cancellation instruction will remain pending until it matches with a valid counterpart
cancellation instruction;

e and T2S will send an allegement for the cancellation to the counterpart of the settlement
instruction.

Deadline for cancellation

Reference ID T2S.05.450

T2S shall allow the cancellation of instructions until actual settlement occurs. In the event that

settlement fails, T2S shall cancel instructions if there is a pending (bilateral) cancellation instruction

before reforwarding the instruction for settlement.

Cancellation instructions shall stay in the system and await the cancellation instruction of the
counterpart when bilateral cancellation is required. T2S shall cancel a cancellation instruction upon
settlement of the underlying settlement instruction and inform its sender that the cancellation was

not successful.
Recycling and cancellation of matched instructions

Cancellation of CoSD

Reference ID T2S.05.470

T2S shall allow an administering party to cancel an instruction unilaterally for conditional securities

delivery (CoSD) (e.g. when one of the parties does not fulfil the external condition for settlement),
even after T2S has blocked the relevant securities holding for a CoSD.

T2S parties may also request the cancellation of a instruction that triggers a CoSD after the CoSD
blocking but T2S will only cancel the instruction upon an additional cancellation request by the
administering party. In this respect, T2S shall inform the administering party when both T2S parties

send a cancellation instruction.

If a CoSD involves more than one administering party, the CoSD settlement instruction will remain
pending unless T2S receives cancellation from each administering party in conditional settlement of
the instruction. When T2S has received the cancellation request from all administering parties, then

T2S will process the cancellation.

Status after cancellation

Reference ID T2S.05.480

The instruction is given the status “cancelled” after successful cancellation. T2S shall inform relevant

parties of the reason for the cancellation.
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reguirements

5.5 Matching

“Matching” is the process of comparing the settlement details provided by the buyer and the seller
of securities in order to ensure that they agree on the settlement terms of the transaction. Matching
is in any event a service offered and charged by CSDs to their users (irrespective of whether it takes
place in T2S or in a CSD).

T2S shall provide a full matching functionality. The T2S matching process will be a specific
functionality compliant with ECSDA rules.

Instructions may enter T2S either as “to be matched” or as “already matched”. Instructions entering
T2S as “already matched” must comply with the T2S matching rules. When instructions enter T2S
as “already matched”, there should be no disruption to the settlement process on account of the

matching location.

In this context, when a CSD takes the business decision to retain/adapt/develop its matching
functionality, two possibilities exist:

e A participant connects directly to T2S: Matching will take place in T2S.
e A participant connects indirectly to T2S: CSDs must have the means of ascertaining immediately
whether or not they can match both sides internally. Where this is not the case, CSDs will forward

the instruction immediately to T2S in order to ensure early matching.
Although this is not a T2S user requirement, its implementation in the systems of the participating

CSDs is necessary in order to ensure the functional operability of the following user requirements.
The requirement shall exclude certain types of transaction that require matching by the CSD:
e external settlement;

e value-added services such as securities lending;

¢ potentially non-fungible securities/registered shares.
Note: Instructions from stock exchanges, trading platforms and CCPs may enter the T2S settlement

process either directly or through a CSD.

5.5.1 Requirements related to matching

Continuous real-time matching facilities

Reference ID T2S.05.490

T2S shall provide real-time matching facilities throughout the settlement day (as defined in Chapter

3). However, matching shall not be available during the maintenance window.

T2S matching exceptions

Reference ID T2S.05.500
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T2S shall not match instructions that enter T2S with the status “already matched” (e.g. pre-matched
trades in CSDs, corporate actions-related instructions) or “matching not required” (e.g. settlement

restrictions). Such instructions may relate both to cross- and to intra-CSD settlement.

Match status

Reference ID T2S.05.520

T2S shall assign the settlement instruction the match status “matched” when T2S successfully
accepts (creates) an already matched settlement instruction. T2S shall assign the settlement
instruction the match status “unmatched” when T2S successfully accepts (creates) an unmatched
settlement instruction. T2S shall assign an unmatched instruction the match status “matched” after
T2S matches it successfully.

Cross-CSD settlement identification for when a pair of settlement instructions match

Reference ID T2S.05.528

When T2S matches a pair of settlement instructions, it shall check whether the instructions are
requiring realignment instructions on other accounts (e.g. on the accounts of the issuer CSD). When
T2S identifies the need to realign, T2S shall generate the required realignment instructions, based
on the cross-CSD links in static data, at the same moment it creates the matching information for
the settlement instructions. T2S shall validate the realignment instruction and automatically link all

settlement instructions to ensure all-or-none settlement.

Information provided after matching

Reference ID T2S.05.530

T2S shall inform T2S actors regarding the outcome of the matching.

Allegement facilities for matching

Reference ID T2S.05.540

T2S shall send an allegement message for any unmatched instruction after the first unsuccessful
matching attempt where this was because of a missing counterpart instruction. However, T2S shall
send the allegement only after having waited for the missing counterpart instruction for a

predetermined period.

T2S shall send an allegement cancellation for a previously sent allegement when that allegement is
no longer valid as the result of a cancellation by the sender of the settlement instruction that T2S

alleged.

T2S shall send an allegement removal for a previously sent allegement when that allegement is no

longer valid because of T2S matching the settlement instruction.
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Cancellation of matched instructions

Reference ID T2S.05.560

Matched instructions shall remain matched until actual settlement occurs, except in cases described

in the user requirements related to cancellation rules (Section 5.4.3).

5.5.2 Mandatory matching fields

Mandatory matching fields

Reference ID T2S.05.570

Mandatory matching fields are those instruction fields that T2S matches in instructions. The
instruction type (DVP, DWP or FOP) shall determine the mandatory matching fields. The current list

of mandatory matching fields is documented in the table below.

DVP / DWP FOP3

Instruction type code Instruction type code
Intended settlement date Intended settlement date
Trade date Trade date

Currency

Settlement amount

Share quantity (for equities) or nominal Share quantity (for equities) or nominal amount
amount (for fixed income securities) (for fixed income securities)

Buy/sell Deliver/receive

ISIN code ISIN code

BIC of the counterpart delivering the securities | BIC of the counterpart delivering the securities

BIC of the counterpart receiving the securities | BIC of the counterpart receiving the securities

CSD of the counterpart* CSD of the counterpart

Tolerance amount for matching

Reference ID T2S.05.580

3 In line with current market practices, in T2S DVD instructions will consist of two linked FOP instructions (link between a RFOP
and a DFOP).

4T2S shall investigate the removal of the CSD of the counterpart as a mandatory matching field before the go-live of T2S.
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T2S shall match the settlement amount with a certain tolerance level (i.e. in the event that there is
no perfect match). The tolerance amount shall have two different bands per currency, depending on
the countervalue, in line with ECSDA rules. Once T2S has matched two instructions with a difference
in the settlement amount that is less than the tolerance amount, T2S shall settle the instruction with

the seller’s settlement amount.

For example, the general tolerance amount proposed by the ECSDA for matching the settlement
amount field in euro is currently €25 when the countervalue is above €100,000 or €2 when it is
€100,000 or less.

5.5.3 Non-mandatory matching fields

Non-mandatory matching fields

Reference ID T2S.05.590

T2S shall support non-mandatory matching fields. Non-mandatory matching fields are fields in the
settlement instruction that T2S matches when they are present. There are two types of non-
mandatory matching fields:

1. An “additional matching field” is non-mandatory matching attribute of a settlement
instruction, which becomes a mandatory matching criterion when either of the parties in its settlement

instruction provides a value for the attribute.

The exhaustive list of additional matching fields can be found in the table below.

DVP FOP

Opt-out ISO transaction condition indicator | Opt-out ISO transaction condition indicator

Ex/cum ISO transaction condition indicator | Ex/cum ISO transaction condition indicator

n/a Currency
n/a Settlement Amount
n/a Credit/Debit

The possible scenarios for the opt-out ISO transaction condition indicator are as follows:

Deliverer’s instruction | Receiver’s instruction | T2S platform action

Blank Blank matching
Opt-out Blank No matching
Blank Opt-out No matching
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Deliverer’s instruction | Receiver’s instruction | T2S platform action
Opt-out Opt-out matching
The possible scenarios for the ex/cum ISO transaction condition indicator are as follows:
Deliverer’s instruction | Receiver’s instruction | T2S platform action
blank blank Matching
ex ex Matching
ex blank No matching
blank ex No matching
cum ex No matching
ex cum No matching
cum cum Matching
cum blank No matching
blank cum No matching
2. An “optional matching field” is a non-mandatory matching attribute of a settlement

instruction, which becomes a mandatory matching criterion when both parties provide a value for the

attribute in their settlement instructions.

The exhaustive list of optional matching fields can be found in the table below.

DVP FOP

Common trade reference Common trade reference

Client of delivering CSD participant® (the data | Client of delivering CSD participant® (the data
type of the field shall be in line with the ISO type of the field shall be in line with the ISO
20022 standard definition) 20022 standard definition)

Client of receiving CSD participant (the data Client of receiving CSD participant (the data
type of the field shall be in line with the 1ISO type of the field shall be in line with the ISO

20022 standard definition). 20022 standard definition).
T2S securities account number of the T2S securities account number of the
delivering party delivering party

5 The ESF/ECSDA standards say “second layer market participant (sub-account/customer of counterparty)”.
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DVP FOP

T2S securities account number of the receiving | T2S securities account number of the receiving
party party

5.6 Settlement eligibility

A settlement eligibility check is necessary to select the suitable instructions for the settlement
process. The settlement eligibility check considers the intended settlement date, the matching status
and the hold/release status of the instructions.

T2S performs the settlement restriction within the settlement process.

5.6.1 Requirements related to settlement eligibility

Harmonised set of settlement eligibility criteria

Reference ID T2S.05.600

T2S shall provide a set of harmonised settlement eligibility criteria. T2S shall forward for settlement

only those instructions that meet these eligibility criteria.

Intended settlement date eligibility check

Reference ID T2S.05.610

T2S shall consider for settlement only instructions with an intended settlement date identical to or

earlier than the current settlement date.

T2S shall also take the specific cut-off times into account for settlement eligibility (e.g. the deadline
for intraday DVP, for central bank operations).

Instruction status eligibility check

Reference ID T2S.05.620

T2S shall consider for settlement only instructions that are “matched”, “already matched” or
“accepted” for which matching is not required given the type of instruction whenever those
instructions do not have the status “on hold” or are linked to a missing instruction (if it is required for

further processing according to the type of link).

Non-eligible instructions for settlement

Reference ID T2S.05.625

T2S shall regard the following instructions as being ineligible for settlement:

1. Instructions before their intended settlement date.
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2. Instruction received by the settlement eligibility process after its cut-off time
3. Instructions on hold.
4. Instructions linked to a missing instruction (if it is required for further processing according

to the type of link).

5. Instructions submitted by non-CSD Actors in an already matured ISIN, except for payment-
free-of-delivery instructions instructed by CCPs which shall be eligible for settlement also during the
transformation detection period (20 business days after the maturity date).

T2S shall consider the last four groups of instructions at the end of the intended settlement date as

having failed.

Settlement Status

Reference ID T2S.05.630

The settlement status of a settlement instruction shall have the value “unsettled” until it successfully
settles. T2S shall assign the value “partially settled” to the settlement status when the quantity in the
settlement instruction settles only partially. T2S shall assign the value “settled” to the settlement
status after the quantity in the settlement instruction settles in full. T2S shall inform relevant parties

in accordance with the requirement T2S.13.130.

5.7 Examples of life cycle and transaction types

This section provides examples of the different life cycle and transaction types in T2S.

Transaction types are described in generic terms (e.g. securities lending or transfer of securities),
and each is linked with a life cycle type. These can be regarded as examples of the main business
cases covered by T2S. The table of transaction types includes those process indicators which do

not impact on the life cycle and are used mainly for settlement specificities (e.g. all-or-none indicator).

The following is a non-exhaustive list of different transaction types:

e Originator: whether the instructing party is a CSD participant, a CSD, etc.

e |SO transaction code

o Life cycle type: see Section 5.2

e Link indicator: indicators of some settlement constraints such as the all-or-none link

e Special features: special conditions under which the instructions may be executed; for example,
the administering party must be identified in the case of conditional instructions.
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
STANDARD
Back-to-back CSD TRAD DVP already Delivery — Facilities to ensure the back-to-back execution
matched Redelivery of buy and sell instructions. A unique ISIN
(AFTER) where, for example, one or more "block” buy
orders are delivered by several "allocated" sell
orders.
Back-to-back CsD TRAD DVP Delivery — Facilities to ensure the back-to-back execution
participant Redelivery of buy and sell instructions. A unique ISIN
(AFTER) where, for example, one or more "block” buy
orders are delivered by several "allocated" sell
orders.
Basket CsD TRAD DVP already AON Instructions to buy/sell may be sent linked
matched together for all or nothing execution. They may
contain different ISINs.
Basket CsD TRAD DVP AON Instructions to buy/sell may be sent linked
participant together for all or nothing execution. They may
contain different ISINs.
Cash transfer CsD Payment None
participant
Mark-up/Mark-down CsD MKUP FOP for special | None Securities will be settled as mark-ups and
participant purpose (same mark-downs of the quantity of issued
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
MKDW owner or securities. This will be identical to the process
corporate employed in the issuance and redemption of
actions) securities.
UCITS CSsD SUBS FOP for special | None Special type of mark-up/down related to the
increase/decrease participant purpose (same fund industry.
REDM owner or
corporate
actions)

Standard (buy/sell) Stock TRAD DVP already None Standard instructions received by a stock
exchange, matched exchange or CCP which enter T2S already
trading matched. Zero quantity DVP transactions are
platform or accepted, as they might be the result of netting
CCP by the CCP.

Standard (buy/sell) CsD TRAD DVP already None Instructions received by CSD to settle standard

matched (buy/sell) instructions.

Standard (buy/sell) CsD TRAD DVP None Instructions received by CSD participants to
participant settle standard (buy/sell) instructions.

Securities conversion CsSD OWNE None
participant

Transfer of securities CsD OWNE FOP already None Instruction to transfer securities between

matched accounts of different CSD participants.
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
Transfer of securities CSD OWNE FOP None Instruction to transfer securities between
participant accounts of different CSD participants.
Transfer of securities CSD OWNI FOP for special | None Instruction to transfer securities between
between accounts with | participant purpose (same accounts owned by the same CSD participant.
the same owner owner or
corporate
actions)
SPECIAL
Auto-collateralisation T2S DVP already None
matched
Auto-collateralisation T2S None
substitution
Buy-in/sell-out CsD TRAD DVP None
Buy-in/sell-out CsD TRAD DVP already None
matched
Buy-in/sell-out CSD TRAD DVP None
participant
Coupon reattachment CsD FOP for special | None The coupon reattachment transforms the
participant purpose (same coupon (as created by the stripping of the
owner or coupon) back into the original security. The un-
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
corporate stripping is possible recollecting the whole
actions) series of principal and related coupons.
Coupon stripping CSD FOP for special | None The detachment (or stripping) of the coupon
participant purpose (same transforms the bond into a different bond plus
owner or a number of separate zero coupons with
corporate different maturities representing the coupon
actions) payments.
Delivery with payment CSD or CCP SETR DWP already None Instruction delivering cash and securities. This
matched may be the netting resulting from different
NETT instructions.
Market claim CsD DVP already None Instruction generated by the CSD to
transaction matched compensate a market claim.
Market claim CsD Payment None Instruction generated by the CSD to
transaction compensate a market claim.
Market claim CsD FOP for special | None Instruction generated by the CSD to
transaction purpose (same compensate a market claim.
owner or
corporate
actions)

Collateral-related
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
DBV CSsD POOL DVP already AoN Instructions to lend against a set of securities
matched (collateral). Instructions are sent via the CSD
systems and linked together for all-or-none
execution. These may contain different ISINs
and are a special type of “basket”.
Monetary policy CsD REPU RVPO | DVP for already | None Repo for monetary policy purposes.
operation matched repos
Pledge (collateral Stock COLL FOP for special | None The movement of pledging is processed as an
management) exchange, purpose (same FOP instruction.
trading owner or
platform or corporate
CCP actions)
Pledge (collateral CsD COLL FOP already None The movement of pledging is processed as an
management) matched FOP instruction.
Pledge (collateral CsD COLL FOP None The movement of pledging is processed as an
management) participant FOP instruction.
Repo CsD REPU DVP AFTER,
participant
RVPO
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
BEFORE.
NONE
Securities lending CSD SECL DVP already None Securities lending instruction sent in order to
matched cover a failure. The instruction needs a link to
SECB the failing instruction to ensure the correct
destination for the securities. This instruction
may be generated only by CSDs where an
appropriate lending procedure is in place.
Securities lending CsD SECL DVP None Securities lending instruction sent for business
participant reasons. The instruction does not need a link
SECB to the failing instruction to ensure the correct
destination for the securities.
Corporate action-related
0 Securities issuance CsD FOP for special | None unless Instructions for the issuance and redemption of
and redemption purpose (same | instructed by | securities will be sent directly by CSDs.
owner or issuer CSD Accounts for issuing new securities are set up
corporate in the issuing CSD.
actions)
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purpose (same

owner or

instructed by
issuer CSD

Transaction type Originator ISO Life cycle type | Link Notes

transaction indicator
code

0 Securities issuance CSD DVP already None unless | Instructions for the issuance and redemption of

and redemption matched instructed by | securities will be sent directly by CSDs.
issuer CSD Accounts for issuing new securities are set up

in the issuing CSD.

1 No settlement CsD Block position None unless | Corporate actions which do not result in a
instructed by | settlement activity, such as annual general
issuer CSD meetings).

2 Cash distribution CsD PFOD None unless | Corporate actions that result in the distribution
instructed by | of cash, such as dividends and coupon
issuer CSD payments.

3 Securities distribution | CSD None unless | Corporate actions that result in securities
instructed by | distribution based on the positions in a given
issuer CSD security on a given date. This involves the

following steps: collecting information
(enquiring regarding positions); blocking the
positions; and the sending of a DFP instruction
by a CSD.

3 Securities distribution | CSD FOP for special | None unless | Corporate actions that result in securities

distribution based on the positions in a given
security on a given date. This involves the

following steps: collecting information
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Transaction type Originator ISO Life cycle type | Link Notes
transaction indicator
code
corporate (enquiring regarding positions); blocking the
actions) positions; and the sending of a DFP instruction
by a CSD.
4 Redemption CSD DVP already None unless | Redemption is effected as DVP. A CSD may
matched instructed by | send an instruction to block the ISIN, query the
issuer CSD position and effect the redemption.
5 Securities conversion | CSD None unless | A corporate action that involves the
instructed by | substitution of securities and is generally part
issuer CSD of a sequence that requires querying, blocking
and substitution.
6 Booking out CsD FOP for special | None unless | The booking out of securities may be
purpose (same | instructed by | performed as a sequence of instructions
owner or issuer CSD including the cancellation of pending
corporate instructions.
actions)
Primary market and Issuer CSD PLAC FOP for special | None A special instruction covering the chain of
IPO purpose (same instructions on the part of an IPO which is
owner or necessary to account the securities from the
corporate issuer to the primary holder and on to the end
actions) investors. It will be processed on an AoN
basis.
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Transaction Originator | ISO Life cycle Link Notes Special features of
type transaction | type indicator instruction maintenance
code
CONDITIONAL
Cash external | CSD TRAD FOP None The actual settlement is kept on An administrative party is
to T2S participant conditional hold, once the securities have been | required to oversee operations
reserved, waiting for the related to cash. DVP will not
administrative party to confirm the be executed by T2S.
continuation/abandonment of the
settlement.
Cross-CSD T2S TRAD FOP for None
transactions special
(realignment) purpose
(same owner
or corporate
actions)
Issuer CSD CSD TRAD FOP None The actual settlement is kept on
external to participant conditional hold, once the securities have been
T2S reserved, waiting for the securities

to be settled in the issuer CSD

before the T2S settlement is

Version: R2024.JUN

Page 116




T2S User Requirements — Chapter 5 — Chapter 6

fungible and have an ISIN.
Registration will occur outside T2S.
T2S will put actual settlement on
hold, once the securities have been
reserved, waiting for the securities
to be registered before executing

the final settlement.

Transaction Originator | ISO Life cycle Link Notes Special features of
type transaction | type indicator instruction maintenance
code
executed. The issuer CSD will
perform the final settlement,
releasing the booking of securities in
T2S.
Issuer CSD CsD TRAD DVP None T2S will put actual settlement on The issuer CSD will perform
external to participant conditional hold, once the securities have been | the final settlement, releasing
T2S reserved, waiting for the securities the booking of securities in
to be settled in the issuer CSD T2S.
before the T2S settlement is
executed.
Registered CSD TRAD DVP None T2S will settle registered securities | Static data shall establish
securities participant conditional in book-entry form if they are whether or not securities

require registration.
Reservation of cash is not
expected to continue
overnight. CSDs will be
processing the registration and
sending the confirmation to the

CSD patrticipant.
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fungible and have an ISIN.

Registration will occur outside T2S.

T2S will put actual settlement on
hold, once securities have been
reserved, waiting for the securities
to be registered before executing

the final settlement.

Transaction Originator | ISO Life cycle Link Notes Special features of
type transaction | type indicator instruction maintenance
code

Registered CsD TRAD FOP None T2S will settle registered securities Static data shall establish

securities participant conditional in book-entry form if they are whether or not securities
fungible and have an ISIN. require registration.
Registration will occur outside T2S. | Reservation of cash is not
T2S will put actual settlement on expected to continue
hold, once securities have been overnight. CSDs will be
reserved, waiting for the securities processing the registration and
to be registered before executing sending the confirmation to the
the final settlement. CSD participant.

Registered CSD TRAD None T2S will settle registered securities | Static data shall establish

securities participant in book-entry form if they are whether or not securities

require registration.
Reservation of cash is not
expected to continue
overnight. CSDs will be
processing the registration and
sending the confirmation to the

CSD participant.
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6 Provision of liquidity, collateral management and monitoring
of liquidity

Chapter 6 deals with the provision of liquidity for settlement in T2S, the impact of NCBs’ management
of collateral on the user requirements and the monitoring of liquidity by NCBs.

Section 6.1 describes the user requirements applicable to the structure of cash accounts used for
T2S settlements (“T2S dedicated cash accounts”). It defines the types of transaction allowed on T2S
dedicated cash accounts. The ability to limit the use of cash available on T2S dedicated cash
accounts by setting limits is detailed in chapter 10. Finally, the section explains the different functions
and tools offered by T2S for providing cash on T2S dedicated cash accounts, such cash forecast
procedures that help payment banks allocate sufficient liquidity to their T2S dedicated cash

accounts.

Section 6.2 defines the user requirements for liquidity transfers between relevant RTGS accounts

and T2S dedicated cash accounts.

Section 6.3 defines the user requirements resulting for the interoperability with central bank collateral
management systems. It covers user requirements resulting from collateral management procedures
expected for monetary policy operations and intraday credit provision, and also deals with the
provision of intraday credit through auto-collateralisation procedures.

6.1 Provision of liquidity

This section describes the cash account structure for T2S settlements and identifies the main
sources of liquidity that a T2S dedicated cash account holder can use to obtain cash on its T2S

dedicated cash account(s).

6.1.1 Cash account structure for T2S and types of cash transactions allowed in T2S

6.1.1.1 Features of the cash account structure

Types and features of cash accounts used for T2S settlements

Reference ID T2S.06.010

Cash settlements in T2S shall take place exclusively on T2S dedicated cash accounts. T2S

dedicated cash accounts must be exclusively a central bank money account opened on the books

of a NCB and will be dedicated to the settlement of T2S operations.

Version: R2024.JUN Page 120



© 00 N oo o B~ w DN

-
o

11

12

13
14

15

16
17

18

19
20

21

22
23
24
25
26
27
28

T2S User Requirements — Chapter 6 — Provision of liquidity, collateral management and
monitoring of liquidity

Denomination of T2S dedicated cash account in T2S settlement currency

Reference ID T2S.06.020

Under the conditions set in the user requirements relating to non-euro cash settlements in T2S in

Chapter 8, T2S shall be able to ensure cash settlement on T2S dedicated cash accounts in central
bank money in euro as well as in any other T2S settlement currency, i.e. a currency accepted in T2S

as a cash settlement asset.

A T2S dedicated cash account shall be denominated in euro if it is held on the books of an NCB of
the euro area or on the books of any other NCB allowed by the Eurosystem to provide settlement

services in central bank money in euro.

A T2S dedicated account shall be denominated in a T2S settlement currency other than euro if it is
held on the books of an NCB issuing the relevant currency, or on the books of any other NCB allowed

by the issuing NCB to provide settlement services in central bank money in the relevant currency.

Access conditions of T2S actors to T2S dedicated cash account

Reference ID T2S.06.030

T2S dedicated cash accounts for T2S actors shall only be opened by the respective NCBs on whose

books the T2S dedicated cash accounts are held.

Background information

In order to hold a T2S dedicated cash account, the T2S actor must meet the criteria set by the NCB

on whose books it holds its cash account.

Number of T2S dedicated cash accounts held by each T2S dedicated cash account holder

Reference ID T2S.06.040

A T2S dedicated cash account holder shall be able to hold one or several T2S dedicated cash

accounts in the same currency or in different T2S eligible currencies.

Relationship between T2S dedicated cash accounts and RTGS accounts

Reference ID T2S.06.050

For each T2S dedicated cash account and in accordance with the rules of the relevant central

bank(s) (to be determined by the Eurosystem for the euro), the T2S dedicated cash account holder
must identify in the static data the RTGS account in TARGET?2 (for euro) or the RTGS account in
other payment systems (for non-euro currencies) to which the T2S dedicated cash account must be
linked. This link identifies the RTGS account on which the liquidity available on a T2S dedicated cash
account (in the relevant currency) must automatically be repatriated at the end of the day and from

which liquidity must be used to reimburse the pending amount of intraday credit (initially granted to
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the T2S dedicated cash account holder through auto-collateralisation) that must be reimbursed at

the end of the day.

T2S shall enable the T2S dedicated cash account holder to link several T2S dedicated cash account

to one RTGS account.

The RTGS account(s) to which the T2S dedicated cash account(s) is (are) linked shall either belong
to the T2S dedicated cash account holder or to a third party acting as a payment bank in any RTGS
system for the relevant T2S dedicated cash account holder. The T2S dedicated cash account and
the linked RTGS account of a same currency may be in the books of different NCBs. During real-
time settlement cycles, liquidity transfers between T2S dedicated cash accounts and RTGS accounts

shall be settled on a real-time basis.

Liquidity transfers between external accounts and T2S dedicated cash accounts

Reference ID T2S.06.060

T2S shall ensure that a T2S dedicated cash account holder is able to receive on or send liquidity
from its T2S dedicated cash account(s) from/to any external account with any NCB provided that
both accounts are denominated in the same currency and that this is permitted by the relevant central
banks. For euro currency the possible external accounts are the MCA in CLM and the RTGS and
TIPS DCAs (including CB accounts).

During real-time settlement cycles, T2S shall settle liquidity transfers between external accounts and
T2S dedicated cash accounts on a real-time basis.

Prioritisation of “multiple liquidity providers” functionality — use of liquidity

Reference ID T2S5.06.063

In addition to regular liquidity transfers from RTGS accounts to T2S mentioned above, T2S shall also

provide T2S dedicated cash account holders with a “multiple liquidity providers” functionality.

According to this functionality, dedicated cash account holders shall have the possibility to receive
liquidity from several RTGS accounts and use it in T2S in accordance with a priority defined in static
data (priority defined in static data either by the liquidity receiver or by another party, e.g. the main

liquidity provider, if granted with adequate access rights).

When this functionality is used, each liquidity provider must determine in static data the amount of
cash to be transferred by default from their RTGS account to the T2S dedicated cash account of
their client (the liquidity receiver hereunder). These transfers will be executed ahead of the start of
T2S night-time settlement cycles. Every day, liquidity providers shall be able to replace the amount
by default with an ad hoc amount of cash to be transferred to their client before the night-time

settlement cycles of T2S (in accordance with the T2S and RTGS time schedules and, in any case,
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before the execution of the liquidity transfer). With this functionality, the amounts of liquidity

effectively transferred shall be stored in T2S in order to be used in the reimbursement process.

Prioritisation of “multiple liquidity providers” functionality— use and reimbursement of

liguidity

Reference ID T2S.06.067

Liquidity received by the liquidity receiver on its T2S dedicated cash account shall be available for

the latter to settle its transactions during the night-time settlement process.

When at the end of the night-time settlement process, cash remains available on the T2S dedicated
cash account of the liquidity receiver, T2S shall trigger liquidity transfers with a view to reimbursing

the liquidity providers in the relevant RTGS systems?.

The reimbursement process followed by T2S shall take place in accordance with the priority of
liquidity providers defined in static data, in such a way that the liquidity is used to reimburse in priority
the most remote liquidity provider and that the main liquidity provider is the last one to be reimbursed.
In this chain of reimbursements, T2S shall aim at reimbursing each liquidity provider up to the
maximum amount of cash lent (i.e. amount of cash effectively transferred from the RTGS account to

T2S), before starting to reimburse the next liquidity provider.

When, after reimbursing all other liquidity providers, there is cash remaining on the T2S dedicated
cash account of the liquidity receiver, the latter (if opting for this facility) shall be able to automatically
return all the remaining cash available to the RTGS account of its main liquidity provider, even if this
amount exceeds the amount of liquidity effectively granted ahead of night-time settlements.

Ability for a T2S dedicated cash account holder to centralise all settlements on one T2S

dedicated cash account

Reference ID T2S.06.070

For each settlement currency, T2S shall enable a T2S dedicated cash account holder to settle all its

proprietary and clients’ instructions with all CSDs participating in T2S on one single T2S dedicated

cash account.

! These automated liquidity transfers must only take place in the context of this prioritisation of multiple liquidity providers
functionality and must only apply to liquidity receivers resorting to this functionality. For other liquidity transfers between RTGS
systems and T2S ahead of night-time settlement, this means that, if this specific functionality is not used and if no standing or
predefined liquidity transfer order is specified, T2S is not expected to rebalance cash automatically from T2S to the RTGS system at

the end of the night-time settlement process.
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Ability for a T2S dedicated cash account holder settle on several T2S dedicated cash

accounts

Reference ID T2S.06.080

Alternatively, for each settlement currency, T2S shall as well enable a T2S dedicated cash account

holder to settle its proprietary and clients’ instructions with one, several or all CSDs participating in

T2S, on different T2S dedicated cash accounts.

Ability to use different T2S dedicated cash accounts for the settlement of trading related

transactions and corporate actions

Reference ID T2S5.06.090

T2S shall enable T2S dedicated cash account holders to use a different T2S dedicated cash

accounts for the settlement of the cash leg of trading-related instructions and for the settlement of
the cash leg settlement of corporate action instructions.

When a T2S dedicated cash account holder uses different T2S dedicated cash accounts for trading-
related instructions and for corporate action instructions, the T2S dedicated cash account holder is
required to determine in its instructions the cash account on which cash proceeds of a corporate
action have to be credited.

Ability for a T2S party to settle on the T2S dedicated cash accounts of third party T2S

dedicated cash account holder(s)

Reference ID T2S.06.100

T2S shall enable a T2S party to settle on the T2S dedicated cash account(s) of one or more T2S
dedicated cash account holder(s) with which it has a specific contractual relationship to that purpose
i.e. the T2S dedicated cash account that will be used for settlement will either be the T2S dedicated
cash account populated on the settlement instructions or the default T2S dedicated cash account
linked to the securities account. The T2S dedicated cash account populated on the instructions will

prevail.

6.1.2 Types of transactions settling on T2S dedicated cash accounts

Auto-collateralisation transactions settling on T2S dedicated cash accounts

Reference ID T2S.06.110

T2S shall settle the cash leg of auto-collateralisation operations for T2S Actors on T2S dedicated

cash accounts in T2S.
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Enable payment agents to settle cash leg of corporate action transactions on T2S dedicated

cash accounts

Reference ID T2S.06.111

T2S shall enable payment agents, representing securities issuers, to settle the cash leg of corporate

actions on T2S dedicated cash accounts (e.g. dividend and interest payments).

Corporate action transactions settling on T2S dedicated cash accounts

Reference ID T2S.06.112

T2S shall settle cash leg of a corporate action for a T2S Actor, received from a payment agent that

settles the cash leg of a corporate action in T2S, in the actor’s T2S dedicated cash account.

Liquidity transfers between T2S dedicated cash account and RTGS account

Reference ID T2S.06.113

T2S shall settle liquidity transfers for non-euro currencies between a T2S dedicated cash account

and the RTGS account and vice versa. For euro currency, T2S shall settle liquidity transfer between
a T2S dedicated cash account and the following accounts in the TARGET Services (an MCA in CLM
and a DCA opened in RTGS or TIPS (including CB accounts)).

Liquidity transfers between cash accounts belonging to payment bank(s) and/or NCB(s)

Reference ID T2S.06.114

T2S shall settle liquidity transfers between;

e two T2S dedicated cash accounts linked to the same RTGS account for non-euro currencies
or MCA for euro currency or between T2S dedicated cash accounts of the same payment bank
(including the T2S dedicated cash accounts of another T2S party the payment bank acts for
as liquidity provider) ;

e two T2S NCB cash accounts;

e a T2S dedicated cash account of a payment bank and a T2S NCB cash account and vice

versa.

Auto-collateralisation related cash transfers

Reference ID T2S.06.115

T2S shall settle liquidity transfers between a T2S dedicated cash account of a T2S Actor and the
T2S dedicated cash account or the T2S NCB account of its NCB.
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Cash settlement of other instructions

Reference ID T2S.06.116

T2S shall settle the cash leg of all trade-related and other instructions on T2S dedicated cash

accounts in T2S.

Optional retransfer of corporate action proceeds

Reference ID T2S.06.117

T2S shall enable a T2S Actor, receiving cash proceeds from corporate actions on its T2S dedicated

cash account, to specify whether T2S should keep the cash proceeds on the T2S dedicated cash
account or to retransfer these cash proceeds from the T2S dedicated cash account to the RTGS
account (outside T2S) with which the T2S dedicated cash account is linked.

T2S foresees the automatic triggering of a liquidity transfer, based on an event (T2S.16.660). The
T2S Actor must define a standing liquidity transfer order for the T2S dedicated cash account in static
data to opt for an automated retransfer of cash proceeds to an RTGS account. T2S will automatically
trigger the liquidity transfer from the standing order when it receives cash proceeds from a corporate

action.

Optional retransfer of corporate action cash proceeds

Reference ID T2S.06.118

T2S shall perform an automated and immediate transfer of cash proceeds arising from settlement of
corporate action related settlement instructions on a T2S dedicated cash account to the RTGS
account when the T2S Actor has setup a standing liquidity transfer order with the business event

“corporate action rebalancing liquidity (CARL)”.

Possibility to reserve ligquidity on T2S dedicated cash accounts

Reference ID T2S.06.120

A T2S dedicated cash account holder shall be able to reserve liquidity on one or several of its T2S
dedicated cash account(s) for the settlement of a specific instruction or of a set of specific

instructions.

Typology of transactions can not settle on T2S dedicated cash accounts and exceptions

Reference ID T2S.06.130

As a matter of principle, apart from those exceptions mentioned above, T2S shall not settle clean
payments. Clean payments are cash transfers that are not the counterpart of a securities transfer

nor the proceeds of a corporate action.
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6.1.3 Sources of liquidity on T2S dedicated cash accounts

Sources of liquidity on T2S dedicated cash accounts

Reference ID T2S.06.150

For the cash settlement of trading-related transactions and of corporate actions, T2S shall enable

T2S dedicated cash account holders to benefit from four sources of liquidity on their T2S dedicated

cash accounts:

e cash received from their relevant RTGS accounts or from the relevant RTGS accounts belonging
to other participants in RTGS systems (see the sub-sections below for details on liquidity
transfers between relevant RTGS accounts and T2S dedicated cash accounts);

e the cash proceeds of their selling transactions or of corporate actions in which they have an
entitlement (see the sub-sections above for details on settlement optimisation and on cash
transactions allowed on T2S dedicated cash account);

¢ the liquidity transfers made from one of their T2S dedicated cash account to another of their T2S
dedicated cash account (see the sub-section above for details on the cash transactions allowed
on T2S dedicated cash accounts);

e intraday credit provision on T2S dedicated cash account through auto-collateralisation (see the
sub-section below for details on auto-collateralisation).

6.2 Liquidity Transfer Order Life Cycle Management

This section describes the life cycle of the liquidity transfers orders in T2S with its business process

flow and status management requirements.

This section consists of 4 sub-sections:

e Sub-section 6.2.1 provides a high level overview of the different processes in life cycle
management of liquidity transfers.

e Sub-section 6.2.2 describes the different types of liquidity transfers and their associated business
processes.

e Sub-section 6.2.3 details the business validations for liquidity transfer orders, such as the
consistency and authorisation checks that incoming orders (immediate liquidity transfer order)
have to pass for T2S to accept them for further processing.

e Sub-Section 6.2.4 defines the settlement of liquidity transfer, such the communication between
the RTGS and T2S when T2S settles a liquidity transfer.

6.2.1 High level description of liquidity transfer order life cycle management

This diagram depicts the different high-level processes of the liquidity transfer order life cycle

management of T2S and its interactions with the various T2S Actors and other T2S components. It
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does not seek to pre-empt any future decision on the IT design and technical implementation of T2S.
Liquidity transfer Orders life cycle management consists of three main processes: business

validation, liquidity transfer settlement and a communication function.

Figure 6-1: Life cycle Management of a Liquidity transfer order
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6.2.1.1 Business Validation
Business validation is the process of checking the correct content of an immediate liquidity transfer

order, as well as validating the consistency of information between static data and immediate liquidity
transfer order sent to T2S. Liquidity transfer order life cycle management immediately validates all
incoming liquidity transfer orders, received from a T2S Actor, based on a set of validation rules. After

validation, T2S shall either accept or reject the liquidity transfer order.

Input

Immediate Liquidity Transfer Order | From settlement banks or payment banks

Information Information T2S from static data for validation
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Output

Validation status Responses to the settlement bank/payment bank regarding the

message validation status of the immediate liquidity transfer order

Immediate Liquidity Forwarding of the accepted immediate liquidity transfer order to the

Transfer Order liquidity transfer order settlement process

Status update Status update (as defined in Table 6-1) of the immediate liquidity
transfer in the data store

Table 6-1 List of business-validation-related statuses for an immediate liquidity transfer
order

Status Description

Accepted | Accepted Status of an immediate liquidity transfer order implies that the order that is
generated or received from a T2S party, has passed through all the business

validations and is ready for its settlement

Rejected | Rejected Status of an immediate liquidity transfer order implies that the order that is
generated or received from a T2S party, has not passed through all the business

validations

6.2.1.2 Event-Based Scheduler
An event-based scheduler in T2S shall trigger the creation of an immediate liquidity transfer from

pre-defined and standing liquidity transfer orders, maintained in static data, based on a specified

type of business event or specific time.

6.2.1.3 Communication of a liquidity transfer order
The communication function publishes to the interface component a request to forward the

settlement status change of a liquidity transfer order and also the liquidity transfer order to the T2S
interface for transmission to the payment bank/settlement bank as per the message subscription

service (see Chapter 13).

Input
Settlement status Received after every successful or unsuccessful attempt to settle of a
message liquidity transfer order

Liquidity Transfer Received in case of transfer of liquidity from T2S to RTGS, after the

Order transfer amount is successfully booked within T2S
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Output

Settlement status

Immediately forwards settlement status (as defined in table 6-2) to the

message interface function after every receipt of a status message from Liquidity
Transfer Order Settlement

Liquidity Transfer | Immediately forwards the liquidity transfer order to interface function which

Order shall forward the order to the RTGS system

Table 6-2 List of settlement-related statuses for an immediate liquidity transfer order

Status Significance
Value
Settled Settled Status of an immediate liquidity transfer order defines that an “Accepted”

order has been successfully executed by the “Liquidity Transfer Settlement”

process
Partially The Status “Partially Settled” for an immediate liquidity transfer order defines that
Settled an “Accepted” order has been executed successfully by the liquidity transfer order

settlement process but the settlement occurred for a part of the intended transfer
amount specified in the order.

Unsettled | The status “Unsettled” for an immediate liquidity transfer order defines that the
liquidity transfer order settlement process has executed an “Accepted” order

successfully, but the transfer amount failed to settle.

Not The status “Not Executed” for an immediate liquidity transfer order defines that the
Executed | liquidity transfer order settlement process has not attempted an “Accepted” order

for settlement.

T2S communicates the status of a liquidity transfer order and its rejection or failure (in case not

successful) together with the reason to the settlement bank / payment bank. T2S shall also

communicate the changes in statuses of a liquidity transfer order

Chapter 13 describes the messages that T2S provides for management of immediate liquidity

transfer orders. Chapter 14 describes the queries that T2S provides for NCB, settlement banks and

payment banks concerning liquidity management.
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6.2.1.4 Life cycle process requirements
The liquidity transfers need to be processed (validated, accepted) and booked immediately within

the liquidity transfer settlement. T2S shall communicate the status of a liquidity transfer order for any
change in the balance to the owner of a T2S dedicated cash account. T2S shall communicate
immediately the status of the liquidity transfer to the corresponding RTGS system through a

settlement status message, when the liquidity transfer involves a RTGS account.

6.2.2 Liquidity transfer order business process

A liquidity transfer order shall be a tool to transfer liquidity to the T2S dedicated cash account of a
payment bank (or a settlement bank) in order to provide liquidity to facilitate securities settlement,
for the current business day in T2S.

A liquidity transfer can occur between

e a T2S Dedicated cash account and another T2S Dedicated cash account (or)

e aRTGS account and a T2S dedicated cash account
T2S shall handle a liquidity transfer as a credit transfer, i.e. the service running the account to be

debited shall trigger the execution of the liquidity transfer.

Therefore, a liquidity transfer from an RTGS system (e.g. TARGET2) to T2S shall be initiated in the
RTGS system, while a liquidity transfer from T2S to an RTGS system shall be initiated by T2S.
Every payment bank is responsible for providing sufficient liquidity for settlement in T2S, irrespective
of whether it holds an account in TARGET2 or in any other RTGS system that provides liquidity.

When a payment banks holds an RTGS account, the payment bank shall control the management

of the liquidity transfers in favour of the T2S dedicated cash accounts.

If a payment bank does not hold an RTGS account, it must instruct (outside T2S) the holder of the
RTGS account, linked to its T2S dedicated cash account, to transfer liquidity.

Therefore, the holder of the T2S dedicated cash account has to monitor the account balance on its
T2S dedicated cash account. The holder of the account to be debited by a liquidity transfer shall be
able to issue orders for the transfer of liquidity (the immediate liquidity transfer order, the predefined

liquidity transfer order or the standing liquidity transfer order).

Important from a treasurer’s perspective is the fact that the debit account holder keeps full control of

“outgoing” liquidity.

6.2.2.1 General Requirements

Use of messages provided for in the cash management standard

Reference ID T2S.06.195
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Consistent with T2S.12.040, for liquidity management purposes, 1ISO-20022 compliant messages
provided for in the cash management standard (e.g. liquidity transfer order) shall be used.

Payments to transfer liquidity from the RTGS account to T2S dedicated cash accounts shall use the

liquidity transfer orders.

Use of messages as status advice for a liquidity transfer order

Reference ID T2S.06.196

T2S shall inform NCBs, settlement banks and payment banks of the result of all changes to the
status of a liquidity transfer as a result of processing, according to their message subscription

configuration in T2S.

Provision of liquidity in T2S

Reference ID T2S.06.200

Settlement banks and payment banks shall be able to adjust the liquidity available for settling
instructions in T2S using immediate liquidity transfer orders, predefined liquidity transfer orders and

standing liquidity transfer orders.

Initiator of immediate liquidity transfers

Reference ID T2S.06.205
The holder of the cash account to be debited or a T2S Actor (e.g. CSDs) it has authorised to do so

always shall initiate immediate liquidity transfer orders.

Immediate liquidity transfers from pre-defined and standing liquidity transfer orders

Reference ID T2S.06.206

T2S shall generate an immediate liquidity transfer order from standing and pre-defined liquidity
transfer orders. The holder of the cash account to be debited or a T2S Actor (e.g. CSDs) it has
authorised to do so always shall maintain pre-defined and standing liquidity transfer orders in static

data.

CSD (or another party) acting on behalf of a payment bank

Reference ID T2S.06.210

It shall be possible for CSDs, acting on behalf of payment and settlement banks under a power-of-
attorney or other contractual agreement to do so, to initiate liquidity transfers. T2S shall check
whether the payment or settlement bank has authorised the CSD to do so. T2S static data shall store

the existence of this contractual.
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T2S shall thus be able to perform some validation on the flag for contractual agreement for liquidity
transfers from T2S to an RTGS system (e.g. TARGET2). The same rule should also be valid for
other parties authorised by the account holder of the account to be debited.

Automatic liquidity transfers

Reference ID T2S.06.220

Liquidity used in T2S for settlement shall be taken into account when calculating the fulfilment of

minimum reserve requirements, i.e. T2S shall transfer liquidity automatically to the relevant RTGS
account in the RTGS system (e.g. TARGET?2) at the end of the settlement day.

On an optional basis, a T2S Actor can use additional automated predefined and standing liquidity
transfer orders from T2S to an RTGS system, e.g. immediately after the start of daytime settlement
(at 05:00hrs) and/or at the end of DVP settlement (at 16:00hrs).

Priority of liquidity transfers

Reference ID T2S.06.230

T2S shall settle liquidity transfers in real-time in T2S except during night-time settlement during a

running settlement cycle.

Attribute Requirements

Reference ID T2S.06.231

A liquidity transfer orders shall have the attributes as defined in Static data Section 16.8.5

Status Requirements

Reference ID T2S.06.232

T2S shall uniquely set a status when a liquidity transfer order passes through its life cycle as defined
in tables 6-1 and 6-2

Definition of a “floor” for a T2S dedicated cash account

Reference ID T2S.06.233

The account holder of the T2S dedicated cash account shall have the possibility to define a minimum
amount of liquidity (i.e. a liquidity floor) that should be available on the T2S dedicated cash account.
T2S shall check the minimum amount, defined by the account holder of the T2S dedicated cash
account after each posting on the T2S dedicated cash account. When the liquidity available falls
below the defined minimum amount, T2S shall alert the treasurers at the account holder of the T2S

dedicated cash account through a message.
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Definition of a “ceiling” for a T2S dedicated cash account

Reference ID T2S.06.234

The account holder of the T2S dedicated cash account shall have the possibility to define a maximum

amount of liquidity (i.e. a liquidity ceiling) that should be available on T2S dedicated cash account.
T2S shall check the maximum amount defined by the account holder of the T2S dedicated cash
account after each posting on the T2S dedicated cash account. When liquidity available exceeds the
defined maximum amount, T2S shall alert the treasurers at the account holder of the T2S dedicated

cash account through a message.

6.2.2.2 Types of Liquidity transfer order
T2S supports three types of liquidity transfers from T2S dedicated cash accounts to RTGS cash

accounts and between T2S dedicated cash accounts of the same party

e Immediate Liquidity Transfer Order
o Pre-defined Liquidity Transfer Order
e Standing Liquidity Transfer Order

Immediate liquidity transfer order
An immediate liquidity transfer order is an order to transfer a specified amount of money between

two cash accounts in real-time on the receipt and acceptance of the order.

Predefined liquidity transfer order
A Pre-defined Liquidity transfer order is an order to transfer a specified amount of money from one

cash account to another cash account to be executed only once at a defined time or event.

Standing liquidity transfer order
A Standing Liquidity transfer order is an order to transfer a specified amount of money from one cash

account to another. The order shall be executed repetitively at a defined time or event.

The following table depicts the different types of Liquidity transfer orders with its acceptance

and execution

No. | Type of Acceptancein T2S Execution in T2S
Incoming
Orders

1. Immediate Liquidity credit transfer instruction Immediate on acceptance
Liquidity of the order
Transfer Order
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No. | Type of Acceptance in T2S Execution in T2S
Incoming
Orders

2. Pre-defined Generates a liquidity transfer order Immediate on acceptance
Liquidity instruction, based on parameters defined | of the generated

Transfer Order in T2S static data for predefined liquidity | immediate liquidity transfer

transfer orders order
3. Standing Generates a liquidity transfer order Immediate on acceptance
Liquidity instruction, based on parameters defined | of the generated
Transfer Order in T2S static data for standing liquidity immediate liquidity transfer
transfer orders order

6.2.2.3 Immediate liquidity transfer order

Processing of immediate liquidity transfer orders from a T2S dedicated cash account to an
RTGS account

Reference ID T2S.06.240

Immediate liquidity transfer orders should be initiated by the account holder of the account that will

be debited or by a related CSD acting on behalf of the account holder.

Processing of immediate liquidity transfer orders between T2S dedicated cash accounts of

the same account holder

Reference ID T2S.06.241

T2S shall allow the transfer of liquidity using an immediate liquidity transfer order between two T2S

dedicated cash accounts of the same payment bank or settlement bank.

6.2.2.4 Predefined liquidity transfer orders

Input of predefined liquidity transfer orders

Reference ID T2S.06.270

T2S shall allow the input of predefined liquidity transfer orders by the account holder of the account
to be debited, or by another T2S Actor (e.g. CSD) operating on its behalf under a contractual

agreement.

Processing of predefined liquidity transfer orders for the settlement or payment bank

Reference ID T2S.06.271
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T2S shall allow the specification and processing of a pre-defined liquidity transfer orders only for
transfers between RTGS accounts and T2S dedicated cash accounts of the same payment or
settlement bank, or of another T2S party for which the payment or settlement bank acts as liquidity
provider.

For the sake of transparency, a payment bank shall be able to define predefined orders only for
liquidity transfers between the RTGS account and the related T2S dedicated cash accounts.

It shall not be possible to put in place predefined orders to transfer liquidity between different T2S

dedicated cash accounts of the same payment bank.

Definition of the time of execution for predefined liquidity transfer orders

Reference ID T2S.06.280

T2S shall allow the specification of a date in combination with a time or event on which T2S shall

generate and execute the liquidity transfer from a predefined liquidity transfer order.

Predefined liquidity transfer orders to increase or decrease liquidity in T2S

Reference ID T2S.06.290

T2S shall allow the use of predefined liquidity transfer orders to increase or decrease liquidity on a
T2S dedicated cash account.

6.2.2.5 Standing liquidity transfer order

Processing of standing liquidity transfer orders

Reference ID T2S.06.330

T2S only shall allow the input of standing liquidity transfer orders by the account holder of the account
shall to be debited, or by another T2S Actor (e.g. CSD) operating on its behalf under a contractual
agreement. A payment or settlement bank shall be able to define standing orders only for liquidity

transfers between its RTGS account and the related T2S dedicated cash accounts.

Processing of standing liquidity transfer orders for the settlement or payment bank

Reference ID T2S.06.331

T2S shall allow the specification and processing of standing liquidity transfer orders only for transfers
between the RTGS accounts and the T2S dedicated cash accounts of the same payment or
settlement bank only or of another T2S party for whom the payment or settlement bank acts for as

liquidity provider.

Deletion of standing liquidity transfer orders for the settlement or payment bank

Reference ID T2S.06.332
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A payment bank or settlement bank or authorised party, acting on its behalf, can delete an existing

standing liquidity order by sending a deletion.

Definition of the time of execution for standing liquidity transfer orders

Reference ID T2S.06.340

A payment bank or settlement bank, or authorised party acting on its behalf, shall have the possibility

to define standing liquidity transfer orders to be executed at different points in time and events during
the T2S settlement day.

Changing the amount of the standing liquidity transfer order

Reference ID T2S.06.350

When a payment bank or settlement bank, or authorised party acting on its behalf, changes a
standing liquidity transfer order, the change shall take effect in T2S as from the next execution of the
standing order (e.g. as from the next point in time of its execution, or as from the next occurrence of
the event). When a payment bank or settlement bank, or authorised party acting on its behalf,
changes the amount of the standing liquidity transfer order to zero T2S shall neither execute at the
next point in time or event, nor delete it. T2S shall retain it in the system as standing liquidity transfer

order with an amount of zero.

Definition of several standing liquidity transfer orders

Reference ID T2S.06.360

T2S shall allow a payment bank or settlement bank, or authorised party acting on its behalf, to define

several standing liquidity transfer orders for execution at the same point in time on the same event.

6.2.2.6 Generic requirements for pre-defined and standing liquidity transfer orders

Increasing the liquidity on T2S dedicated cash accounts by a specified amount

Reference ID T2S.06.390

T2S shall allow a payment bank or settlement bank, or authorised party acting on its behalf, to
increase the liquidity on its T2S dedicated cash account by a transfer from the RTGS account to the

T2S dedicated cash account.

Decreasing of the liquidity on T2S dedicated cash accounts by a specified amount

Reference ID T2S.06.410

T2S shall allow a payment bank or settlement bank, or authorised party acting on its behalf to define

a specified amount for transfer from the T2S dedicated cash account to the RTGS account for non-
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euro currencies or an account in the TARGET Services for euro currency of the related payment or

settlement bank at a certain point in time and for a given event.

6.2.2.7 Generating an immediate liquidity transfer from static data
T2S shall treat the pre-defined and standing liquidity transfer orders as immediate liquidity transfers.

T2S shall generate immediate liquidity transfer orders from pre-defined or standing liquidity transfer
orders, which are defined via static data (with a unique liquidity transfer order identifier), through the
event-based scheduler on the occurrence of the defined event or time.

In the event of generation the attributes of a liquidity transfer order shall be set as below:

e Currency, Transfer cash amount, RTGS system, , Credited cash account number, Credited
account type, Target Dedicated Cash Account of the instructing party shall be set as defined in
the Static data.

e Sending party shall be set as T2S.

¢ Instructing party shall be set as the Payment bank/ Settlement bank/ NCB.

e [Jhe order reference must be set as the Liquidity transfer order reference (i.e. the unique
reference defined by the instructing party for the liquidity transfer order) as defined in the static
data (See T2S.16.660).

6.2.3 Business Validation of an immediate liquidity transfer order

Business validation is the process of checking the correct content of an immediate liquidity transfer
order as well as the consistency of information between static data and immediate liquidity transfer
orders sent to T2S.

6.2.3.1 Validation of incoming liquidity transfer order

Business Validation Rules

Reference ID T2S.06.510

T2S shall validate all incoming liquidity transfer orders. This section includes a list of detailed

validation requirements. After encountering the first negative validation result, T2S shall continue to
validate as far as possible (taking into account potential independencies between the validated data)
and report all negative results together in a single message. Only after performing all logically

possible validations shall T2S reject the order.

Mandatory fields for liquidity transfer orders between RTGS and T2S

Reference ID T2S.06.520

T2S shall check the existence of the following fields for a liquidity transfer order instruction between

an RTGS account and T2S dedicated cash account
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e currency

e transfer cash amount

e RTGS system

e Cash account number Target Dedicated Cash Account (i.e. T2S dedicated cash account to be
credited)

Mandatory fields for liquidity transfer orders within T2S

Reference ID T2S.06.521

T2S shall check the existence of the following fields for a liquidity transfer order instruction from a

T2S dedicated cash account to another T2S dedicated cash account

e currency
e transfer cash amount

e source dedicated cash account (i.e. T2S dedicated cash account to be debited)

e target T2S dedicated cash account (i.e. T2S dedicated cash account to be credited)

Currency Check

Reference ID T2S5.06.530

T2S shall check that the currency is a valid currency as part of the technical message validation.

T2S shall check that the currency of the liquidity transfer order is a valid T2S settlement currency,
as defined for the cash account in the static data, as a business validation.

Instructing Party Authorisation Check

Reference ID T2S.06.540
T2S shall identify the instructing party as an “active” settlement bank/ payment bank/ NCB known in
T2S static data.

Sending Party Check

Reference ID T2S.06.550

T2S shall accept the immediate liquidity transfer order only if the sender of the order has
authorisation to submit the transfer order from the instructing party. T2S shall perform this check

only if the sender of the liquidity transfer order is different from the instructing party in the order.

Account Validity Check

Reference ID T2S.06.560

T2S shall allow a liquidity transfer order only if the order has T2S dedicated cash account(s) are

neither blocked nor logically deleted.
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Duplicate Check

Reference ID T2S.06.570

T2S shall check for and reject a duplicate submission of an incoming order (i.e. immediate liquidity

transfers, which are received from a settlement or payment bank or an RTGS system) on the basis
of a combination of the T2S actor identifier and the order reference assigned by the instructing party.
The duplicate check shall compare the reference of each incoming order with the reference of
liquidity transfer orders that are not settled yet and those orders settled in the past predetermined

period of 3 business days.

Information provided after validation

Reference ID T2S5.06.580

After successful business validation process, T2S shall generate the liquidity transfer order in T2S.

T2S shall inform T2S actors (according to the subscription), regarding the outcome of the validation
process and shall indicate the reason for the rejection of any order.

Amount Check

Reference ID T2S5.06.590

T2S shall check for the existence of the transfer amount. T2S shall allow an amount of zero only for

the maintenance of an existing standing liquidity transfer.

Full Audit trail

Reference ID T2S.06.600

T2S shall keep an audit trail documenting events and status changes during the entire life cycle of a

liquidity transfer order, which includes

1. Date and timestamp of change

2 User ID of process or user making the change
3. Type of status change

4 Attribute value of status change.

6.2.4 Settlement of a Liquidity transfer order

6.2.4.1 Settlement process of a immediate liquidity transfer order

Immediate execution of immediate liquidity transfer orders

Reference ID T2S.06.610

Immediate liquidity transfer orders shall be executed in real time and its validation status is
“Accepted” in T2S.
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Forwarding the immediate liquidity transfer to Settlement

Reference ID T2S.06.620

The immediate liquidity transfers shall be queued on a first-in-first-out basis for settlement. This shall

include the orders received from a T2S party and the orders, which T2S generated on the basis of a

pre-defined or standing liquidity transfer orders.

Insufficient liquidity to execute immediate liquidity transfer orders not generated by T2S

Reference ID T25.06.630

In cases where the immediate liquidity transfer order is initiated by the account holder of the account

to be debited and the liquidity available on the account to be debited (RTGS account or T2S
dedicated cash account) is not sufficient, no liquidity shall be transferred (i.e. there will not be any
partial execution of immediate liquidity transfer orders).

In cases where the immediate liquidity transfer order is initiated by a CSD (or another party)
authorised by the account holder of the account to be debited and the liquidity available on the
account to be debited (RTGS account or T2S dedicated cash account) is not sufficient, the amount
of liquidity available on the account should be transferred.

In the case of non-execution (or partial execution), the payment bank (the CSD acting on behalf of
the payment bank) shall be alerted. How the alert shall be communicated will have to be defined at

a later stage.

(Note: It has to be taken into account that this user requirement is related to the transfer of liquidity
to or from the T2S dedicated cash account. Auto-collateralisation is not relevant for the user
requirements related to interactions with an RTGS system (e.g. TARGET?2) due to the fact that

(i) auto-collateralisation will take place during T2S settlement and
(i) the liquidity resulting from auto-collateralisation will be made available on the T2S dedicated cash

account of the account holder (i.e. the payment bank) and will immediately be used to settle a

transaction.

Just to provide the full picture, it should be mentioned that liquidity resulting from intraday-repos with
NCBs, as well as liquidity stemming from monetary policy operations (in repo countries), shall be
settled on the T2S dedicated cash account, but an automatic transfer to the RTGS account in an
RTGS system (e.g. TARGET?2) will be triggered by T2S immediately thereafter. The cash leg of

repos between market users shall be settled on T2S dedicated cash accounts).

6.2.4.2 Settlement process of a predefined liquidity transfer order

Execution of predefined liquidity transfer orders

Reference ID T2S.06.640
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A predefined liquidity transfer order shall be automatically executed at a given point in time/event
during the settlement day. For the same time/event only one predefined liquidity transfer order can
be defined per T2S dedicated cash account.

A payment bank can put in place (at maximum) one predefined liquidity transfer order per T2S
dedicated cash account to be executed at the same time/event. But it will be possible to define
different predefined liquidity transfer orders to increase/decrease the liquidity available on the T2S
dedicated cash account at different points in time/events during the T2S settlement day.

Partial execution of predefined liquidity transfer orders

Reference ID T2S.06.650

In cases where the liquidity available on the account to be debited (RTGS account or T2S dedicated
cash account) is not sufficient to cover the predefined liquidity transfer order, as much liquidity as
possible shall be transferred (partial execution). The payment bank shall be alerted accordingly. How

the alert shall be communicated will have to be defined at a later stage.

(Note: It has to be taken into account that this requirement is related to the transfer of liquidity to or
from the T2S dedicated cash account. Auto-collateralisation is not relevant for this user requirement
due to the fact that

(i) auto-collateralisation will take place during T2S settlement and

(i) the liquidity resulting from auto-collateralisation will be made available on the T2S dedicated cash
account of the account holder (i.e. the payment bank) and will immediately be used to settle a

transaction).

The amount of liquidity not transferred shall not be stored in a memory, i.e. it shall not be transferred
after additional liquidity arrived at the account that was debited.

6.2.4.3 Settlement process of a standing liquidity transfer order

Execution of standing liquidity transfer orders

Reference ID T2S.06.660

A standing liquidity transfer order shall be automatically executed at a given point in time/event
during the settlement day. For the same time/event multiple standing liquidity transfer orders can be
defined per T2S dedicated cash account. It shall also be possible to define different standing liquidity
transfer orders to increase/decrease the liquidity available on the T2S dedicated cash account at

different points in time/events during a T2S settlement day.

All the standing liquidity transfer orders shall be executed at the specified time/ event.
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Partial execution of standing liquidity transfer orders

Reference ID T2S.06.670

In cases where the liquidity available on the account to be debited (the RTGS account or the T2S

dedicated cash account) is insufficient, as much liquidity as possible shall be transferred (i.e. partial
execution of standing liquidity transfer orders). The payment bank shall be alerted accordingly. The

way the alert shall be communicated will have to be defined at a later stage.

(Note: It has to be taken into account that this user requirement is related to the transfer of liquidity
to or from the T2S dedicated cash account. Auto-collateralisation is not relevant for this user
requirement due to the fact that

(i) auto-collateralisation will take place during T2S settlement and

(i) the liquidity resulting from auto-collateralisation will be made available on the T2S dedicated cash
account of the account holder (i.e. the payment bank) and will immediately be used to settle a

transaction.)

The amount of liquidity not transferred shall not be stored in a memory, i.e. it shall not be transferred
after additional liquidity arrived at the account that was debited.

6.2.4.4 Communication between RTGS and T2S during a transfer of liquidity from

RTGS to T2S
This section details the communication requirements for settlement process of a liquidity transfer

from a RTGS account to a T2S Dedicated Cash account via

¢ An immediate liquidity transfer order
e A pre-defined liquidity transfer order
e A standing liquidity transfer order

Successful execution of liquidity transfer

Reference ID T2S.06.680

On a successful execution of an immediate liquidity transfer order (which is received or generated)
in T2S, T2S sets the settlement status of the immediate liquidity transfer to “settled” and shall confirm

(i.e. settlement status message) the RTGS system via a “Confirmation of Credit”.

Unsuccessful execution of liquidity transfer

Reference ID T2S.06.690

In case of failure in execution of an immediate transfer order (which is received or generated) in T2S,
T2S sets the settlement status of the immediately liquidity transfer as “unsettled”. The cancellation

status of the immediate liquidity transfer order is set to “cancelled” with a reason code. T2S must
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notify (i.e. settlement status message) RTGS system of the failure in cases where the RTGS is

involved.

6.2.4.5 Communication between T2S and RTGS during a transfer of liquidity from T2S

to RTGS
This section details the communication requirements for the settlement process of a reimbursement

of liquidity from a T2S Dedicated Cash Account via

e Animmediate liquidity transfer order
e A pre-defined liquidity transfer order
e A standing liquidity transfer order

Successful execution of liquidity transfer order

Reference ID T2S.06.700

T2S shall set the settlement status of the liquidity transfer order as “Settled” or “Partially Settled” in
T2S and shall communicate the liquidity transfer order to the respective RTGS system. T2S shall
require a confirmation (i.e. settlement status message) from an RTGS system to process correctly
the successful execution of the liquidity transfer by the RTGS system. If no confirmation of a
successful execution of a liquidity transfer order is received from the RTGS within a predefined

timeframe, necessary operational procedures will be followed.

Unsuccessful execution of liquidity transfer order

Reference ID T2S.06.710

T2S shall require a settlement status message with a reason to keep track of a failed execution of a
liquidity transfer in an RTGS system. Upon receipt of the failure settlement status message from an
RTGS system, T2S shall set the RTGS status of the liquidity transfer order in T2S.

6.3 Collateral Management

6.3.1 Specific requirements resulting from monetary policy operations and intraday
credit (without auto-collateralisation)

There are no special requirements for T2S resulting from the mobilisation of collateral for monetary

policy operations and intraday credit (except for the use of auto-collateralisation).

6.3.2 Specific requirements resulting from intraday credit out of auto-
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collateralisation

Information on eligible securities

Reference ID T2S.06.720

T2S shall receive information on eligible collateral, from a Eurosystem central database every time

when they are updated (normally once per settlement day).

This information will enable T2S to calculate the collateral value in line with the rules of the

Eurosystem in order to process auto-collateralisation in a very short timeframe.

It shall also be possible to receive information on eligible collateral from NCBs that do not belong to
the Eurosystem in order to make use of auto-collateralisation for settlement in non-euro currencies

using the same interface.

Furthermore, payment banks shall also provide eligible collateral data for client collateralisation
purposes.

Sending settlement confirmation/blocking confirmation

Reference ID T2S.06.730

T2S shall inform connected collateral management systems of central banks, CSDs and directly

connected T2S parties about transfers and/or the blocking securities in order to perform auto-
collateralisation by sending a settlement confirmation/blocking confirmation if the receiver has
subscribed to those messages in the message subscription service.

Sending settlement confirmation/unblocking confirmation

Reference ID T2S.06.740

T2S shall inform connected collateral management systems of central banks, CSDs and directly
connected T2S parties about transfers and/or the unblocking of securities from the reimbursement
of intraday credit out of auto-collateralisation by sending a settlement confirmation/unblocking

confirmation if the receiver has subscribed to those messages in the message subscription service.

Release of free collaterals

Reference ID T2S.06.750

After access to overnight facilities in TARGET2 (or for non-euro currencies in another RTGS system),
T2S shall be able to

e transfer securities from the securities account of a central bank (in T2S) to the securities account
of a T2S party and to
e unblock securities on the securities account of a T2S party
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1  on the basis of a settlement instruction/unblocking instruction received from a connected collateral

2 management system of central banks.
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7 Settlement processing requirements

This chapter aims at providing an overview of T2S settlement processing, defining user requirements
for transaction sequencing and prioritisation and defining user requirements for booking and the

provision check in relation to cash and securities accounts .

e Section 7.1 is an overview of T2S settlement processing, based on a context diagram that
identifies the information received by, circulating inside and sent out of T2S settlement
processing;

e Section 7.2 defines sequencing, i.e. the way T2S will submit transactions for settlement during
the night-time settlement cycles and during the daytime real-time settlement process. The
section also defines the different priority levels available in T2S, which are relevant when
submitting transactions for optimisation;

e Section 7.3 describes T2S booking requirements, i.e. the requirements applied to the posting of
debit and credit movements on cash and securities accounts (e.g. booking on a gross basis,
under the exclusive control of T2S, the final and unconditional booking process). The section
also details the applicable securities and cash provision check requirements to ensure
settlement. This last section also covers the provision check when securities and/or cash have
been blocked or reserved, or when some other restrictions apply to securities accounts or T2S
dedicated cash accounts.

7.1 Settlement processing overview

7.1.1 Context diagram

This diagram gives an overview of T2S settlement processing, based on the business requirements
expressed in this chapter. It does not pre-empt future decisions in relation to the IT design and
technical implementation of T2S. In that respect, the opportunity to have an instruction database for

the settlement process should be analysed, for instance.
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Figure 7-1 Settlement presented as a flow diagram
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7.1.2 Process description

7.1.2.1 Prioritisation and sequencing (box 2.1)
In T2S, settlement will take account of sequencing and prioritisation rules. These rules determine

the order in which instructions will be submitted for settlement attempts (after being received from
Life cycle management and matching). The priority of settlement transaction will be based on the
transaction type, the oldest settlement date, or the priority level assigned by the T2S parties for the
transactions. These transactions, once sequenced and prioritised would be forwarded to the

validation and provision and booking function for settlement.
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Input

Settlement Sent from LCMM

transaction

Output

Settlement Sequenced and prioritised settlement transaction

transaction

7.1.2.2 Validation and provisioning and bookings (box 2.2)
The settlement process usually involves three different steps:

¢ validation consists of the validation of static data (e.g. securities exist and settlement accounts
are valid);

¢ the provision check of cash and securities availability; and

e bookings, i.e. if the provision is successful, settlement will take place with bookings, i.e. the

update of the securities and/or cash balance.
On successful static data validation and after the provision check and booking of securities and/or

cash, the settlement process would send the settlement status message to LCMM. For provisioning
(referred to below as the provision check), this function would read the available security and/or cash
balances from their respective data stores, and would also be obtaining single or set of transactions
stemming from optimisation procedures or as a result of an incoming settlement transaction for
immediate settlement. If there is a cash shortfall, it would trigger the auto-collateralisation process
for liquidity provision when applicable (cash amount provided shall be the maximum between cash
scarcity and minimum threshold defined for the T2S dedicated cash account). After the run of a
settlement attempt the provision check and booking might show a need for T2S to trigger the
recycling and optimisation functionality (depending on daytime/ night-time settlement). Based on the
booking result, a settlement status message would go to LCMM to update the settlement instruction
data store. On successful bookings the security and/or cash balances would be updated in their

respective data stores.

Input

Settlement transactions Sequenced and prioritised pairs of settlement instructions.
Static data Information required to perform static data validations.
Single transaction or set of After each optimisation attempt/cycle.

transactions

Version: R2024.JUN Page 150



© 00 N o OB~ WD

L o e =
2 W N L, O

15

T2S User Requirements — Chapter 7 — Settlement processing requirements

Input

Unsettled transactions Read from LCMM.

New balance Read from Security and/or cash data store.
Liquidity provision As a result of auto-collateralisation.
Output

Settlement status message Sent to LCMM

Provision and booking result Sent to recycling and optimisation for fails
Settlement status Sent to LCMM to update the instruction status.
Resulting status Update of transaction data store

New balance Update of securities and/or cash balance
Cash shortfall Trigger for auto collateralisation

7.1.2.3 Recycling and Optimisation (box 2.3)
Failed trades which have not expired are recycled. Recycling occurs in anticipation of finding the

required securities and/or cash in the subsequent settlement runs, for successful settlement of the
failed transactions. Recycling functions in slightly different manners for daytime and night-time
settlement. For night-time settlement, all failed transactions are recycled by default for each
settlement cycle. During daytime settlement, failed transactions are recycled if the fails can be
expected to settle successfully on the basis of either new settlement transactions or additional

available securities and/or cash.

Optimisation cycles are specific processes aimed at increasing settlement efficiency. Such
processes detect and resolve settlement gridlocks, as well as performing technical netting of
obligations in cash and securities, with a view to settling new transactions as well as transactions
that could not be settled in earlier attempts. Optimisation procedures will be available both during

the night-time batches and during the daylight real-time window.

Input
Provision and booking result From the provision and booking function
Unsettled transactions Taken from LCMM.
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Output

A number of transactions After technical netting.

7.1.2.4 Auto/Client-collateralisation (Box 2.4)
T2S will provide auto-collateralisation services to facilitate the securities settlement to financial

institutions that central banks have identified as eligible or clients that settlement banks have
specified as eligible. T2S will trigger auto-collateralisation when a participant does not have sufficient
cash to settle the underlying transaction(s). The auto-collateralisation operation only will provide the
residual cash amount required (i.e. maximum between the cash need and the minimum threshold
set up for the payment bank) for the settlement of the initial transaction(s) when the participant does

not have sufficient funds to settle the full amount of the transaction(s).

The auto-collateralisation facility will be available during both the night-time and the daytime real-
time settlement windows. T2S shall use the credit, granted through auto-collateralisation exclusively
for the settlement of the underlying transactions that triggered the auto-collateralisation operation.
Auto-collateralisation is optional to use on account, position and transaction level. T2S will ensure
that full collateralisation of credit through auto-collateralisation as well as its reimbursement before
or at the end of the business day. T2S will support auto-collateralisation between NCB and
payment/settlement bank using both pledge and repo. and between payment/settlement bank and
its clients (also known as client-collateralisation) using only repo. The auto-collateralisation function

will receive securities prices from static data.

Input

Cash shortfall This acts as the trigger for auto-collateralisation.

Securities prices Securities prices from static data.

Output

Liquidity provision For successful settlement

New transaction Auto-collateralisation creates a settlement instruction and
sends it to LCMM.

7.2 Sequencing and prioritisation

Settlement in T2S will take place in both a night-time and a daytime settlement window.
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During the night-time settlement window, a range of different types of transactions will be submitted
for settlement. Sequencing is the pre-determined order defined in T2S in which the different types of
transactions will be submitted for settlement. The different night-time sequences are identified

hereunder. Settlement order requirements have been identified for the real-time settlement day.

For settlement during the night-time and daytime settlement windows, T2S and T2S actors will be
able to assign priority levels to instructions. T2S shall optimise and recycle settlement instructions
according to their priority levels in such a way that if several instructions compete with respect to
using the same securities and/or cash resources, preference for settlement is given to the instruction
with the highest level of priority. In addition to the priority level, T2S shall also consider the intended
settlement date of the transaction in order to favour the settlement of instructions with the oldest

settlement date.

For real-time settlement, the prioritisation shall not apply to instructions submitted for a first
settlement attempt during the real-time settlement window, but only to instructions in the settlement
queue (i.e. failed instructions). This is the case as the increase of positioning will trigger an
optimisation for the ISIN concerned, so that there should not be a conflict between new instructions
settled in the order of arrival and instructions to be recycled with a priority assigned. Consequently,
during the real-time settlement window, instructions shall be submitted for a first settlement attempt
in the order of their arrival in the settlement procedure (after validation and matching).

During the real-time settlement window, the priority level (and the intended settlement date) shall
only be taken into account by the settlement procedure for instructions that failed to settle in a prior

settlement attempt and are consequently submitted for recycling and optimisation procedures.

7.2.1 Seguencing

For night-time settlement, sequencing refers to the order in which the settlement of certain sets of

instructions is attempted in T2S. These sets of transactions are:

e corporate action related settlements;

o free-of-payment rebalancing of securities between the different securities accounts of a T2S
party;

e NCB specific operations (e.g. collateralisation operations, such as substitution of collateral or
calls for additional collateral); and

¢ trading-related instructions.
The sequences are processed separately in a fixed order in order to avoid the use of security

positions for any transaction other than those in the sequence.

7.2.1.1 Night-time settlement cycles
Reference ID T2S.07.010
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During the night-time settlement window, T2S shall run at least two settlement cycles. During these
settlement cycles, all eligible transactions already entered into T2S for the intended settlement date
of the relevant night-time settlement window (or earlier intended settlement date) shall be submitted

to settlement.
Within each cycle and sequence, T2S shall optimise the settlement of transactions.

Background information

The exact number of night-time cycles and their duration are not yet defined. They shall depend on
the estimated volume for 2013 and on business requirements.

7.2.1.2 Sequencing for the first night-time settlement cycle
Reference ID T2S.07.020

T2S shall start the first night-time settlement cycle with four settlement sequences. During each of
the sequences, T2S shall settle different types of securities-related transactions. The four types of

securities-related transactions are identified hereunder:

1. corporate action related settlements;

2. free-of-payment rebalancing of securities between the different securities accounts of a T2S
party;

3. NCB specific operations (e.g. collateralisation operations, such as substitution of collateral

or calls for additional collateral); and

4, trading-related instructions.

The second, third and fourth sequences shall also recycle transactions that could not be settled in
the previous sequence(s).

Each of the four types of securities-related transactions is defined hereunder. A configuration of the
different types of transactions shall be possible.

Sequence 1 — Corporate actions related settlements
Reference ID T2S.07.030

T2S shall submit for settlement corporate action transactions with the relevant intended settlement

date in the first sequence. This first sequence aims at making sure that all securities and cash
positions available at the start of the night-time settlement window (i.e. not reserved for any other

purposes) are used for the settlement of these corporate action transactions.

CSDs participating in T2S are required to submit corporate action transactions to T2S before the
start of the night-time settlement cycle in order to enable T2S to submit these transactions for

settlement during the first sequence of the first night-time settlement cycle.
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Sequence 2 — Free-of-payment rebalancing of securities
Reference ID T2S.07.040

T2S shall treat the rebalancing of securities positions amongst the different accounts of a same T2S

party in Sequence 2. T2S shall settle these securities transfers in Sequence 2 under the cumulative
conditions that the securities transfer takes place between accounts held by the same T2S party and
that these securities transfers correspond to a FOP instruction. In Sequence 2, T2S shall as well as

recycle all instructions that failed to be settled in the first sequence.

Background information

This second sequence aims at allowing each T2S party to shift securities between the different
securities accounts it holds with one or several CSDs. Only free-of-payment transactions can be
settled during this sequence. Securities transfers are processed during this sequence under the
provision that they take place between the securities accounts of the same T2S parties. Securities
transfers taking place between the securities accounts of different T2S parties shall not be submitted
for settlement during this sequence.

Sequence 3 — NCB-specific operations
Reference ID T2S.07.050

When specific central banks operations need to be settled during the night, T2S shall settle credit

operations with central banks in Sequence 3, in particular collateralisation operations such as
substitutions of collateral, or instructions calling for additional collateral submitted by national central
banks in guarantee of their credit operations. In Sequence 3, T2S shall also recycle all instructions
that failed to be settled in the first two sequences.

Sequence 4 — Trading-related and other instructions
Reference ID T2S.07.060

T2S shall submit for settlement in Sequence 4 all trading-related instructions entered into T2S for
this intended settlement date, as well as recycled instructions with an older intended settlement date
that could not be settled in an earlier attempt. In Sequence 4, T2S shall also recycle all instructions
that failed to be settled in the first three sequences. T2S shall run this fourth sequence in at least

one additional settlement cycle during the night.

7.2.1.3 Additional night-time settlement cycles
Reference ID T2S.07.070

T2S shall run at least a second settlement cycle during the night. As for the fourth sequence of the

first night-time settlement cycle, the additional settlement cycle(s) shall submit to settlement:
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T2S User Requirements — Chapter 7 — Settlement processing requirements

¢ all new instructions with the current intended settlement date entered into T2S after the launch
of the previous night-time settlement cycle and before the launch of the relevant cycle; these
instructions include, for instance, securities instructions providing securities liquidity via lending
(securities lending), that are aimed at settling instructions that could not settle in an earlier
settlement attempt;

¢ all recycled instructions that could not be settled through an earlier settlement attempt; these
recycled instructions cover all instructions that could not be settled in the previous night-time
cycle(s), including trading-related instructions, corporate action instructions, FOP rebalancing
and operations with central banks that could not be settled during the first settlement cycle.

o All late peak volume instructions received on exceptional cases during the last business day
before the weekend and that are not available for settlement at the regular night-time settlement.

7.2.1.4 Partial settlement for the last night-time settlement cycle
Reference ID T2S.07.080

At the end of the last night-time settlement cycle, T2S shall submit for partial settlement all

transactions eligible for this partial settlement functionality that failed to be settled in an earlier
attempt during the night.

Background information

Requirements applicable to partial settlement are defined in chapter 8.

7.2.1.5 Daytime settlement
Organisation of daytime settlement

Reference ID T2S.07.090

During the real-time settlement window, T2S shall submit transactions for real-time settlement

attempts while running optimisation procedures in parallel with the real-time settlement attempts.

Cut-off time for DVP settlements

Reference ID T2S.07.100

During the real-time settlement window, until the cut-off time for DVP settlements, T2S shall:

e submit for settlement all new transactions entered during the current settlement day with an
intended settlement date of the current settlement day or earlier; and
e recycle and optimise transactions that could not be settled in an earlier attempt (failing to be

settled either during the night-time settlement cycle or during the current settlement window).
The cut-off time for DVP settlements will be 4.00 p.m. in accordance with the user requirements

regarding the T2S schedule. After this cut-off time, DVP transactions that could not be settled in an
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earlier attempt will not be recycled for the same settlement day value, but will be recycled into the

next settlement day if they still meet the settlement eligibility criteria.

Cut-off time for the settlement of other operations

Reference ID T2S.07.110

After the first cut-off time for DVP settlements, and until the cut-off time for end-of-day settlement

(6.00 pm according to the user requirements regarding schedule), T2S will submit for settlement:

o FOP transactions that could not be settled in an earlier attempt and FOP transactions entered
into T2S after this first deadline;

e secured money market transactions, i.e. bilaterally agreed treasury management transactions;
and

o NCB operations.
The cash potentially generated by secured money market trades or by NCB operations will not be

re-used for other settlement purposes in T2S (i.e. recycling of DVP failures).

7.2.1.6 Real-time settlement attempts
Submission of transactions to real-time settlement attempts

Reference ID T2S.07.120

During the daytime real-time settlement window, T2S shall submit transactions for a first settlement

attempt in the order in which transactions are entered in the settlement process (i.e. after matching,
validation, etc.).

Background information

For a more detailed description, please refer to the section on optimisation.

7.2.2 Prioritisation

Need for prioritisation for optimisation procedures

Reference ID T2S.07.130

T2S shall enable T2S actors to assign several different levels of priority to transactions. For some
specific transactions identified in static data, T2S shall also automatically assign predetermined
levels of priority. These levels of priority (either instructed by T2S actors or predetermined in T2S)

shall apply only in the optimisation procedures.

Background information

The levels of priority determined by T2S actors or automatically predetermined in T2S shall apply
during the night-time full optimisation process and during the daytime continuous optimisation

process. The level of priority of a transaction shall be without prejudice to the real-time settlement
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rule, since during the real-time period, transactions are submitted for a first settlement attempt in the

order of their arrival in the settlement process.

Processing of prioritisation levels

Reference ID T2S.07.140

During its night-time and daytime recycling and optimisation processes, T2S shall favour the

settlement of transactions with a higher level of priority over that of transactions with a lower level of
priority.
During the daytime settlement window, new transactions submitted for a real-time settlement attempt

shall be settled in the order of their submission for the settlement attempt.

Background information

Details on the way the levels of priority are taken into account during the settlement process are

provided in the section on optimisation.

Different levels of priority

Reference ID T2S.07.150

T2S shall enable T2S actors to assign to each of their transactions one of the four different levels of

priority identified hereunder:

1. reserved priority;
2 top priority;

3. high priority; or
4 normal priority.

7.2.2.1 Reserved priority
Reference ID T2S.07.160

T2S shall enable only participating CSDs and central banks to assign a “reserved priority”. This level
of priority shall be assigned by CSDs or central banks for specific instructions such as intraday
corporate actions or some central banks’ specific operations related to the provision/ reimbursement

of their credit operations.

T2S shall also provide them with the ability to determine parameters in T2S static data allowing T2S
to identify transactions that T2S shall automatically process with this reserved level of priority. T2S
shall also enable CSDs and central banks to assign the reserved level of priority at an instruction
level. Central banks and CSDs shall be able to resort to this reserved priority by default for all their
specific operations or to opt out if they do not see a need for such a reserved level of priority. T2S

shall not provide other T2S actors with the possibility of using the reserved priority.
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When a reserved level of priority applies to an instruction, based on the choice of a CSD or a central
bank, this level of priority must prevail over the level of priority assigned to the relevant transaction
by any other T2S Actor.

7.2.2.2 Top priority
Reference ID T2S.07.170

T2S shall automatically assign top priority to transactions according to the settlement priority
defaults. To that end, the parameters for identifying transactions to which this top priority level must
be assigned shall be predetermined in T2S static data and shall apply by default to all the relevant

transactions.

T2S shall not allow top priority to be assigned to any other category of transactions (either by default

or at a transaction level).

7.2.2.3 High priority
Reference ID T2S.07.180

T2S shall enable T2S actors to assign high priority to OTC transactions (without CCP) in the relevant

settlement instructions.

7.2.2.4 Normal priority
Reference ID T2S.07.190

T2S shall assign normal priority to all OTC instructions when they enter T2S, but shall enable T2S
parties to assign them a high priority on an instruction-by-instruction basis. T2S shall also enable
T2S actors to assign normal priority to their high-priority OTC instructions, if they had previously

opted for high priority at the instruction level.

Applicability of the priority levels

Reference ID T2S.07.200

For levels 3 and 4, only the deliverer can change the priority level of an instruction (only the deliverer

can change normal priority to high priority and change high priority to normal priority).

7.3 Provision check for and the posting of settlement

7.3.1 Booking process

Booking steps in the settlement process

Reference ID T2S.07.210
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The settlement of transactions in T2S shall take place when the booking of the cash and securities
debits and credits resulting from the relevant transactions take place on the appropriate T2S
dedicated cash and securities accounts (either accounts identified in the instructions being settled

or accounts predetermined by default).

Need for provision check

Reference ID T2S.07.220

Booking shall take place only if the provision check on the accounts referred to in the settlement

instruction (or on the accounts predetermined by default) is satisfactory, as described below.

Booking on a gross basis

Reference ID T2S.07.230

Each and every transaction shall be booked on a gross basis. This is without prejudice to the use of

technical netting effects in the provision check when several transactions are submitted together for
settlement (either for optimisation purposes or because they are linked by a T2S Actor).

Exclusive control of T2S over the booking process

Reference ID T2S.07.240

T2S shall keep full and exclusive control of the booking process. Consequently, no credit or debit
can take place on the cash and securities accounts in T2S without their being processed by the T2S

booking process.

Final and unconditional booking process

Reference ID T2S.07.250

Once booked by T2S on the T2S parties’ securities accounts and T2S dedicated cash accounts,
cash and securities debits and credits must be final, i.e. irrevocable and unconditional. The
irrevocability of these booking must not be conditional on any external event (e.g. such as another
booking in the payment or settlement system/arrangement of an external central bank registrar,

commercial bank or CSD).

7.3.2 Validation and requirements for the provision check

Validation ensures

o that the settlement transactions are still valid based on the current status of static data and
o that the parties, security, currency and accounts involved in settlement are not blocked from

settlement.
The provision check in T2S ensures that the delivering party has sufficient securities and/or cash

and receiving party has sufficient liquidity to settle before posting the settlement.

Version: R2024.JUN Page 160



T2S User Requirements — Chapter 7 — Settlement processing requirements

Check Transaction Type

Liquidity Transfer

Securities Settlement

Check if Negative Position Allowed

Negative
Position Allowed

Negative Position
Not Allowed

Check Available Securities Position

Sufficient securities

Insufficient securities Notify to Exit Settlement Attempt

Check Collateralised Securities
Sufficient securities Insufficient securities
UR Reference: 72507272~ \/ >
Check if Negative Balance Allowed

Negative Balance Allowed

Negative Balance Not Allowed

Eheck Dedicated Cash Account Balanca

Insufficient cash N , \ Liquidity Transfer
1 Check Ti Type
Securities Settlement />

Check Auto-Collateralisation with NCB

Sufficient Cash

Check Transaction Type Insufficient Headroom

Sufficient Headroom

Securities Settlement

Liquidity |
Transfer|

Check Same Account Holder

Q/ Same Account Holder

UR Reference: T2S.07.274

Not Same Account Holder

Check External Guarantee Limit

Q/ Sufficient Headroom

UR Reference: T2S.07.278 Insufficient Headroom

Gheck Auto-Ct 1 with it Bana
Q/ Headroom >0 or eligible
Headroom <=0 or

UR Reference: T2S.07.286 not eligible

Check Unsecured Credit Limit

Insufficient Headroom

UR Reference: T2S.07.288

Q/ Sufficient Headroom

Continue Settlement Attempt

Validation

Reference ID T2S.07.260

T2S shall validate the settlement transaction or the set of settlement transactions against static data

before it performs the provision check. If validation fails, then T2S shall exit the settlement process

for the settlement transaction or set of settlement transactions. If validation is successful, then T2S
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subsequently shall perform the provision check to determine whether the counterparts to the

transaction have sufficient securities and liquidity to settle their underlying instructions.

Sequence of provision check

Reference ID T2S.07.270

T2S shall perform the provision check in the following sequence:

1. Provision check of available securities position on the securities account (only for the

settlement of securities)

2. Provision check for the T2S dedicated cash account and auto-collateralisation

3. Provision check on the external guarantee limit

4. Provision check on the auto-collateralisation limit of the client of the payment bank
5. Provision check on the unsecured credit limit

When the provision check 1 is not successful, then T2S shall indicate that insufficient securities are
available to settle the transaction, end the provision check and trigger the termination of the
settlement process for the transaction. When the provision check is successful, then T2S shall
indicate that a securities account has sufficient securities to settle the transaction and initiate the

provision check for the cash leg(s).

When the provision check 2, 3, 4 or 5 is not successful, then T2S shall indicate that insufficient cash
is available to settle the transaction, end the provision check and trigger the termination of the
settlement process for the transaction. When the provision check is successful, then T2S shall

indicate that a transaction has sufficient liquidity to settle.

Provision check of available securities position on the securities account

Reference ID T2S.07.272

T2S shall check for the securities leg of a settlement instruction to deliver securities that the position

in the security in the balance type on the securities account, specified in the settlement transaction,
is sufficient to settle the transaction. This step in this provision check is successful if the securities
position in the relevant balance type on the securities account is equal to or greater than the
guantity/nominal specified in the leg of settlement transaction to deliver. If this check determines that
the securities account does not have sufficient securities, then T2S shall check for collateralised
positions in the security for that same securities account to determine whether the execution of
collateral substitution would result in a sufficient position to settle the transaction. If this is the case,
then the provision check is successful and T2S shall execute the provision check for liquidity on T2S
dedicated cash account for the settlement of cash leg(s). When the provision check is not successful,
then T2S shall trigger the termination of the settlement process for the settlement transaction or set

of settlement transactions.
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T2S shall not perform this check for securities accounts, which allow negative securities positions

according to their static data configuration.

Provision check for the T2S dedicated cash account and auto-collateralisation

Reference ID T2S.07.274

T2S shall perform a provision check to determine whether sufficient cash is available on the T2S

dedicated cash account(s) involved in the settlement of the transaction or set of transactions. The
provision check shall validate whether the T2S dedicated cash account that T2S will debit to settle
a transaction has sufficient cash in the balance type. T2S shall perform this check for

o aliquidity transfer to debit a T2S dedicated cash account;

e and the cash leg of a settlement instruction to deliver cash.
T2S shall not perform this check for T2S dedicated cash accounts, which allow negative balances

according to their static data configuration (e.g. central bank accounts, technical accounts).

T2S shall perform the provision check on

e the T2S dedicated cash account in the settlement instruction when it exists settlement instruction,
e or on the default T2S dedicated cash account, when the instruction specifies no T2S dedicated

cash account.
When T2S performs the provision check for a liquidity transfer to debit a T2S dedicated cash account,

then the provision check shall determine the amount of the liquidity transfer that T2S is to settle and
shall exit the provision check to continue settlement.

When T2S performs the provision check for the cash leg of a settlement transaction and there is
sufficient cash to settle the transaction, T2S shall check whether the T2S party holding the securities
account is the same as T2S party holding the T2S dedicated cash account. If the T2S party is the
same, then T2S shall exit the provision check and shall continue the settlement process for the
transaction. If the party is not the same, then T2S shall check the external guarantee limit of the

party holding the securities account.

When T2S performs the provision check for the cash leg of a settlement transaction and there is not
sufficient cash to settle the instruction, T2S shall check whether the transaction is eligible for auto-
collateralisation. If the transaction is eligible for auto-collateralisation and the available headroom for
the auto-collateralisation limit on the T2S dedicated cash account is not sufficient to settle the
transaction (headroom must at least be equal to the minimum amount defined for the T2S dedicated
cash account), then T2S shall exit both the provision check and the settlement process for the

transaction.

If the transaction is eligible for auto-collateralisation and the available headroom is sufficient to settle
the transaction, then T2S shall check whether the party holding the securities account is the same

as party holding the T2S dedicated cash account. If this is the case, then T2S shall exit the provision
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T2S User Requirements — Chapter 7 — Settlement processing requirements

check to continue the settlement process for the transaction. If this is not the case, then T2S shall

check the external guarantee limit for the T2S party holding the securities account.

Provision check for the external guarantee limit

Reference ID T2S.07.278
T2S shall check whether the party, setting on the T2S dedicated cash account of a

payment/settlement bank, has sufficient headroom for its external guarantee limit on its credit
memorandum balance. The provision check shall identify the relevant credit memorandum balance

e by the combination of the T2S dedicated cash account and the securities account in the
settlement instruction when it exists in the settlement instruction,
e or by the combination of the securities account and the default T2S dedicated cash account when

the instruction specifies no T2S dedicated cash account.
If this provision check is successful, then T2S shall exit the provision check and continue the

settlement process for the transaction. If this provision check is not successful, then T2S shall
perform a provision check for a possible auto-collateralisation between the client and its
payment/settlement bank (client-collateralisation) after determining the residual liquidity required to

settle.

Provision check for the auto-collateralisation limit between the payment/settlement bank and
its client (client-collateralisation)

Reference ID T2S.07.286

When the client of the payment/settlement bank has insufficient headroom on its external guarantee

limit, then T2S shall check whether the settlement transaction is eligible for auto-collateralisation
between the payment/settlement bank and its client (client-collateralisation). If the transaction is not
eligible for such auto-collateralisation, then T2S shall check the unsecured credit limit.

If the transaction is eligible for such auto-collateralisation, then T2S shall check the available
headroom for the auto-collateralisation limit for the client’s credit memorandum balance. If no
headroom is available (headroom < 0), then T2S shall check the unsecured credit limit. If the client
of the payment/settlement bank has available headroom for auto-collateralisation limit on its credit
memorandum balance, then T2S shall exit the provision check and inform settlement about the result

of this provision check.

Provision check for the unsecured credit limit

Reference ID T2S.07.288

T2S shall check the headroom for the unsecured credit limit for credit memorandum balance of a

client of a payment/settlement bank when the client has insufficient headroom on its external
guarantee limit and no headroom on its auto-collateralisation limit for its credit memorandum

balance, or is not eligible for auto-collateralisation. If this provision check is unsuccessful, then T2S
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T2S User Requirements — Chapter 7 — Settlement processing requirements

shall indicate that insufficient cash is available to settle the transaction. If the provision check is

successful, then T2S shall indicate that a transaction has sufficient liquidity to settle.

Provision check for blocking purposes

Reference ID T2S.07.350

When a blocking instruction is submitted for settlement, T2S shall perform a provision check on the

securities account and/or T2S dedicated cash account referred to in the relevant instruction.

If sufficient securities and/or cash are available on the relevant accounts, T2S shall block the number
of securities and/or the amount of cash specified in the settlement instruction on the relevant

securities and/or T2S dedicated cash account(s).

If the number of securities and/or the amount of cash available on the securities account and/or the
T2S dedicated cash account are not sufficient to cover the number of securities and/or the amount
of cash specified in the blocking instruction, the blocking shall not take place.T2S shall recycle the
blocking instruction until the full securities and/or cash is available in the securities account and/or

T2S dedicated cash account.

T2S will use these securities and/or cash proceeds to settle the blocking instruction, provided that
they are not dedicated to be used for any other purpose (e.g. credit received from auto-
collateralisation to settle an underlying transaction or cash/securities to be redelivered in linked
transactions such as back-to-back transactions can not be used for blocking purposes).

Provision check for reservation purposes

Reference ID T2S.07.351

When a reservation instruction is submitted for settlement, T2S shall perform a provision check on

the securities account and/or T2S dedicated cash account referred to in the relevant instruction.

If sufficient securities and/or cash are available on the relevant account(s), T2S shall reserve the
number of securities and/or the amount of cash specified in the settlement instruction on the relevant

securities and/or T2S dedicated cash account(s).

If the number of securities and/or the amount of cash available on the securities account and/or the
T2S dedicated cash account are not sufficient to cover the number of securities and/or the amount

of cash specified in the reservation instruction, T2S shall:

e reserve the number of securities and/or the amount of cash already available on the relevant
account; and

e complement it with any incoming securities and/or cash proceeds arriving on this account,
provided that these securities or cash proceeds are not dedicated to be used for any other
purpose (e.g. credit received from auto-collateralisation to settle an underlying transaction cannot
be used for reservation purposes; similarly, cash or securities to be redelivered in linked
transactions such as back-to-back transactions can not be used for reservation purposes).
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T2S User Requirements — Chapter 7 — Settlement processing requirements

In that respect, the number of securities and/or amount of cash additionally reserved should be equal
to the difference between (i) the number and/or amount mentioned in the initial reservation instruction

and (ii) the number of securities/ amount of cash initially available on the relevant account.

CoSD blocking

Reference ID T2S.07.352

When a CoSD blocking instruction is submitted for settlement, T2S shall perform a provision check

on the securities account and/or T2S dedicated cash account referred to in the relevant instruction.

If sufficient securities and/or cash are available on the relevant accounts, T2S shall block the number
of securities and/or the amount of cash specified in the settlement instruction on the relevant
securities and/or T2S dedicated cash account(s). If the number of securities and/or the amount of
cash available on the securities account and/or the T2S dedicated cash account are not sufficient to
cover the number of securities and/or the amount of cash specified in the CoSD blocking instruction,
the blocking shall not take place, and will be recycled.

Provision check on cash and securities reserved/ blocked

Reference ID T2S.07.360

When a T2S party wants to use securities and/or cash that are reserved/blocked on its securities
account and/or T2S dedicated cash account, the T2S party shall specify it in the settlement

instruction by referring to the initial reservation/blocking instruction.

When an instruction refers to an initial reservation/blocking instruction, T2S shall perform its
provision check on the number of securities and/or amount of cash reserved/blocking through the

initial reservation/blocking instruction.

If there are sufficient securities and/ or cash reserved/ blocked for the settlement of the relevant
transaction, T2S shall book the settlement by using the securities and/or cash already reserved/
blocked.

If the securities and/or cash reserved/blocked are not sufficient to cover the amount specified in the
settlement instruction, the T2S provision check shall consider the securities and/or cash
reserved/blocked, as well as on any other securities and/or cash available on the securities and/or
T2S dedicated cash account (excluding securities and/or cash reserved/blocked on the relevant

accounts for any other purposes).

When T2S resorts to additional cash and/or securities available on the cash and/or securities
accounts, T2S shall use in priority the reserved/ blocked amounts of cash and/or securities referred

to in the instruction being settled.

Provision check on several layers of securities and/or cash previously reserved/blocked

Reference ID T2S.07.370
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T2S User Requirements — Chapter 7 — Settlement processing requirements

When a T2S party has reserved/blocked securities and/or cash on the same securities and/or T2S
dedicated cash account through different subsequent reservation/blocking instructions, T2S shall
enable the T2S party to use the different layers of securities and/or cash for the settlement of one
settlement instruction. To that end, the T2S party is required to refer to the different initial

reservation/blocking instructions.

When several reservations/ blockings of securities and/or cash have been performed on the same
securities account and/or T2S dedicated cash account, and when a T2S party submits to T2S a
settlement instruction referring to one (or some) of the initial reservation/blocking instructions, the
T2S provision check shall not consider the additional numbers of securities and/or amount of cash
reserved/blocked through reservation instructions other than those referred to in the instruction being

settled.

However, if the securities/ cash reserved/blocked through the relevant reservation/blocking
instructions here mentioned above are not sufficient to satisfy the provision check, T2S shall also
take into account additional securities and/or cash available on the relevant securities and T2S
dedicated cash accounts, provided that these securities and/or cash have not been reserved/blocked
for any other purpose.

When T2S resorts to additional cash and/or securities available on the cash and/or securities
accounts, T2S shall use in priority the reserved/blocked amounts of cash and/or securities referred

to in the instruction being settled.

Background information

In the example hereunder, T2S shall in priority use the securities reserved in 2 and 3, since the
instruction being settled refers to initial reservation instructions 2 and 3. Since the amount of
securities reserved in 2 and 3 is not sufficient for settlement, T2S shall use the remaining available
securities (non-reserved). Securities reserved in 1 shall not be used, as the initial reservation
instruction 1 is not referred to in the instruction being settled (as they may be reserved for any other
purpose).

Example:

Securities account

— - 20 from non-reserved | 100 non-reserved
Debit instruction for 150

80 reservation 1
Reservations 2 and 3

can be used 70 from reservation 2 70 reservation 2

60 from reservation 3 60 reservation 3
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Procedure for unused reserved or blocked cash and securities positions at the end of the day

Reference ID T2S.07.380

If at the end of the T2S settlement day, the reserved/blocked cash has not been used to any purpose,
T2S shall release the relevant cash. However, in the case of a CoSD, the instructions for the CoSD

blocking of cash will be reattempted for the next T2S settlement day.
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T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
and auto-collateralisation

8 Processing requirements for Settlement optimisation and
auto-collateralisation

This chapter details the requirements for settlement, optimisation and recycling procedures, as well
as for auto-collateralisation with central banks or payment/settlement banks.

Section 8.1 sets the T2S objectives for settlement, optimisation and recycling and details the main
optimisation features. The optimisation requirements for the night-time and daytime settlement
process are also detailed, including references to the use of auto-collateralisation (with central banks
or payment/settlement banks) and partial settlement procedures (conditions for triggering partial
settlement including thresholds, restrictions applicable, etc...). Finally, the last paragraphs of Section
8.1 cover requirements applicable to the settlement of non-euro-denominated transactions and to

settlements and optimisations involving several currencies.

Section 8.2 provides a detailed description of auto-collateralisation requirements with central banks
or payment/settlement banks (auto-collateralisation between payment/settlement banks and their
clients is also called as client-collateralisation). In particular, it defines the roles of NCBs,
payment/settlement banks and their clients in that perspective. The conditions for triggering auto-
collateralisation and the requirements applicable to the cash leg of auto-collateralisation operations
are also defined. This section also provides requirements on collateral management, i.e.
identification of collateral on stock and on flow, the valuation of collateral and the collateralisation
procedures. In addition, an identification of the types of transactions eligible for auto-collateralisation
(trading-related and corporate actions, single transactions or sets of transactions) is provided.
Finally, the last paragraphs of this section define requirements applicable to the reimbursement of
credits provided through auto-collateralisation, including automated reimbursements and

substitutions of collateral.

8.1 Settlement, optimisation and recycling procedures

This section describes user requirements for the settlement process for both the night-time and
daytime real-time settlement process, jointly with the optimisation and recycling procedures to be

used to maximise settlement efficiency.

To that end, this section describes the objectives that T2S settlement, optimisation and recycling
procedures shall meet. This section also describes the main optimisation tools and procedures in
T2S. Finally, this section details requirements for running optimisation procedures during both the

night-time and the daytime settlement windows.
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8.1.1 Objectives of T2S settlement, optimisation and recycling procedures

General objectives of the settlement, optimisation and recycling procedures

Reference ID T2S.08.010

T2S settlement, optimisation and recycling procedures shall maximise the volume and value of

settlement with the available securities and cash resources, in order to minimise the number and
value of unsettled transactions at the end of the night-time settlement process and the number and
value of fails at the end of the settlement day. For that purpose, T2S optimisation procedures shall
find the optimum balance between the maximisation of volumes (humber of transactions settled) and

value (cash countervalue of DVP transactions).

Background information

The optimum balance between the maximisation of volume and value aims at optimising the overall
settlement efficiency. The combination of both aims at avoiding situations where only volume
optimisation would be sought (which could lead to the settlement of low value retail transactions
being favoured to the detriment of transactions with a higher value) or situations where only value
optimisation would be sought (which could lead to the settlement of high value transactions being

favoured to the detriment of many retail transactions with a lower value).

Objectives of the settlement procedure during the night-time settlement window

Reference ID T2S.08.020

During the night-time settlement process, T2S shall submit for settlement attempt (in the different
sequences and cycles mentioned in Chapter 7) all eligible transactions for this intended settlement
date and transactions recycled from the previous days. None of the transactions eligible for
settlement during the night-time settlement window shall remain unsettled at the end of the night-

time settlement window without having been submitted for at least one settlement attempt.

Objectives of the real-time settlement procedure during the daytime settlement window

Reference ID T2S.08.030

During the daytime settlement window, T2S shall submit transactions to a “real-time settlement”
attempt without delay after the transaction becomes eligible for settlement. T2S shall consequently
minimise the time lag during which a settlement instruction eligible for settlement is queued before
being submitted to a settlement attempt. To that purpose, the processing time for submitting an
instruction to a settlement attempt, to perform the provision check and ensure the booking process

(or exclude transaction from booking if the provision check is not satisfied) shall be minimised.

Optimisation objectives during the night-time settlement window

Reference ID T2S.08.040
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T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
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During the night, T2S shall maximise the number and value of settlements with the available
securities and cash resources. In order to reduce the number and value of transactions failing to

settle, T2S shall employ:

e optimisation algorithms identifying chains of transactions (e.g. such as empty circles, back-to-
back transactions) to resolve gridlock situations;

e auto-collateralisation operations with central banks and/or payment/settlement banks providing
intraday credit for the settlement of transactions for which the payment/settlement bank has
insufficient cash and/or for which the client of the payment/settlement bank has insufficient
external guarantee headroom; while seeking to maximise the number and value of transactions
settled during the night, T2S shall minimise the number and value of auto-collateralisation
operations necessary in the optimisation process;

e partial settlement, in order to minimise the value of transactions remaining unsettled at the end
of the night-time settlement window; while pursuing this objective, T2S shall minimise the number
of transactions submitted to partial settlement as described in the section on partial settlement.

o When necessary, T2S shall combine the three procedures together (optimisation algorithms,

auto-collateralisation and partial settlement).
When using optimisation algorithms, auto-collateralisation and partial settlement, T2S shall take into

account rules applicable regarding the level of priority and intended settlement date of the

transactions (see below).

Optimisation objectives during the daytime settlement window

Reference ID T2S.08.050

During the daytime settlement window, T2S shall run optimisation procedures in parallel with the

real-time settlement process in order to reduce the number and value of pending transactions.

T2S shall run optimisation procedures on pending transactions during the daytime settlement
window as frequently as possible. These continuous optimisation procedures shall aim at taking into
account as soon as possible changes of situation (such as new cash or securities availability on a
securities account or T2S dedicated cash account, or new unsettled transactions), in order to identify

chains of transactions that can be submitted together for a settlement attempt.

Similarly to night-time optimisation, in order to increase the volume and value of settlement and
hence, to reduce the value and volume of pending transactions, continuous optimisations shall

employ:

e optimisation algorithms identifying chains of transactions (e.g. such as empty circles, back-to-
back transactions) to resolve gridlock situations;

e auto-collateralisation operations with central banks and/or payment/settlement banks providing
intraday credit for the settlement of transactions for which the payment/settlement bank has
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insufficient cash and/or for which the client of the payment/settlement bank has insufficient
external guarantee headroom;

e partial settlement, in order to minimise the value of transactions remaining unsettled at the end
of the settlement day; while pursuing this objective, T2S shall minimise the number of

transactions submitted to partial settlement as described in the section on partial settlement.
When necessary, T2S shall combine the three procedures (optimisation algorithms, auto-

collateralisation and partial settlement).

Similarly to night-time optimisation procedures, T2S shall take into account rules applicable
regarding the level of priority and intended settlement date of the transactions (see here under) when
resorting to optimisation algorithms, auto-collateralisation and partial settlement during the daytime

settlement window.

Recycling objectives: favouring the settlement of oldest transactions

Reference ID T2S.08.060

When several transactions with the same level of priority compete for settlement, T2S shall submit

recycled transactions for settlement and optimisation procedures in a way that favours the settlement
of transactions with the oldest intended settlement date.

When several pending transactions with the same level of priority and the same intended settlement
date are recycled, T2S shall settle the relevant transactions in a way that maximises the volume and

value of settlement.

Recycling objectives: limiting the length of time during which atransaction remains unsettled

Reference ID T2S.08.070

T2S shall use securities and cash resources in optimisation procedures for oldest transactions first
in order to reduce the time during which a transaction remains unsettled beyond the intended

settlement date.

8.1.2 Main features of optimisation procedure in T2S
This section details the types of optimisation procedures expected from T2S, including partial
settlement.

Except for transactions linked or optimised across currencies, the user requirements below assume

that all transactions are settled in the same currency on the cash side.

Optimisation procedures during the night-time and daytime settlement windows

Reference ID T2S.08.080

T2S shall provide optimisation procedures for both the night-time and the daytime settlement

windows.
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During the night-time settlement window, T2S optimisation procedure shall cover all transactions
submitted for settlement (either new transactions or recycled transactions that could not be settled

in a previous settlement attempt).

During the daytime settlement window, T2S optimisation procedure shall be run in parallel of real-

time settlements and shall cover transactions that could not be settled in an earlier attempt.

Role of technical netting in the optimisation procedures

Reference ID T2S.08.090

T2S shall include technical netting in its optimisation procedures. The technical netting aims at
limiting resources necessary for the settlement of a set of transactions submitted together for a

settlement attempt.

Without jeopardising the fact that booking takes place on a gross basis, T2S shall reduce, through
technical netting, the final net balance to be credited and debited on securities accounts and T2S
dedicated cash accounts. When performing its provision check, T2S shall consider the final net
balance that results from the booking of all the transactions submitted together for the settlement

attempt (and not from each and every transaction).

Use of technical netting

Reference ID T2S.08.100

Technical netting shall be used to the largest extent possible in T2S optimisation procedures in order

to maximise the number and the value of transactions that can be settled with a given amount of

securities and/ or cash.
The purpose of T2S optimisation procedures shall be:

() to select sets of transactions with a view to reducing the net amount of debits and credits that

result from the booking of the relevant set of transactions; and

(i) to ensure that these net amounts of debits and credits can be booked with the cash and securities
resources available on the securities accounts and T2S dedicated cash accounts referred to in the

instructions being settled.

The way these two steps are performed is different during the night-time and the daytime settlement

windows, as described in the following sections.

Use of technical netting on the securities and cash sides

Reference ID T2S.08.110

T2S shall apply technical netting on the securities and/or cash side of transactions submitted for
optimisation. In order to optimise the securities side of settlements, T2S shall select several
transactions involving the same ISIN with a view to minimising the number of securities necessary

to ensure settlement. In order to optimise the cash side of settlements, T2S shall select several
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transactions involving the same or different ISINs with a view to minimising the amount of cash

necessary to ensure settlement.

8.1.3 Optimisation procedures during the night-time settlement window

Optimisation procedures with technical netting during the night-time settlement window

Reference ID T2S.08.120

During the night-time settlement window, T2S shall submit all eligible transactions for settlement and

shall, hence, optimise all these transactions together.

For optimisation purposes, T2S shall:

e consider the number of securities and the amount of cash available on the securities accounts
and T2S dedicated cash accounts where settlement has to take place;

o consider whether the net debits and credits resulting from the transactions submitted to
settlement satisfy the provision check, including the check against limits headroom; and

e de-select (when necessary, i.e. when no auto-collateralisation or partial settlement is possible)
in an optimised way the transactions that cause the net debits and credits to exceed the amount
of securities and cash resources available on the securities accounts and T2S dedicated cash

accounts.
When the provision check fails due to a lack of cash and/or insufficient external guarantee headroom,

T2S shall consider whether auto-collateralisation will allow the settlement.

Criteriato be used for the de-selection of transactions

Reference ID T2S.08.130

When several transactions can be deselected, T2S shall de-select transactions with a lower priority

before transactions with a higher priority.

When several transactions with the same level of priority can be deselected, T2S shall de-select
transactions with the most recent intended settlement date before transactions with the oldest

settlement dates.

When several transactions with the same level of priority and the same intended settlement date can
be de-selected, T2S shall de-select them in a way that minimises the number and value of unsettled

transactions.

When ensuring optimisation during the night, T2S will identify sets of transactions as given in the
examples of daytime optimisations below. Consequently, when minimising the number and value of
unsettled transactions, T2S shall consider identifying at least back-to-back transactions and chains
of transactions that could be settled. If possible, these transactions shall be included in the selection

of transactions to be settled (i.e. not de-selected), before any additional transactions are included.
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8.1.4 Optimisation procedures during the daytime settlement window

Submission of pending transactions for optimisation with technical netting during the

daytime settlement window

Reference ID T2S.08.140

During the daytime settlement window, T2S shall use technical netting to optimise the pending

transactions that failed to be settled in an earlier attempt during the previous night-time settlement

window or during the current daytime procedure.

When a transaction fails to be settled in a first settlement attempt during the real-time settlement
window due to a lack of cash and/or insufficient external guarantee headroom, T2S shall trigger
(when possible and applicable) an auto-collateralisation attempt before the optimisation procedures
with technical netting.

Optimisation procedures with technical netting during the daytime settlement window

Reference ID T2S.08.150

In parallel with real-time settlements, T2S shall continuously run optimisation procedures covering

pending transactions in a way that identifies sets of transactions that can be submitted together for

settlement.

These continuous runs of optimisation procedures shall aim at taking into account:

e additional securities and/or cash resources available on the securities accounts and/or T2S
dedicated cash accounts of the T2S party failing to settle; these additional securities and/or cash
resources can be the proceed either of a trading-related transaction or from a corporate action;
and

e any new unsettled transaction due to a lack of securities or cash.
Optimisation procedures in the daytime settlement window when additional securities are

available

Reference ID T2S.08.160

When additional securities for a given ISIN become available on the securities account of a T2S
party that failed to settle other transactions due to a lack of securities on the same securities account
and for the same ISIN, T2S shall identify the transactions that are pending for settlement due to lack

of securities on the same securities account and for the same ISIN.

If such pending transactions exist, T2S shall submit these pending transactions for settlement in a

way that meets optimisation objectives.

Background information
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For the above-mentioned cases, optimisations shall aim at identifying at least back-to-back
transactions and chains of transactions that would maximise the use of additional securities

resources.

Example 1: back to back transactions

Initial situation

Transaction 1

A can notdeliver 100
Bank A securities to B Bank B
Securities account =0 » Securities account = 0
Paymentcapacity = 0 g Paymentcapacity = 0
Transaction 2
B can notdeliver 100
securities to C
Bank C
Securities account = 0
Payment capacity = 200

A back-to-back chain of transaction is identified by the optimisation procedure. However, in the initial
situation, A has no securities on its securities account, which prevents the settlement of the chain of
transactions between A, B and C.

A new situation is created by the delivery of 150 securities on the securities account of bank A.
Considering that bank A has a pending transaction waiting for settlement on its securities account,
T2S shall use the 150 securities received by submitting the chain of back-to-back transactions
identified for settlement. In this case, 100 of the 150 securities received are used for the settlement

of the chain of pending transactions.

New situation

150 securities delivered to

Bank A
Transaction 1
A can deliver 100 securities to
B and B can pay with cash
Bank A received from C Bank B
Securities account = +150 5 Securities account = 0
Payment capacity = 0 Payment capacity = 0
Transaction 2
B can deliver to C the 100
securities received from B
Bank C

Securities account = 0
Payment capacity = 200

Example 2: complex chain of transactions

In the initial situation, none of the banks A, B, C or D has sufficient securities to settle their respective

transactions.
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D
Transaction 4 Securities = 0 Transaction 3
it i i D sells 20 Cash = 10 C sells 25
Imtlal situation securities for EUR securities for EUR
40 50
A C
1 Securities =0 Securities =0
Cash =50 Cash =20
Transaction 1 B Transaction 2
Asells 45 Securities = 0 C sells 35
securities for EUR Cash = 20 securities for EUR
90 70

The delivery of 25 securities on the securities account of bank A creates a new situation. Considering
that bank A has a pending transaction waiting for settlement on its securities account, T2S shall use
the 25 securities received by submitting the chain of back-to-back transactions identified for
settlement. In this case, all the securities received on the securities account of bank A can be used

for the settlement of the whole chain of transactions.

D
Transaction 4 Securities = 0 Transaction 3
. . D sells 20 Cash = 10 C sells 25
New situation securities for EUR securities for EUR
40 50
A receivess 25
securities A c
— P Securities = Securities = 0
+25 Cash =20
Cash™>%0
Transaction 1 B Transaction 2
A sells 45 Securities = 0 C sells 35
securities for EUR Cash =20 securities for EUR
90 70

Optimisation procedures in the daytime settlement window when additional cash is available

T2S.08.170

When additional cash becomes available on a T2S dedicated cash account, T2S shall identify the

Reference ID

pending transactions which failed to be settled in an earlier attempt due to a lack of cash on this T2S
dedicated cash account and/or insufficient external guarantee headroom overrun on the affected

credit memorandum.
If such transactions exist, T2S shall submit them for settlement.

Optimisation procedures in the daytime settlement window when a new transaction fails to
be settled

Reference ID T2S.08.180
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When a transaction fails to be settled on a first attempt during the daytime settlement window, T2S
shall submit this failed pending transaction to the continuous optimisation procedures in order to
identify if this new pending transaction can be settled together with other pending transactions in
order to solve gridlock situations.

When such a chain of transaction is identified, T2S shall submit all the transactions together to the

real-time settlement process. The whole chain of transactions shall be submitted to a settlement
attempt in the order of arrival of this whole chain of transactions in the real-time settlement process.

Initial situation

Instruction 1
A sells 100 securities to B

Bank A for EUR 200 Bank B
Securities account =0 4 Securities account =0
Payment capacity = 0 Payment capacity = 0

Background information

For instance, T2S shall aim at identifying chains of transactions such as empty circles, etc. so that
the new pending transaction may be settled. The complexity of the empty circle solved depends on
the number of T2S parties involved in the circle.

Example 1: simple empty circle
In the initial situation, bank B has a pending purchasing transaction with bank A. This means that
bank B cannot settle due to a lack of securities on bank A’s side and lack of cash on bank B’s side.

Due to the lack of cash and securities on banks A and B’s sides, a second transaction between bank
A and bank B fails to be settled. This new unsettled transaction creates a new situation which enables

an empty circle to be identified and the settlement of both unsettled transactions to be ensured.

New situation

Transaction 1

A sells 100 securities to B
Bank A for EUR 200 Bank B

Securities account =0 Securities account =0
Payment capacity = 0 Payment capacity = 0

v

Transaction 2
B sells 100 securities to A
for EUR 200
Example 1: complex empty circle

In the initial situation, transactions 1, 2 and 3 cannot be settled due to lack of cash and securities on
the accounts of A, B, C and D.

Version: R2024.JUN Page 179



A W N

10
11
12

13

14

T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
and auto-collateralisation

Initial situation D .
Securities = 0 Transaction 3
Cash =10 C sells 50
securities for EUR
80
-
A C
Securities =0 Securities =0
Cash=0 Cash =20
Transaction 1 B Trnasaction 2
A sells 50 Securities =0 B sells 50
securities for EUR Cash = 20 securities for EUR
90 85

Due to lack of cash and securities on the accounts of A and D, transaction 4 fails to be settled. This
new unsettled transaction creates a new situation which enables an empty circle to be identified and

the settlement of both unsettled transactions to be ensured.

New situation

D
Transaction 4 Securities = 0 Transaction 3
D sells 50 Cash = 10 C sells 50
securities for EUR securities for EUR
70 80
A C
Securities =0 Securities =0
Cash=0 Cash =20
Transaction 1 B Trnasaction 2
A sells 50 Securities =0 B sells 50
securities for EUR Cash = 20 securities for EUR
90 85

Criteria for selecting transactions in the daytime continuous optimisation process

Reference ID T2S.08.190

If, during the daytime settlement window, T2S has to make a choice between several pending

transactions in the selection process for continuous optimisation procedures, T2S shall favour
transactions with the highest levels of priority over transactions with the lower levels of priority. If
T2S has to make a choice between several transactions with the same level of priority in the selection
process, T2S shall favour transactions with the oldest intended settlement date over transactions

with the more recent intended settlement date.

8.1.5 Partial settlement procedures

Availability of partial settlement procedures
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Reference ID T2S.08.210

T2S shall use partial settlement for transactions that could not be settled in an earlier settlement
attempt due to lack of securities when the settlement transaction fulfils all criteria for partial

settlement.

Timing for partial settlement procedures

Reference ID T2S.08.220

T2S shall activate partial settlement procedure and start submitting eligible instructions for partial
settlement when it receives a T2S time-based or event-based trigger to initiate partial settlement.
T2S shall deactivate partial settlement procedure and stop queuing eligible instructions to partial
settlement procedure when it receives a time-based or event-based trigger to terminate partial

settlement.

T2S shall support the definition of several T2S parameters for activating and deactivating partial
settlement procedure during the night-time and daytime settlement period.

T2S shall submit all instructions at least once for partial settlement that T2S has identified as eligible
for partial settlement prior to deactivation of the partial settlement procedure.

Main features of partial settlement

Reference ID T2S.08.230

T2S shall apply partial settlement to FOP and DVP instructions when the instruction is eligible for
partial settlement based on the criteria below. When submitting an unsettled transaction for partial
settlement, T2S shall attempt to settle the maximum amount of securities available on the securities
account of the seller, taking into account the threshold type chosen by the counterparts. The part of
the transaction that settles is referred to as the “settled leg”, whereas the part of the transaction that

cannot be settled is referred to as the “pending leg”.

Main features of partial settlement: keeping track of the initial transaction

Reference ID T2S.08.240

When submitting a transaction for partial settlement, T2S shall keep track of the initial transaction

reference for the pending leg.

Triggering partial settlement: agreement and threshold conditions

Reference ID T2S.08.250

T2S must submit transactions for partial settlement only if the conditions mentioned below regarding
the agreement of the T2S parties for using the partial settlement functionality and regarding the

minimum amount for triggering partial settlement are met.

Agreement on partial settlement at an instruction level
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Reference ID T2S.08.270

T2S shall enable a T2S party to set a partial settlement-processing attribute at instruction level. T2S
shall trigger partial settlement on all matched instructions unless at least one of the counterparts
submits its settlement instruction as not eligible for partial settlement (partial settlement flag no/false).
T2S shall trigger partial settlement when both counterparts indicate at instruction level that they allow
partial settlement (partial settlement process attribute yes/true) or when the value for the attribute is
not present. T2S shall allow T2S parties to change the partial settlement processing attribute as it
requires during the day until T2S settles the instruction partially or fully.

Conditions in terms of thresholds

Reference ID T2S.08.290

T2S shall only submit transactions for partial settlement if they meet the thresholds criteria defined

below. These thresholds shall be set in T2S static data.

Main features of thresholds

Reference ID T2S.08.300

Thresholds applicable to partial settlement must be expressed in cash value or in quantity. The
threshold in cash value determines the numeric value under which no partial settlement should take
place. The threshold in quantity determines the quantity of the underlying security under which no
partial settlement should take place. The threshold in quantity may be defined through the

combination of attributes of the securities reference data. T2S shall not combine these two threshold
types.
Applicability of thresholds in quantity

Reference ID T2S.08.310

T2S shall apply a harmonised threshold for quantity when both counterparts indicate for their

instructions that T2S shall apply a partial settlement threshold in quantity.

T2S shall apply to all eligible FOP instructions the threshold for the quantity, regardless of the

threshold specified at the instruction level.

Background information:

The market has agreed that the harmonised threshold in quantity shall be defined by the minimum
settlement unit and the settlement unit multiple of the underlying security defined in T2S securities

reference data.

Applicability of thresholds in cash value

Reference ID T2S.08.315
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T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
and auto-collateralisation

T2S shall apply harmonised threshold in cash value to all eligible DVP instructions unless both
counterparts indicate in their instructions that T2S is to apply threshold in quantity. The threshold in
cash value shall be common to all T2S parties, set as parameter for each T2S settlement currency
and separate for equity and debt instruments.

Background information:

The market has agreed that the harmonised threshold in cash value shall be 10,000EUR or the
equivalent in another T2S settlement currency for equity-instruments and 100,000EUR or the
equivalent in another T2S settlement currency for debt instruments. The instruments belonging to
either group shall be defined by the first character of the 1SO10962 Classification of Financial

Instruments set in T2S securities reference data.

Partial settlement in optimisation procedures

Reference ID T2S.08.380

When T2S submits a chain of pending settlement transactions for settlement when partial settlement
is active, T2S shall check for every settlement transaction in chain whether it is eligible for partial
settlement. T2S shall apply partial settlement for those settlement transactions in the chain that are

eligible.

When determining the maximum quantity that can settle for a pending transaction, T2S in its
optimisation procedure shall take into account the securities position on the securities account, the
cash resources available for the T2S dedicated cash accounts as well as securities and cash

received in the process of settling the relevant chain of transactions.

Limitation of partial settlements in optimisation procedures

Reference ID T2S5.08.390

When several transactions are optimised together (including technically linked by T2S for
optimisation purposes) in a way that gives rise to a chain of securities or cash redeliveries, T2S shall
try to reduce the number of redelivery transactions submitted to partial settlement.

When selecting transactions submitted to, or excluded from, partial settlement, T2S shall take into
account the level of priority and the intended settlement date of the relevant transactions (favouring
transactions with a higher level of priority and then transactions with the oldest intended settlement
date).

Application of partial settlement to transactions linked by T2S parties

Reference ID T2S.08.400

T2S shall not submit transactions linked by T2S actors for partial settlement.
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8.1.6 Settlement and optimisation procedures applicable to non-euro-denominated
transactions

Non-euro settlements

Reference ID T2S.08.440

Provided that an appropriate arrangement has been put in place between T2S and a central bank

issuing a given non-euro currency (or a central bank authorised to hold accounts denominated in
this currency and to settle transactions on these accounts), T2S shall be technically able to settle
transactions in central bank money on T2S dedicated cash accounts denominated in this currency.

Currencies accepted by T2S are referred to as "T2S settlement currencies" below.

Settlement procedures applicable to transactions denominated in non-euro currencies

Reference ID T2S.08.450

Under the conditions mentioned above, T2S shall be technically able to provide the settlement and

optimisation procedures (including partial settlement) already envisaged for euro-denominated
settlements for non-euro-denominated settlements. This shall only be applicable to non-euro
transactions denominated in the same T2S settlement currency (for the settlement of sets of
transactions involving several currencies, see below).

Provided that an appropriate agreement has been reached with the central bank issuing the relevant
non-euro currency, T2S shall also provide an auto-collateralisation functionality for non-euro-
denominated transactions, in the same way as auto-collateralisation is provided for euro-

denominated settlements.

Payment/settlement banks shall also be able to determine limits (e.g. auto-collateralisation limit) for

each of the eligible non-euro T2S settlement currencies for which T2S provides settlement services.

8.1.7 Settlement and optimisation procedures applicable to sets of transactions
denominated in several currencies

Sets of linked transactions whose cash leg is denominated in different currencies

Reference ID T2S.08.460

T2S shall not enable T2S parties to denominate the cash leg of one single transaction in several

T2S settlement currencies. However, T2S shall enable T2S parties to submit linked transactions
whose cash legs are denominated in different T2S settlement currencies, provided that the cash leg
of each of the transactions is denominated in one, and only one, T2S settlement currency. When
transactions denominated in different T2S settlement currencies are linked together by T2S parties,

or when T2S needs to link several transactions denominated in different T2S settlement currencies
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for optimisation purposes (see below), T2S shall submit all the relevant transactions together for

settlement as linked transactions.

Optimisation procedures applicable to sets of transactions denominated in several

currencies

Reference ID T2S.08.470

During the night-time settlement window and in the daytime continuous optimisation process, when

several transactions involving the same ISIN are denominated in different T2S settlement currencies,
T2S shall only optimise the securities legs of the relevant transactions in order to reduce the net
securities debit resulting from the submission for settlement of this set of transactions.

T2S shall not seek to optimise the cash legs of transactions denominated in different T2S settlement

currencies (i.e. T2S shall not offer any technical cross-currency cash netting).

Background information:

Example: in this example, T2S should optimise the securities delivery side (back-to-back) to the
extent that C has enough GBP to pay B and that B has enough euro to pay A. An inability of B to
pay in euro, for instance, would not have allowed any optimisation (no cross-currency optimisation

on the cash side).

A sells 100 securities to B for EUR 150 Initial securities / cash positions

B sells 100 securities to C for GBP 200 A: 100 securities/ no cash
B: no securities/ EUR 150
C: no securities/ GBP 200

A securities B securities C securities
account account account
100
100 100
100 100
A cash B cash B cash C cash
account EUR account EUR account GBP account GBP
150
150 «— 150 200
200 +— 200

8.2 Auto-collateralisation

Provision of auto-collateralisation functionality

Reference ID T2S.08.480

T2S shall provide auto-collateralisation functionality during the whole T2S settlement period in order
to facilitate the settlement of underlying securities-related instructions that would fail to settle due to
a lack of cash on a T2S dedicated cash account and/or insufficient external guarantee headroom on

a credit memorandum balance.

Version: R2024.JUN Page 185



© 00 N o o A W DN B

-
o

=
(=Y

12

13
14

15
16

17

18
19
20
21

22
23

24

25
26

27

T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
and auto-collateralisation

The auto-collateralisation functionality is available with central banks and with payment/settlement
banks to eligible T2S parties as defined in T2S static data. T2S will trigger auto-collateralisation with
central banks in case of lack of cash on the T2S dedicated cash account of the payment/settlement
bank to which the settlement instruction is referring. T2S will trigger auto-collateralisation with a
payment/settlement bank (client-collateralisation) in case of insufficient external guarantee
headroom on the credit memorandum balance of a client of the payment/settlement bank, owner of
the securities account to which the settlement instruction is referring. In both cases the cash amount
to be provided shall be at least the minimum threshold as defined for that T2S dedicated cash
account, in order to avoid situations in which many auto-collateralisation transactions are generated,

each only providing a small amount of liquidity.

8.2.1 Central banks’ role in intraday credit provision through auto-collateralisation

Central banks’ ability to provide intraday credit through auto-collateralisation

Reference ID T2S.08.490

The provision of auto-collateralisation with a central bank shall depend on the agreement of that

central bank.

However, the Eurosystem has already agreed on the provision of auto-collateralisation in Euro with

the central banks of the Eurosystem.

Central banks’ account structure for auto-collateralisation

Reference ID T2S.08.500

In order to provide intraday credit through auto-collateralisation in T2S to one or several eligible
payment/settlement banks, each national central bank shall open a T2S central bank cash account
on which all debits corresponding to its intraday credit provisions through auto-collateralisation will

be posted.

8.2.2 Payment/settlement banks’ role in intraday credit provision through auto-
collateralisation

Payment/settlement banks’ ability to provide intraday credit through auto-collateralisation

Reference ID T2S.08.505

The provision of auto-collateralisation with a payment/settlement bank (client-collateralisation) shall

depend on the agreement of that payment/settlement bank.

Payment/settlement banks accounts structure for auto-collateralisation

Reference ID T2S.08.507

Version: R2024.JUN Page 186



A W0 N -

10
11
12
13

14
15

16
17

18
19
20
21

22
23

24
25
26

27
28

T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
and auto-collateralisation

In order to provide intraday credit through auto-collateralisation in T2S to one or several eligible
clients, payment/settlement banks shall open one securities account (via their CSD) dedicated to
auto-collateralisation for each of their clients. T2S shall use these accounts when transferring the
collateral from the client to the payment/settlement bank during the auto-collateralisation process.

8.2.3 Conditions for triggering auto-collateralisation

Additional provision check conditions applicable to the triggering of auto-collateralisation

operations

Reference ID T2S.08.560

T2S shall generate auto-collateralisation operations only when they allow settling the underlying
settlement transaction(s) and when sufficient headroom exists on the auto-collateralisation limit
(headroom must at least be equal to the minimum amount defined for the T2S dedicated cash
account). When triggering auto-collateralisation, T2S shall also consider the unsecured credit limit
headroom available that could complement the auto-collateralisation operation in case of auto-
collateralisation with payment/settlement banks (client-collateralisation).

8.2.4 Settlement of the cash leg and securities leg of auto-collateralisation
operations

Use of intraday credit provided through auto-collateralisation to settle the underlying

transactions

Reference ID T2S.08.570

When it generates auto-collateralisation operations with central banks or payment/settlement banks,
T2S shall submit them to the settlement on an all-or-none basis together with the underlying
settlement instructions in order to ensure that the amount of intraday credit provided through auto-

collateralisation is automatically and exclusively used to settle the underlying instruction(s).

Settlement of securities leg of auto-collateralisation with central bank in the case of a Repo

country

Reference ID T2S.08.572

In case of auto-collateralisation operation with a central bank based on Repo, T2S shall transfer the
eligible securities to the central bank’s securities account with reference to the payment/settlement
bank.

Settlement of securities leg of auto-collateralisation with central bank in the case of a pledge

country

Reference ID T2S.08.574
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In case of auto-collateralisation operation with a central bank based on Pledge, T2S shall move the

eligible securities to the account of the T2S party pledged to the central bank providing the credit.

Settlement of securities leg of auto-collateralisation with payment/settlement banks (client-

collateralisation)

Reference ID T2S.08.577

T2S shall always generate auto-collateralisation operations with payment/settlement banks (client-
collateralisation) based on Repo and thus transfer the eligible securities to payment/settlement

bank’s securities account with reference to its client.

8.2.5 Management and identification of eligible collateral in the settlement of auto-
collateralisation operations

Use of collateral on stock and on flow

Reference ID T2S.08.600

When generating auto-collateralisation operations, T2S shall use in the following order:

e collateral on flow: securities earmarked, eligible for auto-collateralisation and being credited
through the set of transactions for which the auto-collateralisation is triggered, if the settlement
transaction indicates a securities account linked (for the purpose of auto-collateralisation) to the
T2S dedicated cash account or credit memorandum balance on which the auto-collateralisation
is triggered and

o if that securities account is earmarked for auto-collateralisation;
o or if the settlement transaction indicates that receipt of securities is into the position
earmarked for auto-collateralisation of that securities account.

e collateral on stock: securities earmarked, eligible for auto-collateralisation and already available
in the position earmarked for auto-collateralisation on one of the securities accounts linked (for
the purpose of auto-collateralisation) to the T2S dedicated cash account or the credit

memorandum balance on which auto-collateralisation is triggered.
When the collateral value of the securities on flow is not sufficient to cover the amount of credit

granted, T2S shall complement collateral on flow with collateral on stock.

Earmarking at the level of securities position

Reference ID T2S.08.610

T2S shall allow the possibility of earmarking by a T2S party at the level of securities position in a
securities account for specific purposes, by means of settlement restrictions. Receipt and delivery of

securities into/from different position types has been elaborated in T2S.08.651.

Link between securities account and T2S dedicated cash account or credit memorandum

balance for auto-collateralisation

Version: R2024.JUN Page 188



© 00 N oo o1 B~ W DN

10
11
12

13
14
15
16
17
18

19
20

21
22
23
24
25
26
27

28
29

30

T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
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Reference ID T2S.08.630

T2S shall allow T2S parties to indicate for each of their securities accounts whether T2S can use
securities from that account when generating auto-collateralisation operations with central banks or
payment/settlement banks on a specific T2S dedicated cash account or a credit memorandum
balance (i.e. when the lack of cash occurs on a specific T2S dedicated cash account or when

insufficient external guarantee headroom occurs on a specific credit memorandum balance).

When such a link exists between a securities account and a T2S dedicated cash account or credit
memorandum balance, T2S will use securities from that account in auto-collateralisation operations

based on the earmarking options.

Indication to use collateral on flow

Reference ID T2S.08.640

T2S shall enable T2S parties to determine whether they agree to use securities being purchased as
collateral on flow in an auto-collateralisation operation with a central bank or with a

payment/settlement bank:

¢ When a settlement instruction indicates to deliver the securities into the position earmarked for
the purpose of auto-collateralisation, the securities will be available for auto-collateralisation on
flow with central bank or with a payment/settlement bank.

¢ When the settlement instruction indicates to deliver the securities into an account earmarked for
the purpose of auto-collateralisation, the securities will also be available for auto-collateralisation
on flow with central bank or with a payment/settlement bank, even when the settlement

instruction indicates to deliver the securities into the available position of that account.
Earmarking at the level of securities account

Reference ID T2S.08.650

T2S shall allow the possibility of earmarking by a T2S party at the level of a securities account for
specific purpose. In case there is a conflict to use the earmarked securities for a delivery/ receipt
due to contradictory choices between account level and instruction level (i.e. when a settlement
instruction refers to a earmarking purpose different from earmarking purpose at account level), the
choice at account level overrides the choice at instruction level (i.e. T2S will credit or debit the
earmarked position according to the purpose of earmarking at account level and not according to

the purpose of earmarking at the instruction level).

If earmarking is done at the securities account level for a specific purpose, it will NOT be possible to

earmark securities at position level (in the same account), for a different purpose.

Receipt/Delivery of securities into/from different position types

Reference ID T2S.08.651
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T2S shall allow a T2S party to specify whether it wishes to receive securities or deliver securities

from a specific earmarked position at the level of the settlement instruction.

If the T2S Party specifies in the settlement instruction to deliver securities from its earmarked position
a quantity of securities greater than its earmarked position, then T2S shall fail the settlement of the
instruction. When the earmarked securities position is sufficient for settling the instruction, then T2S
shall reduce the earmarked position by the delivered quantity.

If the T2S Party specifies in the settlement instruction to receive securities into its earmarked position
and no earmarked position exists, then T2S shall generate an earmarked position with the received
guantity. If an earmarked position exists, then T2S shall increase the earmarked position by the

guantity received.

Partial settlement rules will apply in a standard way for settlement instructions.

8.2.6 Conditions for the selection of collateral

Conditions for the selection of collateral

Reference ID T2S.08.690

When generating auto-collateralisation operations and based on the applicable valuation of the
eligible collateral, T2S must select securities in such a way that the total amount of securities

collateralised with central bank or payment/settlement bank:

- is at least equal to the amount of intraday credit provided; and
- does not exceed the auto-collateralisation limit granted, defined by the central bank or the

payment/settlement bank providing the credit.

8.2.7 Collateral movements in auto-collateralisation operations with central banks

Ability for central banks to choose between several types of collateralisation procedures

Reference ID T2S.08.700

Based on the type of collateral movement chosen by each central bank providing credit, T2S shall

collateralise the intraday credit provided through auto-collateralisation either:

(i) by transferring the securities from the securities account of a T2S party to the securities account

of the central bank providing the credit; or

(i) by transferring the securities from the account of the bank receiving the credit to another account
of this settlement bank (the second securities account being pledged to the central bank providing

the credit); or

(i) by reserving the securities on the securities account of the settlement bank receiving the credit;

in such a case, the securities shall be reserved in favour of the central bank providing the credit and
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T2S User Requirements — Chapter 8 — Processing requirements for Settlement optimisation
and auto-collateralisation

T2S shall no longer enable the securities account holder to use the relevant securities as long as

they are reserved.

Each national central bank is required to determine in T2S static data the collateralisation procedure
for which it opts, i.e. (i) transfer to an account opened in its name, or (ii) transfer to an account
pledged in its favour, or (iii) reservation of securities. This choice will apply to all eligible settlement
banks to which the relevant central bank provides intraday credit through auto-collateralisation.

Implementation of the central banks’ choice on auto-collateralisation on stock

Reference ID T2S.08.710

When auto-collateralisation takes place on the basis of collateral on stock, T2S shall either :

e debit the relevant securities account and credit the securities account of the central bank
providing intraday credit (aforementioned option (i)) or the securities account pledged to the
relevant central bank (aforementioned option (ii)); or

e reserve the securities on the securities account of the eligible settlement bank receiving the credit
(aforementioned option (iii)).

In any case, all the securities transfers or reservations shall be linked to the corresponding cash

movement, in such a way that none of these operations can be settled if one of them cannot be

settled.

Implementation of the central banks choice on auto-collateralisation on flow

Reference ID T2S.08.720

When auto-collateralisation takes place on the basis of collateral on flow, T2S shall

e debit the securities account of the T2S party selling the relevant securities;

e credit the securities account of the T2S party buying the securities;

e debit or reserve the securities on the securities account of the buyer (the debit or reservatio