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1. Executive Summary 

Ireland has a gap in its financial market infrastructure – it does not have a Central Securities 

Depository (CSD). 

This study shows that a funds-centric CSD in Ireland is feasible, viable and supported by the 

Voice of Industry interviews. The recommended solution is a new use of existing technology 

and, overall, reduces industry, operational and reputational risk. There is a proof of concept in 

the US. The funds-centric CSD equips Ireland with capability it currently lacks to match its 

acknowledged competence. 

The time for this initiative is now, because if Ireland does not take positive action to ensure its 

commanding position in the funds industry, another European centre will not delay. 

Background 

Since the Lehman crisis, markets have focused on the “post-trade” activities on which the 

smooth running of capital markets relies heavily. It is now widely appreciated that getting post-

trade processes right, enables market participants to put more reliance on markets in managing 

capital and investment performance with the risks entailed properly managed and with 

increasing efficiency. 

CSDs are the backbones of post-trade activities. These are the newly-regulated organisations 

where the registers of securities’* holders are kept, where the final settlement of trades 

happens and where market participants keep their holdings. 

Technology advances and regulatory change are reshaping CSDs enabling them to become 

strategic components of modern marketplaces independently of stock exchanges and trading 

platforms.  

The story so far 

Ireland has a number of advantages when it comes to financial services and funds in particular. 

Many of these have been confirmed in the “Voice of Industry” interviews undertaken in this 

feasibility study. They range from Ireland’s political and regulatory maturity, the practical “can-

do” approach to developing business and innovation, to the fortuitous geographical location 

operating before the Asian close and during the opening in the US (follow* the sun). It is unique 

in being the only Eurozone country with a common law jurisdiction with English as its language 



 

and a flexible young, well-educated work-force. In addition to cross-border insurance and 

international banking, the *funds industry has developed as a market leader ranked second in 

Europe for assets under administration.  

However, Ireland lacks the post-trade market infrastructure (CSD) to anchor the registers of 

issued securities and fund products domestically. Crest EUI (in London) settles Irish equities and 

Euroclear Bank (in Belgium) settles Irish sovereign bonds. Neither of these entities can connect 

the Irish market efficiently to the European Central Bank’s (ECB) Target 2 Securities (T2S) 

settlement platform.  

As a Eurozone member country without a CSD, Ireland is prevented from connecting its markets 

to the T2S settlement platform which represents an attractive channel for pan-European 

distribution of financial products and a source of cross-border efficiency.  

Does this matter? – Yes, for two reasons: 

On one hand, Ireland is subject to increased levels of global financial regulation focused on 

Consumer Protection and Transparency. Without the means to hold data on investors’ 

positions, record and administer transactions domestically and vitally, catalyse the 

modernization of the agency functions supporting investment funds, Ireland has no alternative 

but to accept the standards and priorities of other markets. This prevents the Irish-based 

industry retaining its market position and become a follower not a leader in the next phase of 

development. 

On the other hand, compared to the US, the European funds industry is complex, expensive and 

inefficient. Some years ago DTC, the US CSD, launched a settlement system called Fund/SERV. 

This market utility is credited with enabling the US funds industry trade volume in funds to grow 

from under 100,000 a day in 1996 to over 900,000 a day in 2016 and the transaction cost to fall 

from 50 cents to 6 cents a trade in the same time. 

Fund/SERV, as a market utility, is an established proof of concept from the biggest capital 

market in the world demonstrating how investment *finds in the European market can be 

settled in the same way as shares. 

Europe needs a market utility, a funds CSD, and the natural candidates to host it are Ireland or 

Luxembourg. 



 

The* an Irish funds-centric CSD will be the catalyst necessary to make the settlement of funds 

more efficient and less risky thereby enabling *the trades in funds to be subject to settlement 

finality and thus enjoy the same benefits of standardization and record-keeping as listed 

equities. 

The Way Forward 

A funds-centric CSD based in Ireland is feasible and has the potential strategically to develop 

the funds industry in Ireland. The first-mover advantage in the European market is available for 

an Irish-domiciled CSD. 

With the significant changes in regulation, competition and client needs about to impact the 

funds industry an Irish funds-centric CSD makes a great deal of sense now. Tailoring a CSD to 

address the gap in market infrastructure and to overhaul Ireland’s competitors provides a great 

opportunity to become the European centre of excellence for funds. 

Deployed with sufficient support and resolve, the result will position Ireland with a first mover 

advantage over Luxembourg – who have been exploring the same concept, but as yet have 

made no progress despite the location of at least three CSDs in the duchy. 

Any CSD with the capability to settle trades in a range of fund securities would naturally have 

the means and functionality to settle trades in equities, fixed income securities and other 

tradeable assets. So a funds-centric CSD could fulfil other roles as part of the Irish domestic 

market infrastructure.  

Settling post-trade activities in financial market infrastructure is established European policy. 

The ECB, as the sponsor of T2S, is committed to supporting new CSD projects in the Eurozone 

which serve to achieve the vision of the single European securities market and the expansion of 

the T2S platform.  

For distributors of Irish funds this *would provide a low cost and effective access to one of the 

largest consumer markets in the world, where the unfavourable demographics put the need to 

invest in retirement solutions in sharp relief. 

This is a huge opportunity for the product developers and strategists of Fund Management 

companies who value Ireland as a location for investment funds. 



 

An Irish CSD will reduce the risk climate. By providing centralised and transparent Know-Your-

Client and Anti-Money-Laundering administration, a CSD can optimise the performance of 

these increasingly mandatory regulatory functions.  

This study determines the feasibility of establishing a funds-centric CSD in Ireland. It was 

conducted by experienced industry practitioners, through a mix of desk-based research and 

interviews with market participants. 

Based on the findings of this study including the Voice of Industry interviews, there is a support 

for a funds-centric CSD with the following characteristics: 

- New, independent Irish CSD (not a branch of a foreign CSD) 

- Market utility – profit not being the key motive 

- Mutual ownership 

- Delegated operational and technology inputs from a third party 

- Fully functioning, capable of handling all fund types (with ISINs) and debt and equity 
securities  

- Central Bank Money settlement 

- Capable of serving as a KYC/AML hub 

- Member CSD of Target 2 Securities 

Conclusion 

Ireland has the opportunity to build on a strong position in the European funds market and 

establish itself as a leader in the next phase of international financial services;* and built on a 

foundation of risk mitigation, international best-practice and increased efficiency.  

A funds-centric CSD based in Ireland can make a practical statement of significant strategic 

intent and innovation in the European funds industry. This is fully aligned with the Irish 

Government’s IFS 2020 strategy to improve the operating environment while driving innovation 

and developing new markets. 

This study recommends the application of existing technology and framework, which equity and 

bond markets already use, for the development of an Irish funds-centric CSD. The route 

proposed involves minimal capital investment, time and allows a gradual introduction of the 

new processes rather than a “Big Bang”. 



 

Taking a firm leadership role in this initiative, for example by resourcing the CBI appropriately, 

will bring support and participation from a range of stakeholders in the funds industry and the 

wider financial services industry. 

2. Introduction 

2.1 Context 

This study was commissioned by IDA Ireland to investigate the feasibility of a funds-centric CSD 

in Ireland.  The study was undertaken by market experts of whom all have previous hands-on 

experience of implementing and running a new authorized CSD in the Eurozone. 

Purpose 

This study analyses whether a funds CSD in the Irish domestic market represents a valuable 

contribution to the Irish financial services industry.  

For the purpose of study the following is the conceptual model: 

The CSD, based in Ireland will function as both an Issuer and an Investor 

CSD for funds. The CSD will link to T2S. As an Issuer CSD it will also issue 

fund securities from markets outside Ireland, for instance hedge funds 

domiciled in Cayman and elsewhere. 



 

Among other things the study explores: 

1. The positive and measurable returns a funds-centric CSD generates in terms of strategic 
development 

2. The growth potential of the Irish-based funds and securities market  

3. Safeguarding the security of jobs in the funds industry in Ireland 

Recommendations will be made on how to establish a CSD in Ireland. It also analyses and puts 

forward the available options for the establishment of a CSD to allow DMS Offshore and other 

sponsors to determine next steps. 

The study provides, through a series of interviews *of a range of experts on the funds market, 

a high-level Voice of Industry substantiation of the analysis and recommendations arising from 

the preparatory work. 

2.2 Euroclear  

The current settlement of trades in Irish securities reflects the immediate history of the Irish 

Stock Exchange (ISE) which originally was run as a “regional unit” of the London Stock Exchange 

and therefore accessed a range of services offered to the UK securities market. In 1996 CrestCo, 

the CSD for Irish equities and all UK securities was established. The change from Talisman 

settlement to Crest meant that the existing settlement support for the Irish equity market 

switched in harmony with the UK market. In 2002, CrestCo became part of the Euroclear group 

and was later renamed Euroclear UK and Ireland. As a result, trades in Irish equities currently 

settle in Euroclear UK and Ireland (EUI/CREST) which is located in London, whilst Irish gilts settle 

in Euroclear Bank, based in Brussels. 

2.3 Removing risk 

Since the crisis of 2008, a wave of regulatory change has impacted the financial services 

industry. The imperative for regulators is “safety” through consumer protection. There is no 

higher priority for regulators than the safety of markets through the removal of risk. This, as 

part of a co-ordinated regulatory response, will restore consumer confidence in the financial 

services sector, and prevent a repetition of taxpayers having to bail out collapsed institutions. 



 

All regulatory change is important, but there are some new pieces of regulation that have 

particular relevance for a funds-centric CSD. These include: 

- Central Securities Depository Regulation (CSDR) 

- Settlement Finality Directive 

- Alternative Investment Fund Management Directive (AIFMD) and Undertakings for 
collective investment in transferable securities (UCITS V) 

- Solvency II 

- MiFID II 

- Although not regulations, T2S and the CPMI-IOSCO principles 

2.3.1 CSDR 

CSDR defines for the first time the role played by CSDs and plays a pivotal role for post-trade 

harmonisation efforts in Europe, as it enhances the legal and operational conditions for cross-

border settlement of all asset classes in the EU. It is part of the vision of a single European 

market which MiFID in 2007 laid the first steps of pro-competitive, harmonized regulation to 

make the European markets competitive internationally.  

The main objective of CSDR is to increase the safety and efficiency of CSDs in the EU by 

providing, for the following: 

- Shorter settlement periods; 

- Settlement discipline measures (mandatory cash penalties and ‘buy-ins’ for settlement 
fails); 

- An obligation for the dematerialisation for most securities; 

- Strict prudential and conduct of business rules for CSDs; 

- Strict access rights to CSD services; and 

- Increased prudential and supervisory requirements for CSDs. 

- Establish best-practice across the European markets. 



 

The regulation came into force in 

September 2014. As can be seen 

in the figure to the right, CSDR is 

being rolled out over a number of 

years. This is to allow market 

consultation and adoption of 

some of the regulatory 

imperatives, such as settlement 

discipline and dematerialization 

of all securities. Amongst other*, 

settlement discipline has been 

subject of much debate since it 

was first introduced in the earlier 

drafts of the regulation.  

CSDs operate Securities Settlement Systems (SSS) in order to deliver issuance, settlement and 

safekeeping services. These processes and other criteria are measured against a set of CPMI-

IOSCO principles that support the safety and efficiency objectives of CSDR. CSD licenses are 

granted based on the approval of the national regulator. Moreover, CSDR defines for the first 

time the role played by CSDs.  

2.3.2 Settlement Finality Directive 

The Settlement Finality Directive (SFD) aims to reduce systemic risk associated with 

participation in payment and securities settlement systems, and in particular the risk linked to 

the insolvency of a participant in such a system. The Directive applies to payment and securities 

settlement systems and their participants. 

Finality of settlement, irrevocable transfer of title to an asset against good value to pay for it, 

can only be determined by a CSD as part of the financial market infrastructure. This is important 

in the funds market where no such provision exists as most funds are recorded on the books of 

a Transfer Agent instead of being issued in a CSD. 



 

2.3.3 AIFMD 

This directive creates a regulatory and supervisory framework for Alternative Investment Funds 

(AIFs) and their Managers (AIFMs). In reference to the entire pool of investment funds, AIFs 

represent almost 40% of the market.1 

It requires a Fund’s Depositary (i.e. Custodian or Trustee) to become fully responsible for all the 

assets (cash, securities and units in funds etc.) in its custody and make restitution for any losses 

that occur. The only way to avoid this liability is if a Depositary can demonstrate that the losses 

were: 

1) not permanent; 

2) external; 

3) beyond its reasonable control; and 

4) unavoidable with reasonable efforts of the depositary 

The burden of proof is that the Depositary has to show that it was not negligent in the process 

that gave rise to the loss. Should funds be created, or issued, within a CSD the chance of a loss 

would be significantly reduced. CSDR has defined one of the core capabilities of a CSD as acting 

as the Notary (see page 22) for all securities which it has issued, continuously reconciling the 

number of issued securities, or units, to that of what is in circulation, i.e. held by the market. 

This concept of Notary, as defined by the regulators, reduces the risk of ‘losing’ an asset, as 

described under AIFMD, as the security or fund is issued through a CSD. 

2.3.4 UCITS V  

This latest iteration of the original 1985 directive repeats many of the principles of the AIFMD, 

particularly those relating to depositary liability. It relates to funds held by retail investors. Much 

of the impact of these regulatory changes will fall upon the depositary activities of Custodians. 

Each EU country has its own version of a corporate and/or contractual structure that when 

established as a UCITS can use a ‘passport’ that in theory allows free marketing of the shares or 

units of that fund across EU borders.  

As with AIFMs a CSD will provide key solutions to the UCITS value chain in terms of reporting, 

oversight, and safekeeping of assets. By allowing issuance of UCITS through a CSD, and placing 

 

1 Calculated in net assets. EFAMA, May 2016 



 

UCITS assets with the CSD as the place of deposit, the segregation, identification, and 

verification of the UCITS assets would be made more efficient, i.e. less costly, and less risky than 

if held through a series of commercial entities. Moreover, due to the less fragmented model of 

CSD settlement, the funds market will benefit from reduced settlement times,* too as little as 

T+0, as well as finality on each settled transaction as described under section Settlement Finality 

Directive 2.3.2. 

2.3.5 EMIR 

European Market Infrastructure Regulation – whilst this regulation aims to reduce the risks 

posed to the financial system by derivatives transactions, it may impact the funds industry in 

two ways: 

1. Having funds settled in an Financial Market Infrastructure (FMI) environment may 
facilitate their use as collateral; and 

2. CCPs have to hold securities received as initial and variation margin from their members 
at a CSD rather than at a Custodian bank.  

Regulated Financial Market Infrastructure, CSDs, *are held to a higher regulatory standard than 

other commercial vehicles such as transfer agents and custody banks. This is why the regulator 

is placing additional emphasis on *why collateral, specifically for CCPs, must be held with a CSD. 

By extension, in the eyes of the regulator, securities and funds are ‘safer’ at a CSD then* any 

other intermediary.  

2.3.6 MiFID II 

The Markets in Financial Instruments Directive (MiFID) was made law in 2007 as part of the 

single European market programme to remove barriers for cross-border financial services and 

foster competition between trading venues whilst enhancing consumer protection. The 

financial crisis exposed weaknesses in this regime, particularly in non-equity markets which the 

commission is reviewing in the second MiFID law. 

The changes that MiFID II will bring include a new type of trading venue to capture non-equity 

trading (Organised Trading Facility) that falls outside the existing regime. In addition, MiFID II 

strengthens investor protection, introduces some curbs on high frequency trading and 

increases pre- and post-trade transparency. The investor protection and transparency 



 

proposals extend to increased record-keeping by trading venues, enhanced information to 

clients, changes to suitability and best execution for retail clients. There are provisions focusing 

on safe-guarding client assets and new governance requirements for the management bodies 

of investment firms and data service providers. 

2.3.7 Solvency II 

Under Solvency II an insurer is required to have transparency of portfolio data for its funds on 

a T+5 basis worldwide. The deadline for compliance was 1st January 2016 and in terms of gaps 

in the market, Solvency II has the biggest impact once the industry gets to the point of 

compliance. Through our Voice of Industry, we understand that nobody is compliant with 

Solvency II in the industry today. 

The insurance industry is a major customer segment for the funds industry so any significant 

change here is likely to cause repercussions to funds. Our Voice of Industry has shown that the 

insurance industry owns 35% of assets under management by funds and a typical insurer has 

2,000 funds on its balance-sheet which in at least one case peaks at 15,000 funds. 

To comply with Solvency II, fund managers that issue funds securities to insurance companies 

have to share data on their funds - which they regard as intellectual property. Similarly, the 

insurers who are required to receive this information are unprepared for the data and the 

downstream management and reporting requirements. 

A funds-centric CSD will act as an objective data hub for this information and the availability of 

the portfolio information derived for Regulators. Control of the recipients of this data to achieve 

the required look-through may be regulated through the CSD participants’ obligations under 

the Rulebook. 

2.3.8 Target 2 Securities 

The objective of creating a single European capital market capable of providing efficient and 

cost-effective services for the 400 million consumers in the EU has been a strategic priority for 

leading politicians and strategists for years. Yet the adherence to traditional domestic 

customers* has frustrated this goal and made cross-border trade in securities and assets 

complex and expensive. 



 

In 2002, the European Commission announced the start of a process of intervention by 

authorities to achieve the promise of the Single European Market. In 2007, MiFID had the result 

of breaking down borders between national stock exchanges and forcing them to compete. This 

also achieved the objective of reducing costs. Successive European regulation and Directives 

have followed on since, further developing the goal. 

Securities settlement presented a significant challenge, as the settlement service providers 

were not only embedded in their domestic markets but were also bound by highly specific rules 

and laws, such as corporate governance, form of securities whether bearer of registered (or 

both) and individual approaches to taxation and securities law. The result was an estimated 

average cost of €64 per trade for cross-border settlement in Europe, compared to a published 

cost of $0.17 in the US for the same transaction. 

In the eyes of the European authorities, this made European markets grossly uncompetitive. 

The solution adopted by the European Central Bank (ECB) was to sponsor the development of 

a single European settlement platform. Based on the success of the Euro-currency clearing 

system called Target 2, this securities settlement platform was built collectively by the German, 

Italian, French and Spanish Central Banks.  

T2S was successfully launched by the ECB in 2015 through a successive introduction of 

individual markets in four separate “waves” culminating in 2018. 

To enable the platform to deliver the required efficiency and lower costs, a number of 

regulations were first introduced providing a regulatory background of harmonization and 

standardization to which T2S participant CSDs are required to comply, giving legally binding 

assurances in support. 

The impact of both harmonization and standardization applying to virtually every aspect of 

securities settlement heralds significant change to the securities servicing industry in Europe as 

years of traditional, and inefficient practices are made redundant. This underlies the 

opportunity for the funds market in taking advantage of increasing efficiency in the value-chain 

from fund manufacture to investor and in one sweep reducing inherent risks and lowering costs 

involved. 

The T2S settlement platform is managed by the ECB, who are also responsible for the effective 

operation of the Euro currency and increasingly the management of the collateral markets.  



 

Custodians and other financial institutions can connect to the T2S platform, but only through a 

member CSD, as the legal relationship is between the CSD and T2S.  

The platform was originally designed for equities and debt, but with the exclusion of the UK’s 

market size from the platform, the business case of T2S has* been re-scoped to include funds 

as eligible securities for settlement. 

As a member of the Eurozone, Ireland is a stakeholder in the T2S project, but without a national 

CSD has so far been unable to participate and benefit from a seat at the table and the 

governance of the platform. 

Other than lowering the settlement cost, T2S will benefit the distribution of Irish managed 

funds. Through T2S, an Irish CSD could have access to all other EU CSDs that are connected to 

the T2S platform and hence the Irish funds market could *reach a larger pool of investors. 

The ECB has further ambitions for T2S in terms of additional market infrastructure functions, an 

example of which is the forthcoming combination of T2S and the Target 2 currency system.  

2.3.9 CPMI-IOSCO Framework 

In April 2012 this international regulatory advisory body published a benchmark consisting of a 

series of principles to which CSDs and other financial market infrastructures should follow in 

order to improve the safety and efficiency of markets, both of which are public policy objectives. 

These are intended to provide guidance for CSDs and other FMIs to address risks and efficiency 

in their businesses. They are designed to be applied globally, but in Europe are seen by 

regulators and practitioners as important demonstrations of the breadth and capability of their 

services. As a result many CSDs publish summaries of their benchmark frameworks on their 

web-sites. 

The principles set out to reduce risk by: 

• Strengthened standards for FMIs and markets. 

• Common base level of risk management across FMIs and countries. 

• Set of common rules and procedures for all participants. 

• Specialized & stringent risk-management framework. 



 

• Securities transferred and settled by book entry. 

• Enhanced disclosures and transparency to Participants and Issuers to manage risks. 

• Rigorous risk assessments to promote safety & efficiency and limit systemic risks. 

• Reduce systemic risks with default management procedures and recovery & resolution 

plans. 

Important public policies objectives such as governance and transparency are covered in 

specific principles as well being included in a number of others. A more detailed view of how 

the principle relate to each section can be found in the figure below. 

 



 

3. The Story So Far 

3.1 Current Situation 

Ireland has grown to be a major European centre of funds in less than 25 years. According to 

the* Central Bank figures the total net assets under management in Irish-domiciled funds 

stands at Euro 1.8 trillion as at March 2016. With 14% of the market, this places Ireland second 

only to Luxembourg, who have a 26% share, as a funds centre of excellence.2  

International fund promoters are attracted to Ireland due to its open, transparent and well-

regulated investment environment, its strong emphasis on investor protection, its efficient tax 

structure and dynamic and innovative business culture. 

With over 13,000 professionals employed in the servicing of investment funds, the Irish funds 

industry has developed a centre of excellence with expertise that spans a wide range of services 

including fund administration, transfer agency, custody, legal, tax and audit services, stock 

exchange listing, compliance and consultancy services.3 

Ireland is the fastest growing major cross border fund domicile in Europe. It is a *centre of 

excellence for UCITS products - almost 75% of Irish domiciled funds are UCITS. It is the leading 

jurisdiction for two of the main types of UCITS - Exchange Traded Funds (ETFs) and Money 

Market Funds. By Q1 2016, UCITS net assets domiciled in Ireland increased to €1.387 trillion. 3 

With over 50% of the total European market, Ireland has become the typical domicile for 

European Exchange Traded Funds (ETFs). It has also become the largest hedge fund 

administration centre in the world, with 40% of the assets of global hedge funds serviced in 

Ireland. 3 

Ireland was the first jurisdiction to provide a regulated framework specifically for the hedge 

funds industry and remains at the forefront in preparing for, and reacting to, regulatory and 

market developments. The Alternative Investment Funds industry includes hedge funds, private 

equity, venture capital and real estate funds. 

 
2 Central Bank of Ireland, 2016 

3 Central Bank of Ireland 



 

3.2  Know Your Customer & Anti-Money Laundering 

Know Your Customer (KYC) and Anti-Money Laundering (AML) have become major concerns for 

regulators. Currently, there is a significant process burden caused by account opening requiring 

KYC/AML checks to be performed.  

As part of the CSD’s on-boarding rules which will include anti-money laundering policies and 

procedures, it will conduct Know Your Customer reviews on all its participants. These include 

general, as well as enhanced, due diligence and electronic AML monitoring of transactions on 

an on-going basis in compliance with CPMI- IOSCO requirements.  

These AML policies and procedures may include requesting information about a participant's; 

(i) Documented AML/KYC policies and procedures  

(ii) General and enhanced due diligence procedures in place to aid in the detection of 
potential money laundering  

(iii) KYC practices relating to the establishment of new relationships and the monitoring of 
current relationships to comply with all applicable AML laws and;  

(iv) Enquiries about specific transactions going through a participant’s Cash Accounts. 

Due to the rigorous checks that a CSD performs, it would be natural for the CSD to be positioned 

as a market utility with the expressed benefit of centralising KYC/AML services for its 

participants.  

3.3 Transfer Agency 

Transfer Agents (TA) are commercial organisations that describe their main function as the 

“settlement” of fund transactions. Essentially this means keeping the register of holders, and 

issuing or redeeming units in response to client activity. Transfer Agency is the traditional model 

that has supported the post-trade process for funds across Europe. Often the function is 

delivered as part of a broader fund administration offering, potentially including custody and 

depositary* for the fund manager. 

However there are a number of problems, not least is that settlement in a TA is unregulated, it 

is not settlement in financial market infrastructure. This means, for instance, that settlement 

finality cannot be determined, as it could in a CSD. The TA record cannot therefore be 

considered as the golden record of the fund company. 



 

Transfer Agents acting for fund managers is a many to many relationship, so order routing to 

the correct TA for a fund is a “spaghetti” model. This has given rise to multiple order routing 

services – but has failed to address the fundamental issue. 

Many TAs are in-house to fund managers, like Fidelity or Franklin Templeton. Some providers 

act for multiple managers. Top tier third party providers include: IFDS, JPMorgan, BNY Mellon. 

The Transfer Agency business is locked in an outdated business model, with commoditised and 

bundled pricing with increasing *customer demands. Prevents the ability to generate liquidity 

from investment funds portfolios. 

Some top tier providers have attempted to exit the TA business, but have found it impossible 

to de-couple their custody and depositary business from TA. 

Across Europe, in addition to the record-keeping maintained by TAs, funds can settle in some 

domestic CSDs and in Euroclear Bank and Clearstream Luxembourg. However, true cross-border 

integrated settlement has yet to be achieved on the same scale and simplicity as other capital 

markets instruments. 

In order to address this complexity, other intermediaries have emerged to support the funds 

industry, including those delivering: 

- Order routing and message transformation e.g. Calastone, SWIFT. 

- Access to purchase multiple funds in a “supermarket” environment. 

- Fund portals (often white-labelled) providing direct access to TAs for purchase and 
redemption activity e.g. Fidelity, Black Rock. 

- Dedicated “settlement” platforms e.g. Fundsettle, Clearstream Vestima although these are 
NOT CSDs (please see Appendix 4- Competitive Comparison for more information). 

The problem is further compounded by: 

- Distribution is a complex model, with fund manufacturers using multiple outlets and 
intermediaries. 

- The pricing model for TAs is fractured as it is based on shareholder accounts, which have 
reduced through omnibus holding. 

- The demand on TA services has increased through volume and complexity of fund 
structures, and revenue has failed to grow at the same pace. 

- Regulatory change is directed towards increased transparency and investor protection – 
which require systemic and operational changes at TAs/Custodians. 

- Investment fund securities are typically not treated as eligible collateral by e.g. CCP 
members. 



 

The Transfer Agency industry is crying out for a strategic way forward. Moving funds to a CSD 

settlement model would eliminate many of the issues raised above, as: 

-  Funds would settle in regulated financial market infrastructure, reducing risk 

-  Funds transactions would settle on a true Delivery Versus Payment (DVP) basis 

-  A funds CSD could determine settlement finality, reducing risk in an insolvency situation 

-  Funds settlement would be centralized, eliminating the spaghetti model 

-  TAs could retain their client base by acting as Account Operators and as participants of the 
CSD  

3.4 A Glance across the Atlantic 

The US domestic market in mutual funds is the biggest in the world and with the exception of 

current* size shares many characteristic* with the European market as illustrated in the chart 

below: * 



 

However, industry commentators accept that without a dedicated market utility, Fund/SERV, it 

would have struggled to manage the growth of the last three decades and the volume of 

transactions currently going through the market. During the 1980’s orders in mutual funds had 

to be telephoned to funds groups with confirmations returned either by phone or over-night 

mail. The processing of the orders was manual and it would often take weeks for clients to 

receive their fund allocations. 

DTCC established an automated processing hub which standardised the processing of orders 

and eliminated the risks generated by multiple order inputs from multiple sources often with 

multiple formats. The parallels with the current experience in European mutual funds are 

striking. In addition it establishes a proof of concept of how European post-trade processes can 

be applied to the funds industry and an operating model that industry participants are familiar 

with. 4 

Fund/SERV operates on a 22 hour day and features a range of processing cycles to meet the 

demands of the industry. 4 

Significantly it offers a netting feature which reduces the cash sides of fund trades to one daily 

net figure reducing operational risk substantially.  

Fund/SERV also connects the vast range of funds to the equally complex network of funds 

distributors ensuring a genuine breadth of choice to consumers. The US market is also highly 

focused on the defined contribution retirement plan market, 401(k)s, which is predicted to 

become the norm in Europe. Fund/SERV also facilitates the incorporation of funds into these 

pension schemes offering distinct processing services for them. 4 

Fund/SERV, whilst not a CSD, was able to leverage the homogeneity of the US market, i.e. a 

single currency, single tax, legal and accounting regime that is not matched in Europe. Until now 

the fragmentation of the European market has prevented a pan-EU model applying to 

investment funds settlement, however the harmonizing effect of the CSDR renders a Fund/SERV 

approach to be more successful. 44 

*The European model is so eclectic because it has to address huge differences in currency, tax, 

accounting treatment, legal code and other major variations across territories. 

 
44 www.dtcc.com/wealth-management-services/mutual-fund-services/fund-serv 



 

Having a funds-centric CSD in Europe could greatly simplify settlement through its rules and 

acceptance criteria for securities and investors.  

The chart below illustrates the impact of Fund/SERV in enabling the market to cope with a near 

twenty-fold increase in trade volumes and a commensurate reduction in the costs to settle each 

trade. 

 

 

 

 

 

 

 

 

 

3.5 Reconciling IFS 2020 

The future strategy for Ireland has been laid down in the IFS 2020 framework. In responding to 

the requests for proposals to support the framework in 2015, it was established that setting up 

a funds-centric CSD based in Ireland would contribute positively to a number of the individual 

IFS strategies and goals as well as the achievement of key objectives. *An Irish-based CSD will 

complement the current successful investment funds services and structure in Ireland. A CSD is 

currently the missing piece for a complete service model for investment funds. A CSD provides 

a legal location for issued funds and an exclusive relationship with a funds issuer. A CSD ensures 

that the capital raised is efficiently exchanged for new securities. The CSD acts as the legal 

registrar for the issuer and ensures the integrity of the securities issue throughout its life, a role 

known as “Notary” (Action 29 - Securitisation and Capital Markets Forum). Without a domestic 

Source: DTCC 



 

CSD funds securities issued in Ireland must find their way to the market, including T2S, through 

a CSD based outside the jurisdiction. 

The usage of BlockChain, or Mutually Distributed Ledgers, in a KYC/AML market utility operated 

by the CSD addresses Source of Funding for Fintech (Action 24). A KYC/AML market utility 

function may prove to be a magnet for other markets and industries looking for models of the 

applications of these technologies. An important requirement of the Fund Management 

community is a central *utility to handle the KYC/AML procedures for new clients and their 

continuous monitoring. Currently, this is handled on a fragmented and inefficient basis which 

introduces additional costs and delays in the distribution of funds. A CSD having on-boarding 

procedures within its rulebook and the regulatory obligation to monitor its participants is an 

ideal solution.  

A domestic CSD using Central Bank Money will inevitably become an integral part of the 

Eurozone payments infrastructure and will therefore act as an important channel for handling 

collateral in support of payments and the reduction of risk.  

 

 

 

 

 

 

 

 

 

 

 



 

4. The Way Forward 

4.1 Methods of Establishing a CSD 

The Feasibility Study has identified various methods of establishing a CSD which could fit the 

purpose of a funds-centric CSD in Ireland – Buy, Build or Partner.  

4.1.1 Acquisition – the “Buy” option 

This entails stakeholders of the Irish fund CSD jointly acquiring an established CSD, preferably 

domiciled and authorised within the EU, with the appropriate characteristics and functional 

traits. The acquired CSD would be deployed into Ireland through “passporting’ as per CSDR 

under the authorisation and continued supervision of the Central Bank of Ireland. 

The benefit of acquisition is the possibility to leverage the passporting structure. This could 

accelerate an efficient establishment of an Irish CSD. The challenges with this scenario relate to 

the difficulty of identifying a target CSD not only available for an acquisition but also having the 

required functionalities. The functional criteria for a target CSD would include: 

- the services performed, 

- IT solution and infrastructure, 

- operational footprint, 

- the incumbent business of the target CSD. 

Based on these characteristics, it is unlikely that a qualified CSD within the EU exists.  

*It has been identified that “Acquisition” is the most capital intensive method to establish an 

Irish funds CSD, with estimated required capital in excess of €100M. The time scale to acquire 

a CSD and transforming it into an Irish funds CSD has been estimated to be three to five years. 

4.1.2 Technology procurement – the “Build” option 

This entails the establishment of a funds-centric CSD in Ireland through the procurement of an 

“off-the-shelf” CSD IT solution through a vendor. There are approximately ten credible CSD IT 

vendors. Generally an IT platform is licensed to the CSD in question. This will incur a license fee 

in addition to any costs associated with alterations, adaptation, implementation, and assistance 



 

provided by the vendor. In addition, the CSD will have to arrange all infrastructure and 

procedural requirements to operate the IT vendor system.  

The benefits of this arrangement are that the IT vendor assumes responsibility for the on-going 

update of the IT infrastructure in line with, for example, SWIFT updates and regulatory changes. 

The challenges associated with this option include the development required in addition to the 

IT system such as infrastructure, disaster recovery, and operations. 

The initial capital for this approach is likely to be in excess of € 75 M including the procurement 

of IT and the establishment of the IT infrastructure and operations, based on known vendor 

costs and development estimates. The time scale of implementing an IT vendor solution has 

been estimated between two to four years. 

4.1.3 SSS-for-hire – the “Partner” option 

This option enables the establishment of a funds-centric CSD, supported by a specialised 

provider of IT and operational solutions. This requires IT infrastructure, IT application, disaster 

recovery, and operations of *the SSS. A selection of possible vendors for SSS services has been 

identified. These candidates are established vendors of IT and operational solutions, servicing 

global financial institutions. The relationship between the CSD and the SSS provider would be 

governed by a contractual detailed service level agreement.  

The advantage of this SSS-for-hire option is that the funds-centric CSD benefits from state of 

the art technology and infrastructure and a continued commitment from the SSS provider to 

maintain and develop its services. This effectively “future proofs” the core services of the SSS 

and hence the CSD.  

The SSS for hire approach will accelerate the go-to-market development of the CSD. As the 

governance and management of the CSD will naturally be maintained in Ireland, a criterion for 

selecting the SSS vendor is likely to be its Irish presence.  

Following the study *we can say that the initial capital for the SSS-for-hire approach is likely to 

be less than €15M and has an estimated implementation time of less than one year. 

 

The table below shows a summary of the different scenarios* identified. 



 

Option What Benefits Challenges Capital 
Time to 

Market 
Conclusion 

“Buy” 
Acquire existing 

European CSD. 
Passport to Ireland Identifying CSD > €100M 3-5 

No European meets 

criteria 

“Build”  
IT vendor licenses  

its IT platform to CSD. 

Vendor responsible for 

maintaining platform 

- Ongoing license fee 

- CSD responsible for 

infrastructure and 

operating IT platform 

> €75M 2-4 

Too expensive based on 

known vendor cost, and 

est. development 

expenses. 

“Partner” 

CSD operates on 

existing SSS which 

is supported by 

specialised provider. 

- CSD benefits from state of 

the art technology and 

operations. 

- Facilitates go-to-market. 

Establish legal 

relationship between 

identified SSS and CSD. 

< €15M < 1 
SSS for hire future 

proofs the CSD offering 

4.2 Blockchain 

“Blockchain” is the term used to describe the technology that underpins transactions in Bitcoins 

and other cryptocurrencies. However, the term has become a label that is used to describe all 

networks and mediums of exchange that use cryptography and consensus to secure 

transactions. 

Blockchain technology can be used to create a permanent, public, transparent ledger system 

for compiling data. It therefore is attractive for use in securities transactions between parties 

that do not trust each other, and where finality of the transaction is an important concept. 

As Z/Yen, the commercial think-tank, puts it; 

 “National banks and regulators, exchanges and investment banks across the world are 

taking seriously the financial innovation of distributed ledger or blockchain technology. The 

blockchain aka Trust Machine underpins “crypto currencies” such as Bitcoin; but it goes 

beyond digital money. It provides a shared, trusted, public ledger that everyone can inspect, 

but no single user controls. It is at the cusp of revolutionising international money transfers, 

trade finance, syndicated lending and collateral management, among other applications. 



 

As it allows for almost instantaneous payments and settlement, the potential impact on the 

role of traders, quants and other financial technologists cannot be underestimated”. 55  

A blockchain is essentially a distributed database of records or public ledger of all transactions 

or digital events that have been executed and shared among participating parties. Each 

transaction in the public ledger is verified by consensus of a majority of the participants in the 

system. Once entered, information can never be erased. The blockchain contains a certain and 

verifiable record of every single transaction ever made. Blockchain therefore has the potential 

to be an effective approach to the settlement processes within a CSD. 

However, “blockchain” and mutual distributed ledger systems are still very much in their 

infancy. All major financial institutions have “blockchain” projects underway. For example the 

Russian CSD (NSD) has a blockchain-based voting system under test. 66 

4.3 Governance 

Governance of FMIs such as CSDs has become a key focus of Regulators worldwide. The role 

played by the Boards and Board committees of market infrastructure in reducing market risk 

and the corresponding increase in consumer protection has been highlighted in new regulations 

and in the authorisation criteria of these organisations. 

This focus is best summarised in the CPMI-IOSCO governance benchmark requirements below: 

An FMI should have governance arrangements that are clear and transparent, promote the 

safety and efficiency of the FMI, and support the stability of the broader financial system, other 

relevant public interest considerations, and the objectives of relevant stakeholders. 

• An FMI should have objectives that place a high priority on the safety and efficiency of the 

FMI and explicitly support financial stability and other relevant public interest 

considerations.  

• An FMI should have documented governance arrangements that provide clear and direct 

lines of responsibility and accountability. These arrangements should be disclosed to 

owners, relevant authorities, participants, and, at a more general level, the public.  

 
5 5 Michael Mainelli - 2016 

66 NSD press release 29/04/2016 



 

• The roles and responsibilities of an FMI’s board of directors (or equivalent) should be clearly 

specified, and there should be documented procedures for its functioning, including 

procedures to identify, address, and manage member conflicts of interest. The board should 

review both its overall performance and the performance of its individual board members 

regularly.  

• The board should contain suitable members with the appropriate skills and incentives to 

fulfil its multiple roles. This typically requires the inclusion of non-executive board 

member(s).  

• The roles and responsibilities of management should be clearly specified. An FMI’s 

management should have the appropriate experience, a mix of skills, and the integrity 

necessary to discharge their responsibilities for the operation and risk management of the 

FMI.  

• The board should establish a clear, documented risk-management framework that includes 

the FMI’s risk-tolerance policy, assigns responsibilities and accountability for risk decisions, 

and addresses decision making in crises and emergencies. Governance arrangements 

should ensure that the risk-management and internal control functions have sufficient 

authority, independence, resources, and access to the board.  

• The board should ensure that the FMI’s design, rules, overall strategy, and major decisions 

reflect appropriately the legitimate interests of its direct and indirect participants and other 

relevant stakeholders. Major decisions should be clearly disclosed to relevant stakeholders 

and, where there is a broad market impact, the public.77  

The Irish CSD will have a governance body which will guide the development of good quality 

governance and practices, establish a Board and Board Committees, document terms of 

reference to comply with CPMI-IOSCO principles, formulate effective shareholding structures 

to achieve desired participation and financing objectives as well as recruit and appoint key 

executives. The CSD will have a Rulebook in which all its designs, rules and processes are laid 

out to all its members. 

A suggested *governance structure for the CSD is given below: 

 

7 7 Principle 2- Governance of “Principles for financial market infrastructure”- April 2012 



 

Board: 

• Meets quarterly 

• Written terms of reference 

• All Members authorised by CBI 

Audit Committee: 

• Meets quarterly 

• Written terms of reference 

• Members drawn from board 

Risk Management Committee: 

• Meets monthly 

• Written terms of reference 

• Members authorized by CBI 

Participant Acceptance Committee (PAC): 

• Meets bi-weekly, or as required 
• Written terms of reference 

4.4 Employment 

The CSD itself, will require employees to ensure the regulatory requirements *governance and 

services to participants are properly carried out. These represent new jobs in Ireland that do 

not exist now. 

As membership of T2S comes into focus, there will be additional interaction between the CBI 

and the ECB which may require further resources to cover the operational, regulatory and 

administrative agenda satisfactorily. 

One selection criteria for the SSS service providers is their appetite in servicing the funds-centric 

CSD from Ireland and as a result create additional jobs in Ireland*.  

The biggest potential impact of the CSD on Irish employment is less obvious but nonetheless 

important. In defending the Irish funds industry from competition elsewhere, the CSD can serve 

to act as an anchor of the industry to Ireland and the employment associated with it. 

User Group: 

• Meets quarterly 
• Written terms of reference 
• Advises the Board 
• Members drawn from participants 

 



 

4.5 Barriers to Entry 

Barrier Features Action 

Resistance to 
Change 

The investment funds industry is by nature conservative 
and change happens only slowly. For example the fax is 
still regarded as a viable means of communication. 
Furthermore, the industry tends to innovate without 
letting go of prior technology. This has contributed to the 
plethora of fund supermarkets, order routing portals and 
settlement methods. 

The Irish Government and Regulator can 
greatly assist with directional leadership, and 
legislative and regulatory support to the new 
CSD 

Transfer Agents 

Transfer Agents probably stand to be impacted most by 
the implementation of a CSD as this represents significant 
change. The impact will be felt in a number of ways. 
Firstly, TAs may be disintermediated if the full 
functionality can be offered within the CSD. Secondly, TAs 
can become Account Operators in the CSD on behalf of 
clients who wish to use the CSD for settlement, but via an 
agency relationship. 

Offer the CSD Account Operator model as a 
strategic way forward for the TA industry as 
stakeholders 

Custodians 

Custodians typically bundle Depositary Bank and other 
services in their support to fund managers. The CSD could 
disintermediate the custodians, thus alienating a client 
sector. 

Depositary services could be offered at lower 
cost for securities for which the CSD is the 
Issuer CSD, and even more where the 
underlyings are also held in the Irish CSD 

Passporting 

EU legislation may support the passporting of certain key 
functions – e.g. the depositary service could be located in 
a low cost location rather than as now, located in the same 
jurisdiction as the fund. 

An Issuer CSD in Ireland will provide a better 
basis for depositary bank functions, as it holds 
the golden record of an issued security and 
the likelihood of “loss” of securities requiring 
restitution is much lower. 

Euroclear UK & 
Ireland  
and Euroclear 
Bank 

Euroclear provides CSD services for the UK and Ireland 
already, and will regard this initiative as a direct threat 
even though EUI is not a funds specific CSD, or based in 
the Eurozone. Similarly Euroclear Bank in Brussels will 
detect the threat to debt securities. 

Euroclear could be appointed as a Global 
Custodian to the Irish CSD providing linkage to 
other markets, thus giving them a potentially 
lucrative role.  

Other Centres 

A funds-centric CSD in Europe is not a unique idea. Other 
centres are known to be considering a similar initiative. 

First mover advantage still exists, but may 
disappear quickly if action is not taken. 
 
Exclusivity agreements should be established 
with likely stakeholders and involved parties 
as soon as possible. 



 

5.  Voice of Industry 

Whilst a strong strategic argument can be made in favour of financial market infrastructure over 

commercial banking service provision, it is of critical importance to establish whether the 

industry as a whole in Ireland will support and use a CSD. 

The interviews were conducted with selected market experts and stakeholders of the Irish 

market. The interviewees have been grouped into the following categories as to get a clear 

voice of industry encompassing the entire value chain: Asset managers, transfer agents, 

intermediaries, ancillary service providers and academics. 

The interviews were conducted using the same purpose-built-questionnaire including the 

following sections:  

• General  • Regulatory Matters 

• Fund Manufacturers • Administrators 

• Transfer Agents • Investors 

• Capital Market • Collateral 

• Other  

The interview results are described in more detail below. However, a number of key themes 

emerged from the discussions that, if representative of the broader community, would provide 

some very strong signals about a new funds-centric CSD in Ireland.  

5.1 Interview Commentary 

The voice of the industry interviews identified that the Irish funds centre is highly-regarded, has 

many attractive features for global issuance of funds but is under-exploited and as an asset to 

the Irish economy is under-realised.  

Asset Managers described the Irish funds market as: 

“In Ireland it is easy to do business and the industry has a good relationship with 

the CBI. Ireland has much existing experience and is dominating the MMF market. 

Ireland is well-established, with a good open-minded approach from regulators 



 

and providers. They are keen to develop, niches are supported well but it is not yet 

up to industrial strength. For Hedge Funds and Institutional TA, Ireland is the place. 

Lux is more retail-oriented.” 

Academics and Intermediaries both agreed that the Irish funds industry has much unused 

potential. 

“Hidden Gem - solid, but underplayed... It has all the parts required, and whilst it 

has some local retail understands the global picture.”  

“Unrealised asset for Ireland - Unexploited.” 

Although the industry agreed that the Irish market is attractive, the competition between 

markets seems to increase with recent developments. Luxembourg was unanimously seen as 

the largest threat to Ireland as a funds centre, however the Industry does see other potential 

markets looking to expand their funds industry. As one academic puts it; 

“Lux and Cayman are the biggest existing competitors, followed by Singapore. 

Potential competitors to watch are London, post-Brexit, and Cyprus which is 

desperately trying to become a funds centre.” 

“As result of Brexit, London might become a bigger competitor than previously as 

there might be less red tape in UK than in Europe.” 

The fact that the UK is leaving the EU has had a significant impact on the Industry’s opinion on 

Ireland as a fund centre. This is specifically on the topic of Irish domiciled financial market 

infrastructure. If a funds-centric CSD was a good idea strategically for Ireland prior to the EU 

referendum in the UK, the Industry agrees that the timing is even better now given the decision 

of the UK to exit the EU. One academic was quoted to say: 

“Settlement through Euroclear [Crest & Euroclear Bank] is an issue because they 

are not Irish infrastructure. In addition, Ireland doesn’t have domestic market 

infrastructure… no CCP and no CSD of their own.”  

Another academic noted that: 

“…in order to compete in the future Ireland would need to have an infrastructure 

so that it can provide downstream competition and lower distribution costs as a 



 

result. Ireland needs to be able to offer DvP settlement for all assets. DvP provides 

confidence of performance.” 

The interviewed Asset Managers all agreed that Ireland lacks Financial Market Infrastructure 

(e.g. a CSD). One Asset Manager was noted to have said the following on the topic: 

“…there is concern in the Funds industry – there is room for improvement and it is 

time to do something about it.” 

To the same question, an ancillary service provider noted: 

“Yes, Ireland has become too cosy and needs to be more aggressive.” 

The industry support for Financial Market Infrastructure development in Ireland is significant 

with almost every respondent identifying this as a prime target for change in Ireland.  

“Time has come for change – time for independence of infrastructure.” 

“[Ireland needs] Credible operational market infrastructure with administration 

and legal support. Infrastructure will provide settlement cohesion and STP 

solutions.” 

“Ireland is behind the curve on infrastructure.” 

“…infrastructure is lacking. Post trade needs change e.g. reduce cost of 

distribution. Need for new innovative products with KYC/AML focus.” 

Although the industry did agree that CSD infrastructure development would be positive for the 

Irish and European funds market, the industry does appreciate the difficulty of successfully 

implementing a CSD into the TA based model of the funds market. However, all respondents 

agree that the TA model is ripe for change. A beneficial holder-level CSD supporting an account 

operator model provides a way forward where the incumbent TAs can retain their client base 

and utilise the new infrastructure. To this an Asset Manager was quoted to have said; 

“Yes – there is a huge potential for transposing TA into a CSD – a centralised 

industry utility. Funds have to compete against straight equities but these have the 

advantage of a common platform with record-keeping etc. “ 

Interviews found that Transfer Agents themselves agree with the rest of the industry in wanting 

to change the historical TA model: 



 

“The pricing model needs to look more like US pricing – but [the market model] 

needs to look more like the German model – TAs but settlement in CBF.” 

Another Transfer Agent commented that: 

“Yes – although it [the market model] could be made profitable if less bespoke, 

with current prices of $10 for an automated trade settlement and $35 for a 

manual.” 

On the topic of market development, the industry highlighted the need for a solution to a 

growing market concern namely AML/KYC and Reconciliation. As a solution to these problems, 

the industry identified how a CSD could potentially address these concerns; as one intermediary 

noted: 

“If developed on modular lines [the CSD] could be a market solution for 

reconciliations.” 

One of the academics also commented: 

“There is a market need for innovative products with KYC/AML focus.” 

Although the market supports an Irish domiciled funds CSD the industry stressed the 

importance of not replicating certain existing funds settlement models. As one asset manager 

notes: 

“Euroclear France is a mystery – developed for the French domestic market alone.” 

Similarly an intermediary reflected on the question of Ireland lacking financial market 

infrastructure, as follows: 

“Yes, but don’t build another Fundsquare.” 

The industry brought forward suggestions on the characteristics of an Irish fund CSD, specifically 

on the topic of distribution which is a key potential benefit of T2S. The market identified that a 

CSD solution must address the needs of investors from Asia and Latin America, for instance in 

regard to simplicity of account opening: 

“Distribution is key, and has not been successful thus far. Asia in particular has 

been a very difficult market to expand to.” 



 

“Distribution is a challenge and needs to be addressed. Lux is better at addressing 

LATAM and Asia needs. The Irish funds market needs more political buy-in and 

support from the Irish government.” 

“There is too much complexity for foreign investors and no UCITS passport. US 

retail [access] only via a 1940 Act vehicle, and some SICAVs are registered for sale 

in the US. There is a growth in high net worth clients in LATAM and Asia. European 

products are not available in the US anyway.” 

“New money will come from Asia and LATAM. The future rise of Asia needing to 

put funds into Europe.” 

“In 10 years’ time, China has opened. Hong Kong and Singapore will challenge 

Ireland selling to Asia and Latin America. Needs a golden triangle of Europe, Asia, 

LATAM.” 

 

  



 

6. Conclusion and Recommendations 

6.1 Conclusion 

A funds-centric CSD in Ireland will demonstrate, in a significant way, the reduction of risk from 

post-trade processes through the implementation of domestic regulated financial market 

infrastructure. 

A CSD will increase the visibility and attractiveness of Ireland on the world stage as a destination 

for the domicile and issuance of funds. This will include acting as a distribution channel for funds 

into T2S.  

Subject to regulatory approvals, a CSD can be established relatively quickly, and without large 

amounts of capital or liquidity. Vitally, this development will not require primary legislation. The 

proposed structure is not monopolistic as being a mutual there is no compulsion to become a 

member and with the required transparency of membership criteria there is no unfair exclusion. 

There have been discussions with Asset Managers, Transfer Agents, Intermediaries and 

Ancillary Service Providers, which confirm there is appetite for a market utility delivering CSD 

functions.  

A funds-centric CSD can create a pathway for the future development for Transfer Agency 

business through the delegation of their basic utility functions to the CSD allowing them to 

concentrate on delivering added value.  

A new CSD will create and preserve employment in Ireland. Moreover, one of the selection 

criteria for the SSS provider would be their commitment to service the Irish industry from 

Ireland.  

Connecting the CSD to T2S is a clear ambition for the project with benefits accruing to the 

domestic industry as well as on a broader political basis. 

There is currently no consensus or clear precedent for blockchain technology as a practical 

candidate on which to base all core processes of a CSD. That situation is some time off.  

 

 



 

6.2 Recommendations 

This Feasibility Study recommends the establishment of a funds-centric CSD in 

Ireland. It is therefore recommended that the project should proceed to full 

implementation, the next stage being the creation of a Business Plan. 

The preferred approach would be the SSS-for-hire or “Partner” scenario due to its relatively low 

capital requirement and short time to market.  

The Feasibility Study has identified the need for a KYC/AML utility - an ideal first phase of the 

overall CSD development. 

The Business Plan will deliver: 

- A detailed financial plan on a bottom-up basis 

- A recommended solution for the Securities Settlement System assignment 

- Suggested governance structure 

- Suggested ownership structure 

- Suggested approach to fees, participation and settlement rules  
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Appendix - Market Infrastructure 

The term Financial Market Infrastructure (FMI) applies to the entities involved in the processing 

of a security from its issuance though the trading cycle and to the post trade-functions of 

clearing and final settlement.  

Exchanges, Multi-lateral Trading Platforms, Central Counterparties and Central Securities 

Depositories are just some of these entities. There is increasing interest from regulators to use 

FMIs as the agents of regulatory policy – applying the rules, directives and regulations to control 

behavior, protect the consumer and produce safe markets. 

Some regulations on CSDs – e.g. CPMI-IOSCO benchmarks and the CSD Regulation - deliberately 

render CSDs as a lower risk than commercial banks in view of the direct supervision they are 

subjected to and the transparency of their management and control functions. 

This fact has significance in terms of access to Central Bank Money, finality of settlement and 

the role of CSDs as notaries to securities issuers. 

Until the financial crisis the lines of separate* between market infrastructure and banks was 

becoming increasingly blurred, with commercial banks assuming many of the functions of stock 

exchanges and clearing houses. Since then, this process has reversed with the differential 

between FMI and Banks now becoming increasingly distinct. 

Central Securities Depository 

“CSDs are the key institutions that operate the infrastructures (so-called securities settlement 

systems) that enable settlement. They are the institutions which materialise the transactions 

concluded on the markets. It is with them that settlement is either finalised, or fails. CSDs also 

ensure the maintenance of securities accounts that record how many securities have been 

issued by whom and each change in the holding of those securities. This is made possible by the 

fact that CSDs intervene on the primary market, by centralising the initial recording of newly 

issued securities. CSDs also play a crucial role for the financing of the economy, as in practice 

almost all the collateral posted by companies, banks and other institutions to raise funds flows 

ultimately through securities settlement systems operated by CSDs.” 88 

 
88 European Commission 



 

Securities Settlement System 

“Securities Settlement System (SSS), a system which permits the holding and transfer of 

securities, either free of payment or against payment (delivery versus payment) or against 

another asset (delivery versus delivery).*It comprises all the institutional and technical 

arrangements required for the settlement of securities trades and the safekeeping of securities. 

The system can operate on a real-time gross settlement, gross settlement or net settlement 

basis. A settlement system allows for the calculation (clearing) of the obligations of participants. 

The SSS is, in its own right, not a legal entity and can therefore not be party to a legal 

relationship”. 99 

The SSS will deliver the technology and operations to support the services offered by the 

regulated entity that is the CSD. The core services delivered by the SSS follow the CPMI-IOSCO 

Recommendations of Securities Settlement Systems. 

Central Counterparty Clearing House 

“A central counterparty (CCP) is a clearing house that interposes itself between counterparties 

to contracts traded in one or more financial markets, becoming the buyer to every seller and 

the seller to every buyer and thereby ensuring the future performance of open contracts.” 10 

Clearing refers to the management (risk management, transaction monitoring, netting) of a 

transaction after the matching of a buy and sale trade and prior to the legal fulfillment of the 

respective obligation. It exists in two forms, either as a CCP, in which case the CCP becomes the 

counterparty of the original buyer and seller, or as a facilitator, in which case the original buyer 

and seller remain legal counterparties to each other. 

Counterparty risk is the risk that one of the parties to a trade fails and is unable to complete the 

transaction, leaving the other party exposed to changes in market prices since it carried out the 

trade. This risk is managed by a CCP which steps in between the buyer and the seller as soon as 

possible after the trade is executed. If one party fails subsequently, it is the responsibility of the 

CCP to complete the trade. The CCP covers itself against this risk by collecting margin from the 

two parties. The amount required is calculated according to an algorithm based on historical 

volatilities and correlations of the prices of the assets being traded. CCPs also frequently carry 
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out netting of transactions. Thus, if a firm carries out many transactions in the same security or 

derivatives contract, these can all be netted to a single position, either delivering or receiving. 

Clearing has historically been very important in derivative markets, where contracts may remain 

open for months or even years. Eliminating counterparty risk becomes important in these 

circumstances. Many derivative contracts are settled through payment of the cash value of the 

position rather than through delivery of the underlying asset, which is facilitated through 

netting. 

Clearing has become more important in securities markets in Europe with the introduction of 

electronic trading systems, where the anonymity of the participants is important. Most of the 

firms that use clearing houses are either large trading firms themselves or firms, known as 

General Clearing Members, which provide access to the clearing house for smaller firms. As a 

result, there is relatively little direct contact between clearing houses and retail firms or end-

investors. 

Multilateral Trading Facility (MTF) 

MTFs are effectively exchanges enabling counterparties to come together under an agreed set 

of rules in order to negotiate, trade and execute transactions with each other. The assumption 

of MTFs it* that under a lighter infrastructure than a stock exchange, with fewer functions (such 

as new issues) and though more agile technology, the costs of trading are lower.  

This may also be supported by a highly selective approach to the admittance of members, 

typically favouring a particular set of intermediaries to the exclusion of, say retail participants 

and issuers. MTFs are regulated by MiFID in terms of duties of best execution and transparency 

of prices. 

Well known and successful MTFs include: Instinet, Chi-X, BATS and Turquoise. 

 

 

 


