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1.0. Introduction

This document provides a methodology for assessing observance of the 24 principles and
five responsibilities as defined in the CPSS-I0OSCO report on Principles for financial market
infrastructures (PFMI Report), published by the Committee on Payment and Settlement
Systems (CPSS) and the Technical Committee of the International Organization of Securities
Commissions (IOSCO) in April 2012. The CPSS and I0SCO developed the assessment
methodology (AM) with the aim of promoting observance of the principles. Key benefits
include objectivity and comparability across the assessments of observance of the principles
and the responsibilities in different jurisdictions.*

This AM was developed in parallel with and as an adjunct to the PFMI Report. Accordingly,
the AM and PFMI Report should be taken together as closely related and supporting
documents. The AM avoids repetition of the discussions of the principles and responsibilities
that are contained in the PFMI Report; any elaborating commentary is intended to help
explicate practical considerations that arise when performing assessments, not to amend or
expand upon those discussions.

1.1. Use of the Assessment Methodology

The PFMI Report emphasizes the need for concerted effort by various stakeholders to
implement the principles. While primary responsibility for implementation lies with the
designers, owners, and operators of FMIs, the PFMI Report stresses the need for central
banks, market regulators, and other relevant national authorities to promote implementation
by undertaking their own assessments of FMIs' observance of the principles in their
jurisdictions and by identifying steps, where necessary, for completing implementation and
achieving observance. All CPSS and I0SCO members intend to apply the principles to the
relevant FMIs in their jurisdictions to the fullest extent possible. Members also intend to apply
the responsibilities when discharging their regulation, supervision, and oversight
responsibilities.

The CPSS and IOSCO intend to promote implementation and ongoing observance of the
principles and responsibilities through periodic assessments of observance performed by a
variety of parties:

o FMIs may have to conduct formal periodic full or partial self-assessments of
observance of the principles, where this is consistent with national practice.

o As part of their responsibilities for regulation, supervision, and oversight of FMIs, the
relevant national authorities are expected to regularly assess observance of the
principles by FMIs in their respective jurisdictions in connection with such
authorities’ supervisory and oversight programs. Authorities are also encouraged to
conduct periodic self-assessments of their observance of the responsibilities to
gauge their ability to ensure ongoing observance of the principles.

o The CPSS and I0OSCO are also encouraging external assessments of FMI
observance of the principles and authorities’ observance of the responsibilities,
including assessments conducted by international financial institutions (IFIs),
namely, the International Monetary Fund and the World Bank, in particular as part of

The World Bank (WB) and International Monetary Fund (IMF) co-chaired the Sub-Group, the members of
which were experienced experts who have collectively performed numerous assessments through the IMF-
WB Financial Sector Assessment Program (FSAP) and other diagnostics of payment systems, central
securities depositories (CSDs), securities settlements systems (SSSs), and central counterparties (CCPs) as
external assessors and as overseers of national and international systems.
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their Financial Sector Assessment Program (FSAP). National authority peer-
reviewers may also be considered external assessors.

Among these various types of assessors, the common objective is to determine whether the
FMI observes the principles. However, individual objectives may differ somewhat:

. An FMI may conduct an assessment to identify matters that require structural
improvement and prioritize resources to address identified areas of improvement.

. National authorities conduct FMI assessments as part of their supervision and
oversight regimes to identify possible risks and induce changes at the FMI. They
may also be involved in cooperative arrangements with authorities in other
jurisdictions regarding cross-currency and/or cross-border FMIs. Moreover, national
authorities may want to self-assess how effectively they discharge their
responsibilities as regulators, supervisors, and overseers.

. Finally, external assessors may conduct assessments to identify vulnerabilities to
global financial stability and potential areas for improvement; they may also draw
comparisons at the international level to identify best practices. They can also use
the assessment tool in the context of technical assistance to identify development
needs and build assessment capacity.

This AM is primarily intended for external assessors at the international level, in particular the
IFIs. It also provides a baseline for national authorities to assess FMIs under their
supervision and oversight against the principles or to self-assess the way they discharge
their own responsibilities as regulators, supervisors, and overseers. National authorities
should use this AM as it is or take it into consideration when developing equally effective
methodologies for their national supervision and oversight processes.

Different types of assessors may communicate the outcome of their assessments of FMIs
differently, depending on their specific objectives. This is particularly the case with respect to
rating assignments and the communication of assessment outcomes. Therefore, the
expected use of the AM rating scheme, by assessor type, is as follows:

. Where consistent with national practice, FMIs should use this rating scheme.

o National authorities may choose to use the AM rating scheme or may choose to use
another rating scheme, in particular when they are legally bound to use a different
assessment methodology. If a national authority uses a different rating scheme, it
should be equally effective for assessing FMIs as the AM rating scheme and must
enable the assessor to form a judgment regarding the level of observance of the
principles. The suggested AM rating scheme is expected to be used in the context of
cross-border cooperative oversight arrangements unless agreed otherwise by the
authorities that are participating in such arrangements.

. External assessors, in the context of FSAPs or peer-reviews, need a rating
framework that is consistent with other sets of standards, such as the Basel
Committee’s Core principles for effective banking supervision, and provides
comparability over time and between countries.”? The IFls therefore will use the
rating scheme presented in this AM in the context of the FSAP. Technical
assistance (TA) assessors are not necessarily expected to use a rating scheme.
TA assessments are likely to achieve their goals best by communicating outcomes
through dialogue with local FMI management and authorities, rather than relying on
formal ratings.

2 sSee Basel Committee on Banking Supervision, Core principles for effective banking supervision, December

2011.

2 CPSS-I0SCO - Assessment methodology — Consultative report — April 2012



1.2. Customization of the assessment of the principles according to each type of FMI

This AM is designed to cover all of the types of FMIs to which the principles apply, that is,
systemically important payment systems, central securities depositories (CSDs), securities
settlement systems (SSSs), central counterparties (CCPs), and trade repositories (TRS).
Annex D of the PFMI Report provides a description of the various institutional designs
associated with different generic types of payment systems, SSSs, and CCPs. The assessor
might have to exercise some judgment in the identification and classification of an FMI, in
particular where multiple FMIs belong to the same legal entity, where individual FMIs perform
multiple functions, or where the clearing and settlement processes are divided.

As specified in the PFMI Report (see specifically Table 1 and Annex E), certain principles or
key considerations are applicable only to specific types of FMI. For example, the PFMI
Report reflects the fact that TRs do not face credit or liquidity risks, and therefore the
principles and key considerations pertaining to these risks do not apply. Likewise, this AM
specifies to which types of FMIs key elements and the associated assessment questions
apply in a manner consistent with the PFMI Report.

1.3. Applicability of the AM to public sector-owned FMIs

This AM is also intended to assist assessors in correctly applying the principles and key
considerations to both private and public sector FMIs that are objects of an assessment,
taking into account differences in private and public ownership structures and organizational
forms, as specified in the PFMI Report. In general, the principles are fully applicable to FMIs
owned or operated by the public sector, in particular central banks. Central banks and other
public sector entities should apply the same standards to FMIs that they own or operate as
those that are applied to similar private-sector FMIs. However, due to the circumstances of
their ownership, public-sector FMIs are out of the scope of some assessment questions, and
require specific guidance under a few principles and responsibilities. Appropriate questions
have been formulated to help assess observance by public sector-owned FMIs for Principle 2
on governance, Principle 15 on general business risk, Principle 21 on efficiency and
effectiveness, and Responsibility D on application of the PFMI Report.

1.4. Practical considerations in conducting an assessment

This sub-section provides guidance on practical matters to be considered when conducting
an assessment: (a) access to information, (b) assessment of actual practice, (c) assessors’
background, experience, and training, and (d) assessment obstacles.

Access to information — when conducting an assessment, assessors should be given
access to all relevant information and interested parties. In particular, external assessors will
need to meet with a range of individuals and organizations, including, the oversight authority
or authorities, banking supervisory authority or authorities, other domestic supervisory
authorities, any relevant government ministries, market participants and industry
associations, auditors, and other financial sector participants. For all assessments, relevant
information may include public information, such as relevant laws, regulations and policies,
and also non-public information, such as internal self-assessments, policies, procedures,
data, and metrics. In the case of an external assessment, relevant information will also
include operational guidelines for supervisors and overseers and completed supervisory
assessments of individual FMIs. Special note should be made in the assessment report of
instances when any required information or access to key staff is not provided, as well as the
implications for the completeness and accuracy of the assessment.

Assessment of actual practice — strong emphasis should be placed on the actual practice
and enforcement of the principles and responsibilities to ensure the safety and soundness of
FMIs. Assessors should evaluate not only the legal and regulatory framework and the rules
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of the FMI, but also the way in which such legislation and rules are applied and achieved in
practice within the jurisdiction. This is most relevant in the case of Principle 1 on legal basis,
Principle 2 on governance, Responsibility D on application of the principles, and
Responsibility E on cooperation with other authorities.

Assessors’ background, experience, and training — the use of professional judgment
when carrying out an assessment requires qualified individuals possessing both practical and
relevant experience. Therefore, the assessment should be conducted by persons with
appropriate knowledge and understanding of FMIs.

Assessment obstacles — assessors should note any factors that facilitated or impaired the
assessment, with particular reference to the degree of cooperation encountered in carrying
out the analysis and should indicate in the assessment report the extent to which these
factors may have affected the comprehensiveness of the assessment.
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2.0. Assessment methodology framework

This section describes the five steps involved in an assessment against the principles and
responsibilities. These steps are: (i) determining the appropriate scope of an assessment;
(ii) gathering facts useful to evaluate the key considerations; (iii) developing key conclusions
for each key consideration; (iv) assigning a rating category to each principle or responsibility;
and (v) indicating an appropriate timeframe for addressing each identified issue of concern,
including a discussion on priorities.

2.1. Step 1: Scope of the assessment

Before beginning an assessment, careful consideration should be given to the appropriate
scope, which should be clearly communicated to the assessed entities in advance of it being
undertaken.

Which FMis to assess

According to the PFMI Report, national authorities are expected to regularly assess FMIs
that they have deemed systemically important (see the PFMI Report for further discussions
on systemically important FMIs).

External assessors would normally rely on the domestic authorities’ designation of FMIs as
systemically important, but may define certain FMIs as being out of scope for the
assessment, for example, national FMIs processing small-value transactions that pose little
contagion risk outside the domestic jurisdiction. They may also decide to focus on the FMIs
that are the most relevant for global financial stability.

Which assessment perimeter to define

Each FMI should be assessed separately. According to the PFMI Report, an FMI is defined
as a multilateral system among participating financial institutions, including the operator of
the system, used for the purposes of recording, clearing, or settling payments, securities,
derivatives, or other financial transactions.®> FMIs can differ significantly in organization,
function, and design. FMIs can be legally organized in a variety of forms, including
associations of financial institutions, non-bank clearing corporations, and specialized banking
organizations. They can be defined as separate legal entities or parts of another legal entity.
The functional definition of an FMI includes five key types of FMIs: payment systems, CSDs,
SSSs, CCPs, and TRs.

Assessors must determine the functions to be covered (for example central counterparty
clearing of OTC derivatives, securities settlement, or large-value payment settlement) and
identify the institution(s) to be assessed for each assessment (such as, a legal entity, part of
a legal entity, or several legal entities). Assessors should ensure that all of the critical
functions of the FMI are included in the scope of the assessment. If the FMI subject to the
assessment has established links to settle cross-border trades, assessors will need to

® The general analytical approach of the PFMI report and this AM is to consider FMIs as multilateral systems,

inclusive of their participants, as stated in the definition of FMI. In market parlance, however, the term FMI
may be used to refer only to a legal or functional entity that is set up to carry out centralised, multilateral
payment, clearing, settlement, or recording activities and, in some contexts, may exclude the participants that
use the system. This difference in terminology or usage may introduce ambiguity at certain points in the PFMI
report. To address this issue, the PFMI report and this AM may refer to an FMI and its participants, or to an
FMI including its participants, to emphasize the coverage of a principle or other text where this is not clear
from the context. The definition of FMIs excludes bilateral relationships between financial institutions and
their customers, such as traditional correspondent banking.
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consider how best to cooperate with the authorities in those relevant jurisdictions to fulfil the
assessment obligation.

Which principles to use

Assessors should also determine which principles will be the subject of the assessment, as
not all may be applicable in every situation. For instance, an assessment might be conducted
(a) against all principles, as part of a periodic comprehensive review of an FMI's safety and
efficiency; (b) against one or more individual principles that may be impacted by a proposed
new service offering or a proposed material change to an FMI's risk-management framework;
(c) against one or more individual principles that may be targeted for a thematic (or
“horizontal”) review across one or more FMlIs; or (d) against one or more individual principles
that are relevant to certain problems identified prior to the assessment.”

Which authorities to assess

In general, the authorities are assessed at a jurisdictional level (not at the level of the FMI or
the individual regulatory, supervisory, or oversight authority). This allows the assessor to
perform a comprehensive assessment of the authorities’ observance of the responsibilities
and to identify potential regulatory gaps or overlaps in the way they are discharged in the
jurisdiction. This approach is consistent with Responsibility E which deals, inter alia, with
cooperation between domestic authorities. There are situations, however, where assessing
the regulatory, supervisory, and oversight framework that applies to a specific FMI may be
appropriate, such as in the case of an FMI with cross-border activity. Foreign authorities, for
example, may be interested not only in obtaining information about the general adherence of
the domestic authorities to the responsibilities but also in a more specific assessment of the
way the responsibilities are applied with respect to a particular FMI in which they have an
interest. It may also be appropriate to assess the responsibilities in conjunction with a
category of FMIs (to understand how national authorities discharge their responsibilities
towards payment systems or CCPs for example). In addition, a relevant national authority
may assess its own observance of the responsibilities.

2.2. Step 2: Fact gathering

Assessors should gather sufficient facts to be able to develop key conclusions for each key
consideration. This AM provides key elements for each key consideration to organize the fact
finding process. In addition, the AM includes a set of related questions for each key element
to guide assessors in gathering relevant facts (see Appendix 3: Questions by key
considerations for the principles and Appendix 4: Questions by key considerations for the
responsibilities).

Key elements and the related questions are derived from and based on the key
considerations for each of the 24 principles and five responsibilities. The key considerations
for each principle and responsibility elaborate on the principles that FMIs or authorities are
expected to observe. The key elements associated with each key consideration are
indicators to help determine whether an FMI or an authority is actually achieving the key
considerations and hence the principles. The list of questions is a tool to help assessors
gather facts to make this determination.

4 Inthis case, the assessment may cover several FMIs.
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Additionally, this information collecting process may serve as an early indicator of the extent
to which the FMI (or authority) being assessed is meeting expectations for providing access
to information.

Throughout the process of populating the key elements, assessors must develop a general
understanding of the FMI's (or authority’s) basic business processes, operations, and
activities. Obtaining this macro view will provide context for an assessment and position
assessors to seek the full set of information needed. Therefore, assessors should keep in
mind the following overarching questions for each principle during the assessment:

1. What is the FMI's approach/method for observing the principle?

2. What analyses, processes, and rationale did the FMI use in developing, identifying,
selecting, and ensuring the effectiveness of its approach/method for observing the
principle?

3. How does the FMI measure and monitor its ongoing performance in observing the
principle?

4. What other evidence is available (for example, assessments performed by the FMI's

direct regulator or other separately available information) to help gauge the FMI's
ongoing performance in observing the principle?

A similar approach applies to the assessment of observance of the responsibilities by the
relevant authorities. Assessor should have in mind the following overarching questions for
each responsibility that is being assessed:

1. What is the authorities’ approach for fulfilling the responsibility?

2. What analyses, processes, and rationale did the authorities use in developing,
identifying, selecting, and ensuring the effectiveness of their approach for fulfilling
the responsibility?

3. How do the authorities measure and monitor their ongoing performance in fulfilling
the responsibility?

4, What other evidence is available to help gauge the authorities’ ongoing performance
in fulfilling the responsibility?

The questions are not intended to be exhaustive and assessors could, at their discretion,
pose additional or different questions as needed depending on the circumstances, in
particular to address the different levels of complexity of the FMI. In some instances,
assessors may want to modify specific questions to adjust to particular risk factors or
circumstances specific to the assessment. For example, they may want to pose additional
probing questions. The list of questions used by assessors should provide at least an
equivalent level of information as the one included in this AM.

The questions included in this AM may have to be revised in the future to ensure they stay
up to date.

2.3. Step 3: Key conclusions for each key consideration

Key conclusions are an assessor’s overall determination of the extent to which the intent of a
key consideration is met by the entity being assessed. A key conclusion for each key
consideration should be drawn. Key conclusions are provided in the form of a narrative
summary based on facts gathered by assessors. In drawing a key conclusion, assessors
should:
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Summarize the FMI practices and achievements, as warranted.

Identify any observed gaps and shortcomings with respect to each key
consideration, as they emerge from the facts gathered by assessors, using the
guestions as guidance.

3. For each of the identified gaps and shortcomings, describe the risks, concerns or
other issues associated with that gap or shortcoming, and the implications for
meeting the key consideration.

Key conclusions will then serve as building blocks for Step 4 in assigning a rating category,
as described in the following sub-section.

2.4. Step 4: Rating framework

This sub-section illustrates the AM’s rating framework and provides guidance for assigning a
rating category. As noted, the IFIs will use the framework described in this sub-section,
particularly in the FSAP context. National authorities may also adopt the proposed rating
framework.

Observance is assessed at the level of each principle and responsibility. The rating and
language for communicating the assessment results applies to each principle and
responsibility, respectively.

Rating scale and language for communicating the assessments results — Principles

The rating scale is built on the gravity and urgency to remedy identified “issues of concern”.
For the purpose of this scale, an “issue of concern” is a risk management flaw, a deficiency,
or a lack of transparency or effectiveness that needs to be addressed.

Observed The FMI observes the principle. Any identified gaps and shortcomings
are not issues of concern and are minor, manageable, and of a nature
that the FMI could consider taking up in the normal course of its

business.
Broadly The FMI broadly observes the principle. One or more issues of concern
Observed have been identified that the FMI is encouraged to address and follow

up to better manage risks or improve operations. The FMI should
pursue such improvements in a defined timeline.

Partly Observed  The FMI partly observes the principle. The assessment has identified
one or more issues of concern that could become serious if not
addressed in a timely manner. The FMI should accord a high priority to
address these issues.

Not Observed The FMI does not observe the principle. The assessment has identified
one or more serious issues of concern that warrant immediate action.
Therefore, the FMI must accord the highest priority to address these
issues in a timely manner.

Not Applicable The principle does not pertain to the type of FMI being assessed
because of the particular legal, institutional, structural, or other
characteristics of the FMI.°

® The case of a principle not being assessed does not fall within this category. A list of principles not covered in

the assessment, and an accompanying explanation of the reasons for the exclusion, are part of the
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Rating scale and language for communicating the assessments results —
Responsibilities

The rating scale is built on the gravity and urgency to remedy identified “issues of concern”.
For the purpose of this scale, an “issue of concern” is an oversight or supervisory flaw, a
deficiency, or a lack of transparency or effectiveness that needs to be addressed.

Observed The authorities fulfil the responsibility. Any identified gaps and
shortcomings are not issues of concern and are minor, manageable,
and of a nature that the authorities can consider taking up in the normal
conduct of their activities.

Broadly The authorities are broadly fulfilling the responsibility. The assessment
Observed has identified one or more issues of concern that authorities are
encouraged to address and follow up in a defined timeline.

Partly Observed The authorities partly fulfil the responsibility. The assessment has
identified one or more issues of concern that could seriously affect the
reliable discharge of the responsibility by the authorities if not
addressed in a timely manner. The authorities to which these concerns
apply should accord a high priority to their resolution.

Not Observed The authorities are not fulfilling the responsibility. The assessment has
identified one or more serious issues of concern in the current
discharge of the responsibility by the authorities that warrant immediate
action. The authorities to which these concerns apply should accord the
highest priority to their resolution.

Not Applicable This responsibility does not pertain because of the particular
institutional framework or other conditions faced by the authorities with
respect to this responsibility.®

Translating key conclusions into the relevant ratings

Assessors assign ratings to reflect conditions at the time of the assessment. Plans for
improvements should be mentioned in the introduction and comments section of the
assessment report where appropriate, but should not influence judgments about observance
of the principles or responsibilities.

The assessment should note if and why observance of a particular principle or responsibility
could not be adequately assessed. For example, certain information may not have been
provided or key individuals or institutions may have been unavailable to discuss important
issues. Unsatisfied requests for information or meetings should be documented in writing. In
such cases, the assessors may treat such information gaps as evidence of a concern.

For Principles

The rating is built on the key conclusions and reflects the assessors’ judgment regarding the
type or impact of the risks, concerns, or other issues associated with each identified gap or
shortcoming.

introduction to the Assessment (see Appendix 1: assessment report template on the observance of the
principles for FMIs).

The case of a Responsibility not being assessed does not fall within this category. A list of Responsibilities
not covered in the assessment, and an accompanying explanation of the reasons for the exclusion, are part
of the introduction to the Assessment (see Appendix 2 on the assessment report template on the observance
of the responsibilities of central banks, market regulators, and other relevant authorities for FMIs).
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First, assessors should identify principles that are not applicable: this is the case when a
principle does not apply to the type of FMI being assessed (e.g. Principle 4 on credit risk for
a TR, Principle 6 on margins for a PS). This can also be the case when the principle applies
to the type of FMI being assessed but the specific, legal, institutional, structural, or other
characteristics of the FMI's jurisdiction or design make the principle irrelevant (e.g. Principle
4 on credit risk for a RTGS with no (intraday) credit provided to participants).

For rating applicable principles, assessors should determine whether they are observed. For
a principle to be observed, any identified gaps and shortcomings should not be issues of
concern. Minor, manageable gaps and shortcomings that are of a nature that the FMI could
consider taking up in the normal course of an FMI's business would be acceptable for an
observed rating. Any recommendations provided by the assessors, in this instance, should
only further strengthen the FMI's observed status, follow evolving international best
practices, or should prepare the FMI to adapt for future changes of the regulatory,
operational, or legal environment. These recommendations should be scaled to the
relevance of the FMI for financial stability. There is no requirement or specified timeline for
implementing these recommendations, so the FMI can consider taking them up in the normal
course of its business.

When the principle is applicable but not fully observed, assessors must decide the degree of
observance. It is important to note that there may be multiple issues with differing degrees of
concern. In such cases, the assessor should assign the principle a rating that reflects the
severity of the most serious concerns identified:

o If assessors have identified one or more serious issues of concern that need to be
addressed immediately with the highest priority, the principle should be rated as not
observed.

. If the above condition does not apply, but the assessors have identified one or more

issues of concern that could lead to the emergence of serious risks or other
significant issues and that should be addressed with high priority, the principle
should be rated as partly observed.

° If the above conditions do not apply, but the assessors have identified one or more
issues of concern that should be addressed in a defined timeline to better manage
risks or improve operations, the principle should be rated as broadly observed.

For Responsibilities

The rating is built on the key conclusions and reflects the assessors’ judgment regarding the
impact of the risks, concerns, or other issues associated with each identified gap and
shortcoming.

First, assessors should identify responsibilities that are not applicable: this is the case when
the particular institutional framework makes the responsibility irrelevant (e.g. Responsibility E
on cooperation between authorities when there is only one relevant authority).

For rating-applicable responsibilities, assessors should first determine whether they are
observed. For a responsibility to be observed, any identified gaps and shortcomings should
not be issues of concern. Minor, manageable gaps and shortcomings that are not issues of
concern would be acceptable for an observed rating. The assessor may provide suggestions
to strengthen observance of the responsibility, in particular to follow evolving international
best practices or prepare the authorities to adapt for future changes of the regulatory,
operational, or legal environment. There is no requirement or specified timeline for
implementing these suggestions, so the authorities can consider taking them up in the
normal course of their activities.

When the responsibility is applicable but not fully observed, assessors must decide the
degree of observance. It is important to note that there may be multiple issues with differing
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degrees of concern. In such cases, the assessor should assign the responsibility with a
rating that reflects the severity of the most serious concerns identified:

o If assessors have identified one or more serious issues of concern in the ability of
the authorities to fulfil the responsibility that need to be addressed immediately with
the highest priority, the responsibility should be rated as not observed.

o If the above condition does not apply, but the assessors have identified one or more
issues of concern that could seriously affect the ability of the authorities to fulfil the
responsibility and that should be addressed with high priority, the responsibility
should be rated as partly observed.

o If the above conditions do not apply but the assessors have identified one or more
issues of concern that authorities are encouraged to address in a defined timeline,
the responsibility should be rated as broadly observed.

2.5. Step 5: Timeframe for addressing each identified concern

An assessment report should conclude with (a) a clear identification of the issues of concern
that would need to be addressed, (b) an indication of an appropriate timeframe for
addressing each identified issue of concern, and (c) an identification of the parties that are
best positioned to address each identified issue of concern. This sub-section provides
guidance on how to prepare the follow-up on assessment findings.

For Principles

There is no simple recipe for defining an appropriate timeframe, but some basic steps may
be useful to consider. Assessors should identify the areas in which less-than full observance
of principles may lead to serious risks. The CPSS and IOSCO have not assigned degrees of
importance to the individual principles because the principles as a group contribute to the
creation of a safe and efficient FMI. However, assessors will have to come to an
understanding on priorities based upon their judgment as to the deficiencies that pose the
greatest risks or greatest lack of transparency or effectiveness to the FMI.

Having identified priority areas, assessors should then determine the types of actions needed
in each area. In the case of assessments completed by domestic authorities, the FMI itself is
often expected to prepare an action plan for review by the authorities. In the case of
assessments completed by external assessors, the assessors often prepare
recommendations and discuss them with the authorities. In each case, the party best
positioned to initiate each action or recommendation should be identified.

A reasonable timeframe in which an issue of concern should be addressed should also be specified.

For Responsibilities

As in the case of the principles, assessors should identify the areas in which less-than full
observance of responsibilities leads to serious risks, and, will have to come to an
understanding on priorities based upon their judgment as to the deficiencies that pose the
greatest risks or greatest lack of transparency or effectiveness.

Having identified priority areas, assessors should then determine the types of actions needed
in each area. Where domestic authorities conduct self-assessments, they would prepare the
action plan themselves. In the case of assessments completed by external assessors, the
assessors often prepare recommendations and discuss them with the authorities. In each
case, the party best positioned to initiate each action or recommendation should be
identified.

A reasonable timeframe in which an issue of concern should be addressed should also be specified.
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3.0. Guidelines for preparing the assessment reports

Assessment report templates for assessing an FMI against the principles and authorities
against the responsibilities are provided in Appendixes 1 and 2, respectively. Each
assessment report consists of two parts: (1) a summary assessment and (2) a detailed
assessment.

3.1. Assessment report on an FMI

Assessors should not combine several FMIs in the same assessment report but rather
complete an assessment report for each FMI.

In general, the assessment report should identify the main areas of concern that impact
financial sector stability and the main sources of inefficiency and risks in the FMI, and
provide an appropriate timeframe to address them. The first part of the assessment report
should clearly define the scope of the assessment, mention the sources of information and
the methodology used, provide an overview of the applicable payment, clearing, and
settlement landscape, and summarize the main findings of the assessment, including the
proposed follow-up. The second part of the assessment report should provide a principle-by-
principle assessment of observance, supported by a description of facts for each key
element and based on key conclusions for each key consideration.

3.2. Assessment report on relevant authorities

In general, the assessment report should identify the main areas of concern that impact
financial sector stability, the main sources of inefficiency and risks in the regulatory,
supervisory, and oversight framework, and provide an appropriate timeframe to address
them. The first part of the assessment report should clearly define the scope of the
assessment, mention the sources of information and the methodology used, provide an
overview of the relevant payment, clearing, and settlement landscape and regulatory
framework for relevant FMIs, and summarize the main findings of the assessment, including
the proposed follow-up. The second part of the assessment report should provide a
responsibility-by-responsibility assessment of observance, supported by a description of
facts for each key element and based on key conclusions for each key consideration.
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Appendix 1:
Assessment report template
on the observance of the principles for FMIs

Abbreviations

BCP Business Continuity Plan

CSD Central Securities Depository

CCP Central Counterparty

CPSsS Committee on Payment and Settlement Systems
DVvD Delivery versus Delivery

DVP Delivery versus Payment

I0SCO International Organization of Securities Commission
ISO International Organization for Standardization
PS Payment System

SSS Securities Settlement System

TR Trade Repository

Assessors should list other terms that are used in the assessment report

CPSS-IOSCO - Assessment methodology — Consultative report — April 2012
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l. Background, Key Findings, and Follow-up

Summary

An executive summary should highlight the key relevant findings of the assessment.

Introduction

Assessor and objective: identify the entity and assessor(s) conducting the assessment, and
the objective and context of the assessment.

Scope of the assessment: identify the FMI being assessed.

Scope of coverage of the FMI: identify the FMI's scope of coverage, i.e. instruments (e.g.
large value payments, securities, or derivatives), markets (exchange-traded and/or OTC
transactions), and functions (such as CSD and SSS).

Methodology and information used for the assessment

Assessors should mention the process followed in conducting the assessment. If not all
principles are assessed, assessors should explain why and list the principles that are
assessed. Assessors should also explain which questions are used.

This section should identify the main sources of information used in making the assessment.
Information sources may be public and non-public. These sources may include written
documentation (such as other assessments, surveys, questionnaires, reports, studies, and
relevant laws, regulations, or regulatory or industry guidance) and oral discussions with
oversight, regulatory, or supervisory bodies, the FMIs themselves, and relevant industry
stakeholders (such as, participants, staff, payment committees, stock exchanges,
custodians, securities brokers, or end user associations).

Any practical difficulties in applying the assessment methodology should be mentioned, such
as lack of information or cooperation and any factors limiting the assessment process or its
scope. An account of any information requested but not obtained should be given.

Payment, clearing, and settlement landscape - overview

This section should begin with a general description of the role of the FMI in the overall
relevant payment, securities, or derivatives clearing and settlement infrastructure.

The section should continue with a general description of the FMI's basic business
processes, operations, and activities. The description should include sufficient transaction
data to understand the scope of the FMI's activities, including by comparison with other FMIs
of the same type, either from the same country, or from other relevant countries.

The section should also provide a general description of the regulatory and supervisory
framework relating to the FMI in the jurisdiction and a brief description of the oversight,
regulatory and supervisory bodies with authority over the FMI.

Finally, this section should describe major changes implemented in the recent past or
scheduled for the near future.

Key findings and follow-up

This section should summarize the key findings of the detailed assessment. Assessors
should state the main findings of the detailed assessment of observance of the principles
under the following main categories: (a) General organization (Principles 1 to 3); (b) Credit
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and liquidity risk management (Principles 4 to 7); (c) Settlement (Principles 8 to 10);
(d) Central securities depositories and exchange-of-value settlement systems (Principles 11
to 12); (e) Default management (Principles 13 to 14); (f) General business and operational
risk management (Principles 15 to 17); (g) Access (Principles 18 to 20); (h) Efficiency
(Principles 21 to 22); and (i) Transparency (Principles 23 to 24).

Under each category, assessors should:
- Highlight FMI key practices and achievements;
- List identified issues of concern, gaps or shortcomings;

- Comment separately on the principles which are not fully observed and provide the
main reasons for assessing broad, partial or non-observance; indicate the risk
factors that might influence the significance of the degree of non-observance; and
indicate whether the issues of concern are being addressed, as well as the degree
of observance that will be achieved if current efforts proceed as envisaged.

- Conclude the summary with a table collating the results of the principle-by-principle
assessment of observance by reference to the assessment categories:

Table 1

Ratings Summary

Assessment category Principle

Observed e.g. Principles 1, 3,6, 8

Broadly observed

Partly observed

Not observed

Not applicable

Recommendations

In Table 2, assessors should list issues of concern and other identified gaps or shortcomings
in the FMI's observance of the principles, along with recommendations to address them.

Assessors should distinguish among three categories of issues of concern; (a) items
warranting immediate action, (b) items to be implemented in a timely manner, and (c) items
to be implemented in a defined timeline. If an FMI has plans for improvements under way,
this should be noted (although the future impact of those plans will not be reflected in the
current assignment of assessment category). Any specific obstacles to observance should
be noted. Assessors should explain the manner in which the recommended action would
lead to an improvement in the level of observance of the principle. The parties that are best
positioned to address each identified issue of concern should be indicated.

Assessors should also note any other identified gaps and shortcomings that are not issues of
concern and that are of a nature that the FMI could consider taking up in the normal course
of business. Assessors should explain the manner in which the recommended action would
lead to an improvement in the safety/efficiency of the FMI. The parties that are best
positioned to address each identified gap and shortcoming should be indicated.
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Some principles may be listed multiple times in the table when both issues of concern and
gaps or shortcomings that are not issues of concern have been identified, or when multiple
issues of concern warranting different levels of attention have been identified.

Table 2

List of Prioritized Recommendations

Issues of
o concern Recommended .
Principles X Relevant parties Comments
and other gaps action
or shortcomings
Serious and warranting immediate action

To be addressed

in a timely manner

To be addressed

in a defined timeline

For consideration in the normal course of business
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Il Detailed Assessment

The detailed assessment should provide a description of the FMI with regard to a particular
key consideration, key conclusions for each key consideration, and an assessment rating for
each by principle (see Table 3).

Description by key consideration. This section should provide information on the practices
of the FMI that apply to the principle being assessed. In providing the description, assessors
should be guided by the relevant key considerations and the related key elements. Only the
key considerations and key elements applying to the category of FMI being assessed should
be selected. Responses should reflect the actual practices followed by FMI operators and
participants. The list of questions in Appendix 3 is a tool to help assessors gather facts to
populate the key elements. The specific answers to each of these questions should not, per
se, be part of the assessment report.

Key conclusions. Key conclusions are a narrative summary of key information collected by
the ass