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Central Securities Depositories (CSDs) play a fundamental role
in the capital market infrastructure as central mechanisms for
holding and transferring securities. While CSDs are generally
bastions of stability and can strengthen a financial market, they
can also pose significant risks to the financial system, depending
on the structures, resources, procedures and controls deployed
around their key functions.
It is therefore essential that direct users of CSDs, risk managers
at institutions which use CSDs indirectly, regulators of
CSDs and the senior management of the CSDs themselves,
understand the nature of those risks, and how they compare
between markets and against best practices in the industry.

There are two levels of assessment, Proprietary and Public.
Proprietary assessments are commissioned and subscribed to
by direct and indirect users of CSDs (e.g. custodians, broker
dealers and institutional investors) for their own use, and are
not disseminated publicly. Public assessments are commissioned
by the CSD themselves, and besides being open to TM clients,
can be made publicly available by the CSD for the term of the
assessment contract.
A list of markets covered by the service is available on request.

Asset Commitment Risk
UK

The Thomas Murray methodology for a CSD Risk Assessment
covers eight core risks: Asset Commitment, Liquidity,
Counterparty, Asset Safety, Asset Servicing, Financial,
Operational, and Governance & Transparency. It uses generic
alpha symbology, with the CSD risk being assessed on a scale
from AAA to C.

Asset commitment for both buyers and sellers is negligible. Sellers, using assured settlement in USD, can incur significant
intra-day exposure. However, such postings generate an unconditional and irrevocable obligation on the part of the
debtor's payment bank to make a payment to the payment bank of the creditor.

Euroclear UK & Ireland

Qualified Assessment

Securities transfers are made within multiple cycles throughout the day, approximating to real-time gross settlement.
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and Last Fully Reviewed as of:

(and 6.00pm for free of payment transfers).

January 2019

Cash is accounted for by the CREST system on a net basis for transactions in USD and on a gross basis for transactions in
EUR and GBP across Cash Memorandum Accounts (CMA) of CREST designated settlement banks, who in turn are (for the

Support Bank(s)

purpose of settlement of transactions against payment in EUR or GBP) members of the RTGS payments system of the
Bank of England for GBP payments and Target 2 for EUR payments.
Settlement of securities and cash is on a simultaneous, irrevocable and final basis in real-time for ETT (Electronic Transfer
of Title) eligible securities settling in GBP, EUR or USD in CREST.
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Liquidity Risk
Summary

Role of the Depository
Euroclear UK & Ireland Ltd (formerly CRESTCo) provides the central settlement service for the UK market covering
equities, corporate and government debt, money market instruments and covered warrants from the UK, Jersey,
Guernsey and the Isle of Man. It also provides a similar service for Irish equities and corporate debt. Irish government debt
is settled via Euroclear Bank. Euroclear UK & Ireland is a private limited company established in 1994, essentially a for-

The assessment methodology considers the capabilities of the
depository and the quality and effectiveness of its operational
infrastructure and assesses the depository’s willingness, and
ability to protect its participants and their clients from losses.

Summary
Settlement of GBP and EUR transactions within the CREST system is on a simultaneous RTGS basis with immediate finality.

Depository Review and Risk Evaluation Service

operational-profit entity, although it is not run as a profit maximiser (i.e. it is run on a non-profit basis).

Liquidity risk exposure within Euroclear UK & Ireland arises in two parts. For securities, liquidity risk is moderate to low due
to a sophisticated settlement system and an active external securities lending market which compensates for the high
liquidity demands of near real-time gross securities settlement.
For cash, liquidity risk can be high if settlement is on an RTGS basis in central bank funds, since this requires pre-funding
which is usually on a self-collateralisation basis at the Bank of England. Netted settlements via LCH incur very little
liquidity risk.

The Euroclear corporate structure, that came into effect on 1 January 2005, involved the creation of a new company,
Euroclear SA/NV. This company is incorporated in Belgium and is a 100% owned subsidiary of Euroclear Holding SA/NV.
Euroclear Bank, Euroclear UK & Ireland, Euroclear France, Euroclear Belgium and Euroclear Nederland are all 100%-

Counterparty Risk

owned subsidiaries of Euroclear SA/NV. Euroclear Bank, therefore has no ownership interest in Euroclear UK & Ireland,
Euroclear France or Euroclear Nederland.
The legal and operating name of the CSD was changed to Euroclear UK & Ireland Ltd from CRESTCo Limited effective from
1 July 2007. The CREST settlement system owned and operated by Euroclear UK & Ireland Limited retained its previous
name (i.e. CREST).
Euroclear UK & Ireland is a recognised clearing house under the Financial Services Act 1986, regulated by the Bank of

Summary
For RTGS settlements (against payment in EUR, GBP and USD), the CREST system offers simultaneous irrevocable,
unconditional and final DVP in central bank funds, for which there is no counterparty risk exposure on the principal.
Transactions with CCPs also have very little counterparty risk. However, in case securities are repoed under selfcollateralisation arrangements, the purchaser has counterparty risk on their settlement bank.

England. It is currently the only approved operator of a relevant clearing system under the Uncertificated Securities
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If you are interested in public CSD Risk Assessments,
please contact:
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