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. Risks to market-makers

The market-maker shows an
offer to her client on the basis of
being able to borrow and/or
source the bonds to make good
delivery.

i 818

The buy-in will always be
executed above market, due to
guaranteed delivery and
‘signaling’. There could also be a
fee charged by the buy-in agent.

Market
MWaker

Cost = Buy-in Price — Re-sale price/Mark-to-market
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The buy-in will always be

Repa executed above market, due to
Market guaranteed delivery and

‘signaling’. There could also be a
fee charged by the buy-in agent.

Eond
harket
In the event of a buy-in, the
market-maker will incur a cost
(the ‘buy-in premium’).

Theoretically there re is no limit
to this cost.
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Mandatory buy-ins under CSDR and the
European bond markets: Impact Study

November 2019

https://www.icmagroup.org/assets/documents/Regulatory/Second
ary-markets/CSDR-Settlement-Regulation/Mandatory-buy-ins-
under-CSDR-and-the-European-bond-markets-Impact-Study-
271119.pdf
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https://www.icmagroup.org/assets/documents/Regulatory/Secondary-markets/CSDR-Settlement-Regulation/Mandatory-buy-ins-under-CSDR-and-the-European-bond-markets-Impact-Study-271119.pdf
https://www.icmagroup.org/assets/documents/Regulatory/Secondary-markets/CSDR-Settlement-Regulation/Mandatory-buy-ins-under-CSDR-and-the-European-bond-markets-Impact-Study-271119.pdf
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Scope and methodology of the study
The study sets out to answer five key questions:

What is the general preparedness of firms both from an operational and trading strategy perspective?
How will sell-sides adjust their pricing and liquidity provision across a range of bond sub-classes?
What are the expectations of buy-sides with respect to pricing and market liquidity?

What are the likely impacts for repo and securities lending?

What possible refinements or enhancement to the framework could help to mitigate the risks of unintended
consequences?

Online surveys were developed, targeted at three different member constituencies:

" Sell-side market-makers
" Buy-side investors and asset managers
" Repo and securities lending desks

The surveys received a total of 44 responses. Not all respondents answered every question, and the range of responses for
each of the three surveys are spread accordingly: sell-side (6-16); buy-side (15-16); repo/securities lending (11-12).



. Impact Study

Sell-side pricing
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. Impact Study

Sell-side liquidity

Expected capacity to show offers
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Buy-side expectations

Expected impact to offer-side pricing
16

14

1

1
0

Sov core Sov periphery Suprafagency Covered bonds 1G credit [liguid] 1G credit [iliquid]

]

=]

=]

=]

.

=]

HImprove ®S5ame MWorse B Significanty worse B Notsure BN/A

| 10



. Impact Study \\\ ICMA

International
Capital
Market
Association

Buy-side expectations

Expected impact on market efficiency and liquidity
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Repo and securities lending

Expected impact on lending securities
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Bond markets during the Covid-19 turmoill

ICMA response to European Commission Targeted Review of CSDR

February 2021

Would the application of the settlement discipline regime during the market
turmoil provoked by COVID-19 in March and April 2020 have had a significant
impact on the market?

https://www.icmagroup.org/assets/documents/Regulatory/Secondary-markets/CSDR-
Settlement-Regulation/ICMACSDR-Review-Targeted-ConsultationFeb-21Detailed-response-
020221.pdf
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European Commission Targeted consultation on the review of the Regulation on
improving securities settlement in the European Union and on central securities

depositories

ICMA Detailed Response (February 2021)

Executive summary of the response
»  ICMA's response i

non-cleared bond and repo markets.

* Buy-ins, whether regulatory or contractual, should be discretionary and not mandatory.
pacts for efficiency and
liquidity. ive analysis the costs that
market ts i kel o i
Analysis usi e 3 Wustrat
snregs
but that th [ i -April 2020 C¢
have been catastrophic.
© Inits response, ICMA presents 3 ‘waterfalf of proposals for implementing the Settlement
Discipline i imal in terms of
miniemizing disruption to the orderly functioning of Europe’s bands markets, while stil
attaining the objective of improved settiement efficiency. The suggested, alternative options
can be summarized as:
it y-ins (the need for i
regulatory buy-in regime shoukd be subject to a robust market impact assessment| ). o
i) M EU inpl toremedy
fais; o
(i) implement regulatory buy-ins as a last resort but with a number of critical revisions to

the current framework.
® I buy-ins are to remain part of CSDR, this will require a number of revisions, including: (i)

5 for the buy-i e ial; i) the
introduction of  pass-on mechanis; (] greater flexibility in the requirement to appoint a
buy-in agent; ( : ing) of scope; (v)a
settement (' ion') ism for iliquid i
for completing the buy-in; i ivery foc y-in pr

<Y about the current i i iyin
SRR e . S
industry of introducing changes midflight. They strongly believe that the buy-in regime
should accordingly be delayed.
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EUR sovereign spreads

Basis Points

50 € Sovereign Yield Spreads vs Germany (10yr)
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Euroclear settlement rates (Fl)
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Estimated buy-in volumes (NFCs)

Estimated Volume of buy-ins under CSDR
MNon-Financial Corporates
Jan-Aug 2020
(Total value: €30.2bn)
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Estimated buy-in volumes (Sovereigns)
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Estimated Fl buy-ins on Euroclear

Number of buy-ins that would have been triggered by CSDR (Jan-Aug 2020)
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Thank you

This presentation is provided for information purposes only and should not be relied upon as legal, financial, or other professional
advice. While the information contained herein is taken from sources believed to be reliable, ICMA does not represent or warrant

that it is accurate or complete and neither ICMA nor its employees shall have any liability arising from or relating to the use of this
publication or its contents.

© International Capital Market Association (ICMA), Zurich, 2021. All rights reserved. No part of this publication may be reproduced or
transmitted in any form or by any means without permission from ICMA.



How Euronext is supporting
local markets
Settlement Discipline Webinar, 7 July 2021




CSDR - SETTLEMENT DISCIPLINE

The new settlement discipline defines the measures to prevent and address settlement fails.

Measures to prevent settlement Measures to address settlement
fails CSDR Art. 6 fails CSDR Art. 7

Monitoring,

Partial settlement reporting and
disclosure of

settlementfails

Automatedsettlement Mechanisms for
and fully automated, participants to
continuous real-time managesettlement

matching instructions
(harmonised matching

fields)

Penalties

Bilateral
cancellation

Buy-in / cash Suspension of

Access to Leldsma Recycling compensation
relevant
information

participant
release

The CSDs of ENX work on every aspect of the settlement discipline
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CASH PENALTIES
ENX of CSDs is committed to apply the ECSDA framework.

To whom the ECSDA Framework will apply?

Objective:
Harmonisation of rules and procedures. Focuses on the penalties related questions of the settlement
discipline regime of the CSDR

Principles to be applied by all EU CSDs:
v" Provision of a cash penalty mechanism
v’ Cash Penalties:
e Daily calculated, after intended settlement date (ISD) until the actual settlement or cancellation
*  Applyto: matched settlement instruction (free or against payment) that fails to settle after its ISD,
including Hold instructions and late matching fails

Special situation of the CCPs Penalties not a revenue source for the CSD

Redistribution of the penalties collected to the participant that suffered from the fail at least on a monthly
basis

' EURONEXT
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. CASH PENALTIES -

The Monte Titoli case

The overall penalties amount around 50 Mio EUR per annum

Average daily fail

U

81% Govies

NS

Govies Penalty
=93K EUR

,‘. EURONEXT

11.5 Bn EUR

U

19% Others

Where would you focus
your attention?

NS

Others
=149K EUR

ETF Penalty =66K EUR
SHR Penalty =83K EUR
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. What has been done so far

The ENX of CSDs have worked with their local ecosystems to minimize impacts

* Structural issue on ETF

Understand * Low interoperability between ICSDs & T2S
Looking for the root cause * Transmission of SSI along the settlement
chain

Limit operational
and * No fees for the service for MT
. Discussions ongoing for recovery fee
* Tight collaboration with T2S, ECSDA and economic burden ' mechanism at Interbolsa, VP and VPS
participants to define a standard * Ad-hoc reporting for easing penalties
approach management
Develop Support
Implementing harmonised Finding solutions for helping
procedures Participants

,‘. EURONEXT | 26



. What we have to do

The remaining actions until Feb 1, 2022 are well identified and properly monitored.

User testing Dry Run Go-live

Q3 2021 14 Sep. 2021 1 Feb. 2022

() Start user testing and complete a first basic review of the processes (focus on communication)
(] Take advantage of dry-run to effectively assess your readiness, above all in the payment process

L Solve open-points, such manage contingency situation while processing payments

,‘. EURONEXT






This publication is for information purposes only and is not a recommendation to engage in investment activities. This publication is provided “as is” without representation or
warranty of any kind. Whilst all reasonable care has been taken to ensure the accuracy of the content, Euronext does not guarantee its accuracy or completeness. Euronext will not
be held liable for any loss or damages of any nature ensuing from using, trusting or acting on information provided. No information set out or referred to in this publication shall
form the basis of any contract. The creation of rights and obligations in respect of financial products that are traded on the exchanges operated by Euronext’s subsidiaries shall
depend solely on the applicable rules of the market operator. All proprietary rights and interest in or connected with this publication shall vest in Euronext. No part of it may be
redistributed or reproduced in any form without the prior written permission of Euronext. Euronext refers to Euronext N.V. and its affiliates. Information regarding trademarks and
intellectual property rights of Euronext is located at www.euronext.com/terms-use

© 2021, Euronext N.V. - All rights reserved.
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. Data analytics in practice

i ACB - Anonymous Clients Benchmarking
NN —pen * Comparing your performance with peers
-  Analysing your behaviour per Asset Type and/or
N T Accounts

* Understanding your costs for settlement

SPR - Settlement Penalty Reports
* Controlling cumulative economic impacts of fails
* Timely alerting of buy-in activation

* Monitoring significant fails per Assets class
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