White paper

TARGET2-Securities

An ambitious project

After almost two year’s work with CSDs and the markets, on July 21st, 2008 the ECB’s
Governing Council announced its official decision to set up a new settlement service for
the Euro zone, called TARGET2-Securities (T2S).

The council’s decision was based on several observations, including the existence of a

certain fragmentation of settlement infrastructures in Europe, which results in very high

cross-border settlement costs, representing a clear obstacle to the reality of a true

European market for financial services. The ultimate goal of T2S, as determined by the

ECB, is therefore to maximise the efficiency of securities settlement within the European

Union, in particular by substantially decreasing the costs of cross-border operations and of

holding non-national securities.

To achieve its goal, the ECB decided to work on a central settlement platform that will
enable simultaneous STP settlement in securities and in cash with any CSD in the
European Union (provided the CSD is interfaced) on a single account in central bank

currency.

One important point, T2S is not intended to replace the CSDs, which will continue to
perform their main roles of securities safekeeping and operation management, of

relations with investors, intermediaries and issuers.

The platform will be owned by Eurosystem which will be responsible for its operation. It
will be developed and run on the TARGET2 platform by four central banks: Deutsche
Bundesbank, Banco de Espafia, Banque de France and Banca d’ltalia.
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CSDs will not be obliged to participate in T2S as each CSD will be free to decide if and

when to join T2S.

The CSD will be the entry point to T2S services. Participants will continue to contract
directly with the CSDs that hold the securities they want to settle. Each CSD will retain
legal responsibility for opening, holding and closing its participants’ T2S security accounts.
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Settlement in Europe

MiFID has
transformed the

completely

trading
landscape in Europe,
encouraging the development
of new trading platforms.
after its

Eighteen months

implementation, there are
already many such platforms,
forcing the leading European
stock exchange operators to
review their pricing structures
and open their own alternative

trading systems.

There is no such directive for
Clearing;
European Commission made

however the

recommendations to
encourage interconnection
between the parties involved,
offering their customers a

choice of clearing service
providers. This movement is
underway and interoperability
has been announced between

the leading CCPs.

Settlement, the third party of
the trio of
processing activities, was next

securities

in line for consideration by the
European authorities. Indeed,
notwithstanding  Euroclear’s
Single Platform initiative or the
joint-venture bringing together
eight CSDs within Link-Up
Markets, the ECB decided in
July 2008, to launch the
TARGET2-Securities project.

This  extremely  ambitious
project implies the creation of
a single European settlement
system, open to any European
CSD. If the project comes off,
there is no doubt that
TARGET2-Securities will result
in a major reshaping of the
European Settlement

landscape.
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T2S will also enable certain players to log directly onto the platform. They will be able to
exchange directly but will remain clients of the CSD, which will retain the business and
relations with its participants.

Settlement rules and procedures will be the same for all participating CSDs, which implies
harmonisation. In terms of pricing, a single price is envisaged for national and cross-
border operations within T2S without increasing the price of equivalent national
operations.

Operational perimeter of T2S

T2S’s perimeter is restricted to Settlement, which excludes the possibility for T2S to
propose services related to custody management. T2S will therefore cover three main
groups of functions: instruction lifecycle management, the settlement engine and the
interfaces.

T2S will ensure real time settlement with autocollateralisation and procedure
optimisation, regardless of the CSD and central bank holding the securities and cash
accounts. Real-time realignments are also possible if the securities issued by one CSD are
settled with another.

T2S will propose settlement services in Euro and other European currencies.

Timetable and impacts

The project is currently in its specification phase, which is expected to be completed in
2010. Two years will then be necessary for testing, aiming a production launch during the
second quarter of 2013 and migration to be spread over the rest of 2013 and 2014.

Those directly affected by the adaptations are mainly the CSDs, which will have to be
able to exchange with T2S and adapt to the new management rules resulting from the
harmonisation required by T2S.

A side effect, the extent of which is difficult to evaluate with any accuracy at this stage of
the project, will be that their participants will also have to upgrade their applications to
adapt to the changes in the settlement processes, the new management of their
purchasing power and more generally to the changes of varying amplitude that all CSDs
will be making to their messaging systems.

The content and extent of these adaptations will have to be specified by Euroclear which,
having abandoned SP Settlement, will now have to define the mode of cohabitation
between its current systems (RGV for ESES) and T2S.

Enabling access to any interfaced European CSD on the basis of national processes, T2S
will simplify both crossborder security transfers and the safekeeping of securities with
foreign CSDs. However, this last point must be kept in perspective, since T2S does not
imply any harmonisation of the diverging national practices and legislation, whose
disparities currently represent an obstacle to the safekeeping of securities abroad.

Interested ?

Our expertise in this field is at your disposal.

For more information about our securities settlement solutions, please consult our website
www.slib.com , or write to sales.contact@slib.com .

www.slib.com

SLIBQ solution

T2S is a structuring project for
the securities industry at a
European level, particularly if,
as its designers hope, it
encourages CSDs to broaden
their services to include
securities held by other CSDs.

SLIB has therefore decided to
monitor this project very
closely in order to anticipate
any changes and to adapt its
national and  cross-border
settlement management
product (SLIB  settlement)

accordingly.

SLIB’s recognised skills as a
historic supplier of securities
solutions and its experience in
the management of numerous
settlement processes make
SLIB an ideal partner for
helping financial
establishments to navigate
around this new European
landscape.

About SLIB

For more than 20 years, SLIB
has been a reliable partner to
the financial services industry,
offering front, middle and back
office solutions to help Banks,
Investment Firms and Asset
Managers automate their
securities processes and
improve their performance.

Today 50 European institutions
in France, Benelux, UK, Italy
and Portugal are using SLIB
solutions.
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