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1 Introduction 

Securities settlement systems are critical financial infrastructures. Securi-

ties worth billions are transferred between parties on a daily basis. Indi-

viduals, firms and others seek to invest savings, hedge risks and make 

payments. Financial institutions use securities for liquidity and risk man-

agement purposes. Lenders require securities as collateral when grant-

ing credit. The latter applies e.g. when financial institutions borrow 

from Danmarks Nationalbank. Safe settlement of securities trades and 

safe holding of securities are important in connection with all these 

functions. A safe securities settlement system thus contributes to finan-

cial stability. 

Danmarks Nationalbank is responsible for overseeing systemically im-

portant payment and settlement systems in Denmark. Danmarks Nation-

albank's oversight duties include assessing the systems against interna-

tional standards and recommendations. The securities settlement system 

operated by VP Securities (henceforth VP) is one of three systems1 in the 

Danish payments infrastructure that are systemically important and 

should therefore meet such standards. The purpose of this report is to 

assess VP's securities settlement system according to international rec-

ommendations for securities settlement systems. 

 

1.1 RECOMMENDATIONS FOR SECURITIES SETTLEMENT SYSTEMS 

In May 2009, ESCB, the European System of Central Banks, and CESR, the 

Committee of European Securities Regulators, issued 19 recommenda-

tions (the Recommendations) for securities settlement systems2. This 

assessment report assesses the securities settlement system operated by 

VP against these Recommendations. 

The aim of the Recommendations is to provide a competitive, efficient 

and safe European infrastructure for securities trading. They will thus 

contribute to ensuring investor protection, increasing confidence in the 

financial markets and reducing systemic risks. 

The Recommendations are addressed to public authorities and not to 

system owners. As a result, the authorities must encourage and oversee 

 1
 The other two are Kronos, i.e. Danmarks Nationalbank's RTGS system, and the Sumclearing, i.e. the 

Danish system for clearing and settlement of retail payments. 
2
 Recommendations for Securities Settlement Systems and Recommendations for Central Counterpar-
ties in the European Union. CESR has since changed its name to ESMA, and the report is available at 
ESMA's website: www.esma.europa.eu. 
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observance of the Recommendations. However, the ESCB/CESR report 

emphasises that the ultimate responsibility for providing safe and effi-

cient systems rests with the system owners. 

The VP settlement system was last assessed according to the 

CPSS/IOSCO Recommendations, which were published in 2001.1 The 

ESCB/CESR Recommendations are based on and have many features in 

common with the CPSS/IOSCO Recommendations. The principal differ-

ence between the two sets of standards is that the ESCB/CESR Recom-

mendations have been adapted to a European context and as a result, in 

some cases, impose stricter requirements on the systems. 

 

1.2 THE ROLES OF THE DANISH FINANCIAL SUPERVISORY AUTHORITY 

AND DANMARKS NATIONALBANK 

VP is authorised to operate as a central securities depository, CSD, and a 

clearing centre pursuant to the Danish Securities Trading Act2 (the Secu-

rities Trading Act). Central securities depository and clearing centre ac-

tivities can be carried out separately or in one company. VP operates as a 

clearing centre and CSD in one. 

The Danish Financial Supervisory Authority supervises VP in order to 

ensure that the latter complies with the Securities Trading Act and rules 

issued pursuant to the Act. 

Danmarks Nationalbank's overall role in relation to payment and set-

tlement systems is defined in section 1 of the Danmarks Nationalbank 

Act, which states that the objective of Danmarks Nationalbank is to 

"maintain a safe and secure currency system in Denmark, and to facili-

tate and regulate the traffic in money and the extension of credit". 

Danmarks Nationalbank's role as overseer stems from this provision. 

Moreover, in 2006, Danmarks Nationalbank's responsibility for oversight 

of payment systems was laid down in the Securities Trading Act. Accord-

ing to section 86(2) of the Act, Danmarks Nationalbank shall oversee 

systemically important payment systems. The securities settlement sys-

tem is not a payment system in the sense of the Act. However, it is evi-

dent from the explanatory notes that such oversight corresponds to 

Danmarks Nationalbank's existing oversight of clearing centres and 

CSDs. Moreover, it appears from a Memorandum of Understanding, 

MoU, from 2006 between Danmarks Nationalbank and the Danish Fi-

 1
 The Committee on Payment and Settlement Systems, CPSS, is a committee under the Bank for Inter-

national Settlements, BIS. The International Organization of Securities Commissions, IOSCO, is an in-
ternational collaboration between authorities overseeing the securities markets.  

2
 Consolidated Act No. 883 of 9 August 2011. 



5 

   

nancial Supervisory Authority that Danmarks Nationalbank is responsible 

for overseeing the securities settlement system.1  

The securities settlement system is systemically important. It is central 

to banks' liquidity management activities, e.g. by affecting their access 

to credit from Danmarks Nationalbank and thus their ability to settle of 

payments. Payments for securities trades are settled via accounts at 

Danmarks Nationalbank, so Danmarks Nationalbank and VP have con-

cluded an agreement on the terms and conditions for cash settlement. 

According to this agreement, VP must comply with the general require-

ments which Danmarks Nationalbank may impose on the VP clearing 

and settlement system. At the same time, monetary policy transactions 

are indirectly dependent on VP, since securities held in custody at VP are 

normally required as collateral for loans from Danmarks Nationalbank. It 

is therefore necessary to ensure e.g. a sound legal basis for pledging of 

VP collateral in order to protect Danmarks Nationalbank from credit risk. 

In practice, in its role as overseer Danmarks Nationalbank assesses the 

systems' compliance with international standards. Furthermore, the 

oversight also implies initiating changes to the systems if deemed neces-

sary. The assessment against international standards is related to this, 

since non-compliance will normally motivate to changes to the systems. 

The scope and content of Danmarks Nationalbank's role as overseer 

are described in more detail in Financial stability (2007). 

 

1.3 STRUCTURE, DELINEATION AND METHODOLOGY 

The 19 Recommendations of the ESCB/CESR report constitute the basis for 

this assessment report. For each Recommendation, the report gives a short 

summary of the standard, a review of the VP settlement in relation to the 

Recommendation and finally an overall assessment of the degree to which 

the Recommendation is observed. 

For the individual Recommendations, the conclusion may be that they 

are observed to some degree or other. Five categories are used in the 

assessment against a Recommendation: observed, broadly observed, 

partly observed, non-observed or not applicable. The categories are not 

precisely defined. For each standard, various aspects are emphasised in 

the assessment of observance of the Recommendation in question. These 

aspects are highlighted in the Annex to the ESCB/CESR report, which con-

tains guidelines for assessment of a system's observance of the Recom-

mendations. However, the ESCB/CESR report makes clear that the guide-

lines should not be followed mechanically. For instance, the system owner 

 1
 The MoU is available to the public at Danmarks Nationalbank's website. 
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may have addressed a risk in a different (and satisfactory) way relative to 

what is envisaged in the standards. Any special circumstances of the VP 

system that are not addressed directly in the standards have thus also 

been considered. 

General knowledge of the VP settlement system is assumed in the sec-

tions on the Recommendations. The key elements of the VP settlement 

system and its role in the financial infrastructure are therefore described 

in section 2 of this report.1 

This report distinguishes between the VP settlement system and VP Se-

curities as a firm. The VP settlement system is the main subject of the 

report. The focus is on settlement, holding of securities and other issues 

discussed in the Recommendations. VP has business areas that are be-

yond the scope of the Recommendations, and so they are not considered 

in the report. VP's finances are treated only briefly, since this subject is 

not directly comprised by the Recommendations.2 

The report is based on several sources. The Annex to the ESCB/CESR 

report contains questions related to each standard. VP has answered 

these questions, and VP’s responses are one of the primary sources. VP's 

guidelines, especially the clearing rules, as well as the Securities Trading 

Act, are also important sources. Finally, VP Securities and Danmarks Na-

tionalbank have discussed the Recommendations on several occasions. 

 

1.4 SUMMARY 

VP generally observes the ESCB/CESR Recommendations. Table 1 gives an 

overview of the Recommendations. 18 of the 19 Recommendations are 

observed and one is broadly observed. This is Recommendation 3 on 

operating hours. In several other cases, VP observes the Recommenda-

tions, but there are nonetheless comments related to the assessment.  

 

GENERAL CONCLUSIONS                                                                                                 Table 1 

Recommendation Conclusion 

Recommendation 1 – legal framework Observed 

Recommendation 2 – trade confirmation and settle-

ment matching Observed* 

Recommendation 3 – settlement cycles and operating 

times Broadly observed 

Recommendation 4 – central counterparties Observed* 

Recommendation 5 – securities lending Observed 

 1
 Reading of this report requires knowledge of a number of technical terms: clearing, settlement, etc. 

These are defined and explained in Danmarks Nationalbank (2005), Payment systems in Denmark. 
2
 CPSS/IOSCO is working on a new set of principles for financial market infrastructures, cf. section 2.7. 

The new principles include the financial situation of infrastructures. 
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Recommendation 6 – central securities depositories Observed 

Recommendation 7 – Delivery-versus-Payment (DvP) Observed 

Recommendation 8 – timing of settlement finality Observed 

Recommendation 9 – controls to protect settlement Observed* 

Recommendation 10 – cash settlement assets Observed 

Recommendation 11 – operational risk Observed 

Recommendation 12 – protection of customers' securi-

ties Observed 

Recommendation 13 – governance Observed 

Recommendation 14 – access Observed 

Recommendation 15 – efficiency Observed 

Recommendation 16 – communication procedures Observed 

Recommendation 17 – transparency Observed 
Recommendation 18 – regulation, supervision and 

oversight Observed 

Recommendation 19 – risks in links Observed 

* The Recommendation is observed, but with elaborating comments. 

 

Comments on selected Recommendations are summarised below: 

 

Recommendation 2 

Confirmation of trades (matching) should occur as soon as possible after 

trade execution. In VP, more than 90 per cent of the trades are matched 

on the trade date and more than 98 per cent on the following day. Fail-

ure to match trades immediately is most likely due to indirect, foreign-

based participants who take longer to report trades. 

The benchmark for when to report trades is higher for trades between 

direct participants than for trades with indirect participants. VP's data 

does not allow one to determine the causes of late reporting. This 

means that there are no aggregate figures for trades with and without 

indirect participants, respectively, so it is not possible to determine 

whether VP meets the separate international benchmarks for direct and 

indirect participants. 

It would be useful for VP to improve its data, and not just for this pur-

pose. As described in the assessment of VP against Recommendation 9, 

having more data for analytical purposes and having the systems and 

capability to analyse such data would confer other advantages. VP has 

pointed out that the costs of improving its data and ability to analyse 

such data could outweigh the benefits. It is recommended that VP fur-

ther analyse the possibilities of improving its data and analytic capabili-

ties, and evaluate the costs and benefits of doing so. 

 

Recommendation 3  
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According to Recommendation 3, a CSD should be open at least during 

the operating hours of the payment system where cash settlement in the 

relevant currency takes place. VP meets this Recommendation for 

kroner, but not for euro, since there are Target2 operating days when 

settlement does not take place in VP's system. According to VP, this is 

because its participants have not wanted VP to be open on those days so 

far.  

At present, settlement in euro accounts for a minor share of total set-

tlement, and the assessment is that there are no significant risks associ-

ated with the VP system not being open on the days in question. How-

ever, in view of the increased integration of the European securities 

markets, it is recommended that settlement in euro be introduced on all 

Target2 operating days. VP's plan to introduce settlement in euro on all 

Target2 operating days as part of the introduction of Target2-Securities 

is welcomed. 

Furthermore, although the overall VP settlement ratio meets interna-

tional benchmarks, the settlement ratio for shares should be higher, and 

it has not improved as a result of the introduction of a central counter-

party, CCP, in the share market. One reason is failure to adjust the incen-

tives for timely settlement to a market with a CCP. In cooperation with 

the market participants, VP has prepared a new incentive structure for 

the settlement system, which is being phased in. Ongoing monitoring of 

the settlement ratio for shares and evaluation of the effects of the new 

incentive structure are recommended. 

 

Recommendation 9 

The assessment of VP's observance of Recommendation 9 included a 

number of stress tests of the settlement procedure. One difficulty in this 

regard has been that historical data is not readily available for analysis. 

Consequently, it was not possible to analyse a number of interesting 

"what if"-scenarios. As mentioned above (see Recommendation 2), it is 

therefore recommended that VP examines the possibilities for improving 

its data in order to permit analysis of such scenarios. A more complete 

data basis would also enable VP to examine other interesting issues, 

such as the implications of changing the settlement procedure. 

It should also be noted that CPSS/IOSCO are working on new principles 

for financial market infrastructures, cf. section 2.7. With effect from 

2013, the new principles are expected to strengthen the requirements 

for transparency in the treatment of company failures. When the final 

version of the new principles is published, it is recommended that VP 

examine whether the current documentation (e.g. the clearing rules) 

satisfy the principles.  
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2 Description of the VP system and the 
market infrastructure 

VP undertakes important functions in the Danish securities trading infra-

structure: registration of ownership of securities, settlement of securities 

trades, handling of corporate actions, etc. The vast majority of trades in 

Danish shares, bonds and investment fund shares are settled in the VP 

system. Securities settlement means final transfer of securities. Numer-

ous individuals and institutions have securities in custody at VP. At end-

2010, VP had 3.6 million custody accounts with 2.2 million account hold-

ers.1 

VP and its settlement system are described in the following, starting 

with the role of the VP clearing and settlement activities in the Danish 

securities market infrastructure. 

 

2.1 VP SECURITIES A/S 

Today, VP Securities A/S is a limited liability company owned by various 

participants in the Danish securities market. The distribution of VP own-

ership is as follows: banks and stockbroking companies own 32 per cent, 

bond issuing companies own 28 per cent, Danmarks Nationalbank owns 

24 per cent, share issuers own 8 per cent and institutional investors own 

8 per cent. The relations between shareholders are regulated by a share-

holder agreement. 

VP was established in 1980 and in 1983 commenced book entry regis-

tration and settlement of dematerialised bonds. In 1988 shares were 

added. All Danish securities listed on Nasdaq OMX Nordic are now issued 

in book-entry form only, and they are registered and settled electroni-

cally at a CSD, which is VP forDanish shares, investment fund shares and 

bonds. 

VP had a monopoly as securities depository until 1995, when the Secu-

rities Trading Act was adopted and the monopoly ceased. However, VP is 

still the only company that is authorised to operate as a CSD in Den-

mark. 

In 2008, VP established a subsidiary, VP Lux, which operates as a CSD in 

Luxembourg but uses VP’s systems and is operationally managed from 

 1
 Cf. VP Annual Report 2010. 
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Denmark. Danish banks and mortgage banks have issued a number of 

Danish mortgage bonds denominated in euro through VP Lux. VP Lux is 

overseen by Banque Centrale du Luxembourg, which is planning to pre-

pare a separate assessment report on VP Lux. 

A CSD must have some capital resources. Pursuant to section 82 of the 

Securities Trading Act, they must amount to at least kr. 1 billion in the 

form of commitments from participants. In practice, this requirement is 

met by the account controllers in VP, i.e. the institutions that manage 

securities accounts on behalf of third parties, who contribute to the to-

tal capital resources by making such commitments.  

VP has posted profits for a number of years, and most of VP's balance 

sheet is equity financed. In the financial year 2011, VP's profit before tax 

was kr. 80.5 million. Equity1 accounted for kr. 204.1 million of the bal-

ance-sheet total of kr. 257.0 million. 

 

2.2 THE VP SYSTEM AND ITS PARTICIPANTS 

VP's activities can be divided into two core areas: issuance and deposi-

tory services and clearing and settlement. This is reflected in the various 

forms of participation offered in the VP system. 

There are 147 participants2 in the VP system. A participant may be 

connected as an account controller or clearing participant or both. 

The account controllers participate in VP's issuance and depository 

business. They may, for instance, create custody accounts at VP for them-

selves or others or may be issue administrators. Other customers must 

rely on another institution as account controller. 

Clearing participants participate in VP's clearing and settlement activi-

ties and may be settlement or payment administrators. Settlement ad-

ministrators may report trades on their own behalf and possibly on be-

half of others if they are also account controllers. Payment administra-

tors are connected as primary cash providers and guarantee the pay-

ment in connection with settlement. Settlement administrators who are 

not payment administrators must be connected to a primary cash pro-

vider. 

The relationship between VP and the participants is regulated by a 

general participation agreement and sub-agreements depending on the 

participant's function. Account controllers, for instance, are subject to a 

special agreement.  

 

 
1
 Including a non-distributable reserve. 

2
 As at 25 May 2011, according to the VP website. However, this figure seems to overestimate the 

actual number of participants since some participants appear twice on the VP list. 
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2.3 THE SECURITIES MARKET AND INFRASTRUCTURE 

VP is part of a larger market infrastructure. Before securities are settled 

in VP, they are traded e.g. on a stock exchange, an alternative trading 

platform or over the counter, OTC. Clearing is the process that takes 

place between trading and settlement. It includes a number of processes 

such as trade reporting, matching of terms, etc. 

The Danish securities market is mainly a market for shares, investment 

fund shares and bonds. These are the main asset types registered and 

issued in VP, and they are typically also listed on the stock exchange 

Nasdaq OMX Nordic. VP may also register other types of securities, e.g. 

unlisted shares. Table 2 shows selected key figures for VP for the year 

2011. 

 

ISSUES IN VP Table 2 

 

No. of issued 
series, year-

end 
Market value, kr. 
billion, year-end 

Transactions 
per day 

Turnover per day, kr. 
billion 

Bonds 2,392 4,151 3,980 138.8 

Shares and investment fund 

shares 
1,163 1,899 39,040 19.4 

Note:  Figures for transactions and turnover have been rounded. Turnover is given as the market value of the securities 

which have been moved between custody accounts. 

Source: VP, Annual Report 2011. 

 

Shares and investment fund shares account for the largest numbers of 

transactions, but in value terms, the bond market is much larger. Most 

of the bonds are mortgage bonds, including covered bonds (SDOs) and 

covered mortgage bonds (SDROs), and Denmark has a large mortgage-

bond market, even by international standards. 

The bond market is mainly an OTC market, i.e. the bonds are not 

traded on e.g. stock exchanges but directly among counterparties. The 

generally stable and substantial turnover is particularly high around the 

auctions of new bonds for refinancing of adjustable-rate loans. The 

largest auctions take place in November and December, with sales of 

new bonds for up to kr. 600 billion. These transactions are typically set-

tled on the first banking day of the year, which is the largest settlement 

day of the year. But the auctions have now been distributed on several 

quarters. 

There is also a liquid market for Danish government securities. Gov-

ernment securities are traded on several trading platforms, including in 
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particular MTS Denmark, where a group of primary dealers act as mar-

ket makers.1 

Danish shares are predominantly traded on Nasdaq OMX Copenhagen 

with daily trading volumes of around kr. 2.8 billion.2 After the imple-

mentation of the Markets in Financial Instruments Directive, MiFID, 

more alternative trading platforms, or multilateral trading facilities, 

have now been added, accounting for part of the trading in shares. A 

number of derivatives are also traded on Nasdaq OMX, but they are 

traded and cleared in Sweden. 

The stock market infrastructure changed in the autumn of 2009, when 

a central counterparty, EMCF, entered the Nordic markets. Since then, 

trades in large-cap have been cleared via the central counterparty. More 

central counterparties have entered the Danish market in 2012.  

 

2.4 TRADING SYSTEMS AND REPORTING TO VP 

The first step after trade execution is reporting. For settlement in VP, a 

securities trade must be reported to VP by both the buyer and the seller 

shortly after execution. In a system such as MTS Denmark, trades are 

reported automatically by the system for both parties. Trades can be 

reported for settlement in one of the net settlement batches or, subject 

to certain conditions, for gross settlement (real-time settlement). Not all 

participants have the same rights. For example, private investors who 

are not settlement administrators may not report trades. 

The reporting consists of several elements. First, the participants must 

submit a preadvice, and matching takes place afterwards. Matching 

means checking the consistency of the data reported by the buyer and 

seller, including amounts and settlement time. The parties may opt for 

any settlement date from the trading day, T+0, to T+365. The market 

practice is T+3 for most securities.   

 If the submitted trades are matched, VP makes output data available 

to the parties and any other central participants in the settlement of the 

trade in question. Then the parties to the trade must send an instruct 

authorising settlement of the trade. The preadvice and the instruct may 

be submitted together, which is the case e.g. for trading on MTS Den-

mark. 

Much of the process will often be automated via straight-through-

processing, STP. For example, VP offers a system, vp.TRADE STP, which 

can automatically create and submit preadvice notices for trades on the 

 
1
 The government debt market is described in more detail at Danmarks Nationalbank's website under 

"Government debt". 
2
 Cf. Nasdaq OMX 2010 statistics. 



13 

   

Nasdaq OMX trading systems or the Burgundy1 trading platform. STP 

will also typically be used for OTC trades. The process for trades via a 

CCP is slightly different in that reporting is not on an individual trade 

basis. Instead, each participant compiles its net position vis-à-vis the CCP 

in each traded large-cap share and submits a net report. 

 

2.5 SETTLEMENT PROCEDURE 

After a trade has been matched and instructed by both parties to the 

trade, it is ready for settlement. Most trades are settled in net settle-

ment batches. Trades are netted multilaterally before a settlement 

batch: The system calculates the participants' net purchases or sales of 

each security and their total net payment obligation, followed by trans-

fers of securities and cash. This settlement model is called the BIS DvP 

model 3 (after a BIS report describing various settlement models, among 

other things2). A characteristic feature of the BIS DvP model 3 is that 

both settlement of securities trades and the related payments take place 

on a net basis. DvP stands for Delivery-versus-Payment, meaning simul-

taneous payment and transfer of securities. 

VP's 24-hour settlement period begins at 6:00 p.m. and ends just be-

fore 6:00 p.m. on the following banking day. During each 24-hour set-

tlement period, VP conducts six net settlement batches for securities 

trades with legal effect from the following times: 6:00 p.m., 00:35 a.m., 

06:00 a.m., 10:15 a.m., 12:00 noon and 1:35 p.m. Trades can also be set-

tled on a gross basis between 8:00 a.m. and 3:00 p.m. Gross settlement is 

also known as the BIS DvP model 1. In the first three batches, transac-

tions in both Danish kroner and euro are settled, while the fourth and 

fifth batches are in kroner only and the last batch in euro only. Chart 1 

outlines the 24-hour settlement period. 

The first three settlement batches are placed around two settlement 

batches in Euroclear, and international CSD. The purpose is to create an 

efficient link between VP and Euroclear. For example, a foreign partici-

pant who is a member of Euroclear may buy VP-registered securities in 

the first Euroclear batch and sell them to a Danish participant already in 

the next VP batch. Links are discussed in more detail in section 3.19 on 

Recommendation 19.  

The convention among clearing participants is that trades are settled 

in batch 10, in accordance with the VP clearing rules. This is most often 

 1
 Burgundy is a multilateral trading facility. 

2
 Described in BIS Papers No. 30 on "Clearing, settlement and depository issues". 
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also the actual practice. Chart 2 shows average daily net payments for 

securities in the batches involving settlement in kroner. 

 

THE 24-HOUR SETTLEMENT PERIOD IN VP Chart 1
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SETTLEMENT BATCHES Chart 2 
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The Chart shows the average net daily payments at Danmarks Nationalbank for securities in each of the five trade 

settlement batches involving kroner.  

Own calculations. 
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Besides settlement of trades, the VP system also comprises settlement of 

periodic payments such as interest and dividends. This takes place in 

VP35 (9:15 a.m.) and VP45 (12:05 p.m.) with settlement of periodic pay-

ments in kroner and euro, respectively. Periodic payments related to 

government bonds are settled in VP05 (4:45 p.m.). VP also provides for 

settlement of periodic payments in Swedish kronor and Icelandic kroner. 

The reason is that VP has links to the Swedish and Icelandic CSDs, Euro-

clear Sweden and VS, as VP must distribute periodic payments to VP 

investors holding Swedish and Icelandic securities via the link. 

In VP's subsidiary, VP Lux, periodic payments are settled at 11:05 a.m. 

in VP Lux's only settlement batch, but during the 24-hour settlement 

period it is possible to transfer securities both with (DvP) and without 

(FoP, see the explanation in the next section) payment. Securities held at 

VP Lux may also be transferred to other CSDs, including VP and Clear-

stream, via links. 

In the morning, a special Payment-versus-Payment settlement batch is 

completed, batch 33 or the PvP batch, in which kroner are swapped for 

euro. Payment for the trades in euro is initially effected in kroner during 

the night-time settlement batches, but in the PvP batch euros are then 

exchanged for kroner, so the net result is settlement in euro. This model 

is necessary because Denmark is not a euro area member state and thus 

has no access to night-time euro liquidity. 

In addition, settlement involving central counterparties is subject to 

special rules, since partial settlement may take place in VP40.  A central 

counterparty is basically an intermediary who does not take any posi-

tions. Its purchases of securities are exactly offset by its sales. If the cen-

tral counterparty does not receive purchased securities in a timely man-

ner, it cannot deliver them in the next step. This has prompted the in-

troduction of partial settlement. As a result, the central counterparty 

can deliver received securities even if this does not fully meet the pay-

ment obligation.1 

 

2.6 CASH SETTLEMENT AND DELIVERY VERSUS PAYMENT 

Securities transactions usually entail both transfer of securities and cash 

(as payment for the securities). Free-of-Payment transactions, FoP, are 

used for e.g. transfer of securities from one party to another without 

payment, in connection with pledging of collateral or for other pur-

 1
 If, for instance a given ISIN involves three sellers and one buyer, and one seller fails to deliver, the 

CCP may still deliver the securities from the other two sellers. 
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poses. The securities settlement takes place in VP, while the cash settle-

ment takes place at VP settlement accounts at Danmarks Nationalbank. 

Danmarks Nationalbank's systems communicate with VP for settlement 

purposes. In order to complete a settlement batch, the participants must 

deliver securities and pay for the deliveries. VP performs a holding check 

to ensure that the participants – on a net basis – have the securities to 

be delivered. A cash check is also performed. Prior to the commence-

ment of a settlement batch, Danmarks Nationalbank notifies VP of the 

balances of the participants' settlement accounts, including the auto-

collateralisation account, cf. Box 1. A limit is thus set for the participant's 

line, and in the notification, Danmarks Nationalbank guarantees VP that 

Danmarks Nationalbank will register payments within the line. 

At the end of a settlement batch, VP notifies Danmarks Nationalbank 

of the net amounts of liquidity to be settled, and Danmarks National-

bank debits/credits the participants' settlement accounts, while VP deb-

its/credits the relevant securities accounts. Securities settlement and cash 

settlement thus occur simultaneously. When the transfers have been 

completed, the settlement is final and the registration has legal effect 

for all trades and is regarded as completed at the times when the 

batches take legal effect. 

This model, with ongoing communication between the securities set-

tlement system and the payment system, is generally known as an inter-

faced model. This is in contrast to an integrated model with the cash 

accounts integrated into the securities settlement system. 

The participants need liquidity to pay for their purchases of securities. 

Danmarks Nationalbank's monetary-policy day starts at 4:00 p.m., and 

between 4:00 p.m. and 4:30 p.m. the participants may transfer funds 

from their current accounts to their VP settlement accounts with a view 

to night-time settlement of trades. 

The participants may obtain liquidity by obtaining intraday loans from 

Danmarks Nationalbank. Within the 24-hour period, Danmarks Nation-

albank grants unlimited, non-interest-bearing credit against pledging of 

sufficient collateral.1 This can take place as a traditional pledge of secu-

rities or using VP’s auto-collateralisation scheme (called “Sikkerhedsret-

ten”), cf. Box 1. When using auto-collateralisation, the participants need 

not make any transfers between 4:00 and 4:30 p.m. If they buy securi-

ties, their auto-collateralisation account is automatically debited (i.e. 

they obtain intraday credit) for as long as there is sufficient collateral in 

the account.  

 

 1
 Danmarks Nationalbank's collateralisation rules are described in Poffet (2010). 
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AUTO-COLLATERALISATION Box 1 

Auto-collateralisation can be used to obtain intraday credit in Danish kroner from 

Danmarks Nationalbank. Under the auto-collateralisation scheme, account holders 

pledge collateral in the form of securities in one or more appointed custody accounts 

at VP, typically their trading accounts.  

Auto-collateralisation is a more flexible credit arrangement than traditional pledg-

ing of collateral. Unlike traditional pledging of collateral, auto-collateralisation does 

not bind specific assets in a custody account. Instead, part of the value of the account 

holder's securities less a haircut is pledged to Danmarks Nationalbank – corresponding 

to the credit extended. The account holder is free to dispose of the securities in the 

custody account, provided that the total value of the account exceeds the total credit 

under the auto-collateralisation arrangement. 

Another feature of auto-collateralisation is that securities purchased can be used as 

collateral for intraday credit already in the settlement batch in which they are re-

ceived. Traditionally, securities cannot be used as collateral for intraday credit until 

later settlement batches. Auto-collateralisation binds fewer securities on settlement of 

securities trades than traditional pledging of collateral. 

An account holder wishing to make use of auto-collateralisation must conclude an 

agreement and open an auto-collateralisation account in Danish kroner. Credit ex-

tended under the auto-collateralisation arrangement is debited to the auto-

collateralisation account, while reductions are credited to the account. The balance of 

the auto-collateralisation account thus reflects Danmarks Nationalbank's collateral in 

the account holder's assets. 

VP administers the collateral in the custody accounts on behalf of Danmarks Na-

tionalbank. Danmarks Nationalbank notifies VP of the securities that can be pledged 

under the automatic collateralisation arrangement. In principle, Danmarks National-

bank accepts the same securities as for traditional pledging of collateral. 

Credit under the auto-collateralisation arrangement must now be repaid by 1:30 

p.m. on the same monetary-policy day. Any outstanding loan at 1:30 p.m. will auto-

matically be sought to be covered by transferring an amount from the account 

holder's current account to the auto-collateralisation account. If there are insufficient 

funds in the current account, Danmarks Nationalbank requests VP to transfer securi-

ties with a total collateral value matching the value of the outstanding credit from the 

account holder's auto-collateralisation account to an account held by Danmarks Na-

tionalbank. 

1 Adapted from Box 5.3 in Danmarks Nationalbank (2005). 

 

VP settlement in Danish kroner involves several accounts. Each partici-

pant has one account at Danmarks Nationalbank for settlement of 

trades (i.e. batches 10, 20, 30, 40 and 60), one account for PvP settlement 

(batch 33) and one for settlement of periodic payments (batch 35). The 

also has a current account and may have an auto-collateralisation ac-

count. Gross, real-time transactions are settled via the current account. 

As regards settlement in euro, PvP settlement (batch 33), periodic pay-

ments (batch 45) and trades (batch 50) are settled via the same Target2 
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settlement account. Moreover, each participant has a settlement ac-

count for VP Lux (batch 45) and an account in Target2. The auto-

collateralisation account at Danmarks Nationalbank cannot be used for 

settlement in euro or PvP settlement (in Danish kroner or euro). 

In practice, the participants most often pay for their purchased securi-

ties by drawing on the auto-collateralisation account. In 2010, 82 per 

cent of all payments in the settlement of trades were effected in this 

way. 

Another interesting aspect of the settlement is its distribution over the 

year, cf. Chart 3. Settlement is notably larger around the turn of the year 

than on other days, and it is also substantial around the end of the quar-

ters. This implies that any system problems will have more serious conse-

quences at these times. This distribution is related to the pattern in the 

mortgage bond market. Especially in recent years, many homeowners 

have raised adjustable-rate loans requiring (typically annual) refinancing 

by sale of new bonds. Most of these transactions are settled around the 

turn of the year. In future, the mortgage bond issuers will seek to spread 

the refinancing across the year to a greater extent.  

 

VOLUME OF TRADE SETTLEMENT IN 2010 Chart 3 
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Source: 

The Chart shows the net amounts exchanged by the VP settlement participants in trading batches 10, 20, 30, 40 

and 60. 

Own calculations. 
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2.7 TARGET2-SECURITIES, EUROPEAN LEGISLATION AND NEW 

RECOMMENDATIONS 

Looking ahead, several factors are likely to impact securities settlement 

in Denmark. VP has announced its intention to join Target2-Securities, 

T2S, which is a pan-European securities settlement system that can proc-

ess cross-border securities transactions as efficiently as domestic transac-

tions. In a number of years, when T2S is up and running, securities set-

tlement in Denmark will predominantly take place on the T2S platform. 

The European Commission is working on European regulation of CSDs 

with a view to harmonising the rules for CSDs and settlement practices 

across the member states. In future, a substantial part of the interna-

tional recommendations will presumably be translated into statutory 

requirements. 

At the same time, CPSS and IOSCO are planning to prepare new prin-

ciples (standards) for financial market infrastructures. This will include 

payment and securities settlement systems, CSDs, CCPs and trade reposi-

tories. In March 2011, CPSS and IOSCO published their proposals for new 

principles in a consultation paper. Among other things, the new princi-

ples entail increased focus on general business risks and the risks of indi-

rect participation. The principles also entail stricter requirements for 

rules and procedures for management of insolvency. Moreover, the 

principles will include requirements for equity size and holdings of liquid 

assets in the market infrastructures. According to the plan, the principles 

will be finalised in 2012 and take effect in 2013. 
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3 Assessment of the VP settlement system 
according to the 19 Recommendations 

In this section, the VP settlement system is assessed in relation to each of 

the 19 Recommendations in the ESCB/CESR report. Each section on the 

individual Recommendations begins with an outline of the Recommen-

dation, followed by the actual review, including an assessment of the 

issues related to the Recommendation. A conclusion on the observance 

of the Recommendation is then given. The assessment is based on the 

previously mentioned assessment methodology described in the Annex 

to the ESCB/CESR report. 

The content of the various Recommendations will overlap to a certain 

extent. A case in point is the discussion of the same issues in Recommen-

dations 6 and 12 on central securities depositories and investor protec-

tion, respectively. Several elements of the review of the Recommenda-

tion on the legal framework are also reflected in other Recommenda-

tions. 

In the one case where the VP settlement system is not found to ob-

serve a Recommendation fully, an explanation is given. In certain cases 

special comments are made even though the Recommendation is ob-

served. For instance, this is the case if there are other circumstances of 

interest which are related to, but not directly addressed in, the Recom-

mendation. A case in point is Recommendation 4 about central counter-

parties. All of the requirements of the Recommendation are met as such, 

but in practice settlement problems have arisen after the introduction of 

the CCP, which is commented on. 

The review of each Recommendation concludes with an outline of the 

documentation behind the review.  
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3.1 RECOMMENDATION 1 – LEGAL FRAMEWORK 

Securities settlement systems, links between them or interoperable sys-

tems should have a well-founded, clear and transparent legal basis for 

their operations in the relevant jurisdictions. 

 

 

Assessment 

 

Observed. 

 

The legal basis for the VP settlement is well-founded, clear and trans-

parent. The key elements of the clearing and settlement procedure, such 

as netting and pledging of collateral, are governed by special rules en-

suring protection of the settlement against e.g. third-party claims. 

Moreover, VP is designated under the Settlement Finality Directive.  

 

 

Explanation 

The legal framework of a CSD covers a number of subjects: organisa-

tional requirements, rules for clearing, settlement and netting, rules on 

book entry and dematerialisation, etc. VP is subject to Danish law and 

consequently to the general principles of e.g. freedom of contract. 

However, most of the subjects mentioned above are governed by special 

rules. For example, the netting element of securities settlement is ex-

empt from certain provisions of the Danish Insolvency Act. 

 

Legal basis and contractual provisions 

The most important legal basis for VP's activities is the Securities Trading 

Act. The common provisions of the Act (Part 3) regulate organisational 

requirements (authorisation, capital adequacy and management), while 

Titles III and IV are the key sections in relation to this Recommendation, 

regulating VP's clearing and book-entry activities. Moreover, the Act is 

further elaborated in a number of executive orders on e.g. book entry of 

securities, netting and collateral. VP's website contains references to this 

legal basis, and the Securities Trading Act and related executive orders 

are publicly available at the Danish Financial Supervisory Authority's 

website. 

While the actual legal basis is primarily provided by the Securities 

Trading Act, the relationship between VP and its participants is mainly 

regulated by a participation agreement. The Act stipulates a require-

ment for a participation agreement. The participation agreement is a 
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standard agreement that varies only in the functions chosen by the indi-

vidual participants. Furthermore, the relationship between primary cash 

providers, i.e. participants with VP accounts at Danmarks Nationalbank, 

and Danmarks Nationalbank is governed by the latter's terms and condi-

tions. Both VP's various agreements and Danmarks Nationalbank's terms 

and conditions for accounts are publicly available. 

 

Dematerialisation and account structure 

All VP-registered securities are either dematerialised, i.e. they exist in 

book-entry form only, or immobilised, i.e. they exist physically but are 

only held at the CSD. The legal framework supports dematerialisation 

and negotiability of dematerialised securities, cf. section 59 of the Secu-

rities Trading Act. The act of perfection for assignment, charges, etc. of 

dematerialised securities is book entry at a CSD, and the book-entry pro-

visions appear from Part 22 of the Act (sections 66 and 69 are particu-

larly relevant). 

Most investors have a custody account directly at VP, managed by an 

account controller. It is important to underline that investors are not 

exposed to the risk of an account controller failure. Investors' assets are 

registered under the investors' own names and are not included in the 

estate in the event of an account controller's insolvency. Securities deal-

ers' obligation to secure their clients' property rights is specifically stated 

in section 72 of the Danish Financial Business Act. The legislation also 

protects customers whose securities are held in omnibus accounts, i.e. 

the account controller holds securities for a number of customers in one 

custody account. 

 

Clearing and settlement rules 

The clearing and settlement rules are laid down by VP but approved by 

the Danish Financial Supervisory Authority. VP's clearing rules are avail-

able at VP's website. These rules contribute to protecting settlement 

even in the event of insolvency of a participant. Under section 57c of the 

Securities Trading Act, a CSD shall have provisions concerning the point 

in time after which a trade can no longer be revoked by a participant or 

a third party. According to VP's clearing rules, this is the case when a 

trade has been confirmed and is ready for settlement. Should a partici-

pant subsequently become insolvent, its confirmed trades will, to a cer-

tain extent, still be sought to be settled. A more detailed description of 

the VP settlement in the event of a participant's insolvency is given in 

Andersen (2004). There have been no actual cases which have brought 

the solidity of the legal framework into question.  
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On 1 October 2010, a new bank resolution scheme entered into force, 

popularly known as Bank Rescue Package 3. Under this scheme, banks 

may choose to be taken over by the Financial Stability Company. Under 

the resolution scheme, the Financial Stability Company acquires a dis-

tressed bank's assets and several of its liabilities and places them in a 

new subsidiary. The new subsidiary can then remain a part of the bank 

resolution process.1  

In VP, multilateral netting takes place before settlement in the settle-

ment batches, and a large share of the settlement is financed via intra-

day credit. Consequently, the solidity of netting and collateral agree-

ments is important. Such agreements therefore enjoy special legal pro-

tection since Denmark has implemented both the Settlement Finality 

Directive2 and the Collateral Directive3. Under normal circumstances, an 

insolvency estate may not demand removal of trades involved in netting, 

nor may it revoke collateral dispositions. This is supported by section 57 

of the Securities Trading Act as regards netting and section 57b for col-

lateral. A system must be "designated" by the national authorities in 

order to be comprised by the provisions of the Settlement Finality Direc-

tive. VP has been designated4. Danish law contains no zero-hour rule, 

whereby all transactions effected after midnight on the date of insol-

vency are voidable. 

The legislation also supports DvP, Delivery versus Payment, since Dan-

ish law, cf. the Danish Sale of Goods Act, contains a presumption of con-

current consideration. This means a presumption of concurrent transac-

tion of a purchase by both parties. 

 

Pledging of collateral 

As regards collateral, the Securities Trading Act provides for pledging 

floating charges as collateral. This option makes it possible to invoke the 

automatic collateralisation arrangement (see Box 1). The implementa-

tion of the Collateral Directive has also entailed special legal protection 

of collateral pledged e.g. in connection with securities lending. 

 

Governing law 

VP has several foreign participants, since the Danish securities market is 

also an international market. VP has links to several foreign CSDs. Con-

sequently, there may be uncertainty about the governing law, i.e. the 

 
1
 The scheme was applied in connection with the resolution of Amagerbanken. 

2
 Directive 1998/26/EC. 

3
 Directive 2002/47/EC. 

4
 A list of Danish systems with this designation can be found at: 

http://ec.europa.eu/internal_market/financial-markets/settlement/dir-98-26-art10-
national_en.htm#denmark. 
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legal venue in the event of disputes. However, it is clear from VP's par-

ticipation agreement that settlement in the VP system is governed by 

Danish law, which can be enforced against participants from other EU 

member states according to section 57e of the Securities Trading Act. As 

regards non-EU and non-EEA participants, a legal opinion from a law 

firm is required, supporting the interpretation that Danish law applies. 

Section 58n of the Securities Trading Act implements the rules on gov-

erning law from the Collateral Directive and the Settlement Finality Di-

rective, both based on the PRIMA principle, i.e. Place of the Relevant 

InterMediary Approach. Proprietary issues concerning securities regis-

tered in an account are thus governed by the legislation of the country 

in which the account is maintained. When securities have been trans-

ferred from VP via a link to a foreign CSD, the rights in the securities 

may then be recorded by this CSD under normal procedures and in ac-

cordance with national law. Book entries in VP, including book entries 

of transfers to a foreign CSD's custody account at VP, are governed by 

Danish law. Finally, the European Commission is preparing new regula-

tion on CSDs and on harmonisation of certain aspects of the settlement 

procedure. Against this backdrop, the European Commission is expected 

to present a proposal for a regulation on European central securities 

depositories and on harmonisation of settlement. This could impact VP's 

legal framework in the future. 

 

Sources 

The most important basis for the assessment of Recommendation 1 is 

the Securities Trading Act, related executive orders1 and VP's participa-

tion agreements and clearing rules. The legal framework for the pay-

ments infrastructure is described in more detail in e.g. Chapter 9 of 

Danmarks Nationalbank (2005) and Andersen (2004). The netting issue is 

described in Gürtler (2009). 

 

 

 

 

 1
 Executive Order No. 369 of 16 May 2009 on, inter alia, book entry of investment securities at a cen-

tral securities depository, Executive Order No. 458 of 13 June 2008 on which clearing centres and 
payment systems can conclude agreements with legal effect under sections 57(1) and 57b(1) and (2) 
of the Securities Trading Act and Executive Order No. 1032 of 5 December 1996 on time limits for 
invoking the right to automatic charges and payment reservations, etc. 
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3.2 RECOMMENDATION 2 – TRADE CONFIRMATION AND SETTLEMENT 

MATCHING 

Confirmation of trades between direct market participants should occur 

as soon as possible after trade execution, but no later than trade date 

(T+0). Where confirmation of trades by indirect market participants 

(such as institutional investors) is required, it should occur as soon as 

possible after trade execution, preferably on T+0, but no later than T+1. 

 

Settlement instructions should be matched as soon as possible and, for 

settlement cycles that extend beyond T+0, this should occur no later 

than the day before the specified settlement date. 

 

 

Assessment 

 

Observed. 

 

The general practice is that securities trades are reported immediately 

after execution, with continuous matching in VP's matching system. 

More than 9 out of 10 trades have thus been matched already on T+0, 

and more than 98 per cent of all trades have been matched on T+1. 

 

 

Explanation 

As described in section 2.4, several steps must be completed prior to 

settlement of a securities transaction. The first step is that both parties 

report the terms of the trade to VP to enable matching. The aim is to 

ensure agreement on the terms of the trade. A trade cannot be settled 

before matching has taken place. In its clearing rules, VP encourages the 

participants to report trades as soon as possible after trade execution, 

and immediate reporting of trades is indeed the accepted market prac-

tice. VP is open for reporting from 5:00 a.m. to 1:45 a.m. on the follow-

ing day. 

 

Matching 

Matching is an automated, continuous process in the VP’s systems. 

Matching takes place as soon as both parties have reported the trade 

details. The participants must use VP's system for matching. If trades 

have not been matched T+0, the reason is a failure to report trade de-

tails by one of the parties, or mismatch between the data reported by 

the parties.  
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In most cases reporting takes place immediately after trade execution 

and is often automated via STP. Trades on MTS Denmark are reported 

automatically by MTS Denmark. This is not the case for trades on stock 

exchanges and in the OTC market, where the account controllers must 

report to VP. However, in practice this is typically done via an automated 

system (such as VP's own vp.TRADE STP).  

In November and December 2010, 92.53 per cent of all trades had 

been matched on T+0. On T+1 the figure was 98.80 per cent, while it 

was 99.46 per cent on T+2 and 99.63 per cent on T+3.1 

 

Possible reasons for late matching 

According to VP, failure to report certain trades immediately is most 

often due to the presence of foreign participants. Late matching can 

typically be attributed to the number of links in the settlement chain. If 

e.g. a US investor buys Danish securities, the settlement instruction is 

transmitted from the investor to his custodian and on to a Danish sub-

custodian handling the settlement in the Danish market. Time zone dif-

ferences may also delay the matching process. For instance, VP's statistics 

for January 2011 (vp.INDIKATOR) show that non-residents accounted for 

almost one third of all share transactions. Consequently, foreign partici-

pants most likely have a considerable impact on the statistics, and in that 

light it seems reasonable that a minor share of the trades are not 

matched until a later date than T+0. 

Participants such as institutional investors and non-residents have sev-

eral options for VP participation. For example, they can participate di-

rectly as settlement administrators, enabling them to report trades to VP 

themselves. VP has no statistics that provide for distinction between 

these and other participants in the calculation of matching timing for 

trades. Moreover, there is a group of indirect participants, or private 

professionals, who have no actual contractual relationship with VP, but 

who nevertheless account for a substantial share of VP's turnover. VP 

does not collect and store data that would enable identification of the 

timing of trades between direct and indirect participants, respectively. 

The reasons for late reporting are thus difficult to pinpoint. 

 

Instructs 

While the Recommendation relates to reporting and matching, the in-

struct stating that trades are ready for settlement is also relevant. There 

 1
 A similar calculation was made for the assessment report in 2004. In August 2004, 88.7 per cent of 

the trades had been matched on T+0. This indicates an improvement over time, although the figures 
are not fuly comparable because the 2010 figures are actual figures, while the 2004 figures were es-
timates. 
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is no general practice for when some of the key VP participants submit 

instructs on behalf of their customers. Some institutions do not submit 

instructs until the customers have received the securities, while others 

submit them earlier in the process, expecting the securities to be in place 

in time for settlement. According to VP, a dialogue will be initiated with 

the institutions in order to reach agreement on uniform practices. 

 

Comments 

Identification of the factors that cause late submission of trades requires 

an overview of the reporting times of the various participants and types 

of participants. For trades between direct participants, the Recommen-

dation states a benchmark of reporting 98 per cent of all trades on T+0, 

while it is 90 per cent for trades between all (direct and indirect) partici-

pants. In the absence of more granular data, it is not possible to deter-

mine whether VP meets these benchmarks. It is therefore recommended 

that such data be collected and stored since that would facilitate the 

identification of the reasons for late reporting and improve settlement. 

Finally, the absence of a generally accepted market practice for in-

structs is unfortunate, so VP's intention of discussing the issue with the 

account controllers is welcomed. 

 

Sources 

The guidelines for reporting trades are set out in VP's clearing rules. The 

figures used are from VP.  
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3.3 RECOMMENDATION 3 – SETTLEMENT CYCLES AND OPERATING 

TIMES 

Rolling settlement should be adopted in all securities markets. Final set-

tlement should occur no later than T+3. The benefits and costs of EU-

wide settlement cycles shorter than T+3 should be evaluated. 

 

The operating hours and days of CSDs should be open at least during 

the operating time of the relevant payment system (at least during 

TARGET2 operating times for transactions denominated in euro). 

 

 

Assessment 

 

Broadly observed. 

 

Rolling settlement has been adopted and generally occurs on T+3. The 

costs and benefits of shorter settlement cycles have been evaluated. The 

overall settlement ratio in VP is more than 98 per cent, which is satisfac-

tory. A higher settlement ratio for shares is warranted, however, so the 

new incentive structure created for this specific purpose is welcomed.  

VP is not open on all Target2 operating days, which is required for the 

Recommendation to be observed, cf. the ESCB/CESR assessment method-

ology. In practice, this does not entail significant risks. VP settlement is 

primarily in Danish kroner, and settlement in euro is inceasingly moved 

to VP's subsidiary, VP Lux. At the same time, it should be borne in mind 

that, according to VP, the market participants themselves want to retain 

the current operating hours since an extension is deemed to be too re-

source-intensive. From a harmonisation point of view, it is positive that 

VP has stated its intention of extending the operating hours for settle-

ment in euro in connection with the implementation of Target2-

Securities. 

 

 

Explanation 

Rolling settlement has been introduced in VP, and the general practice 

in the Danish market is to settle securities trades in shares and bonds on 

T+3, although the VP system can handle anything from T+0 to T+365. 

Trades in T-bills are settled on T+2. Since most trades are settled during 

the night, the participants have ample opportunities to dispose of re-

ceived liquidity or securities by T+3. Moreover, during the daytime it is 

possible to settle in real time until 3:00 p.m. in Kronos and Target2.  
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Operating hours 

The system is open from 5:00 a.m. to 1:45 a.m. on the following day. VP 

is open on all Kronos operating days and most Target2 operating days. 

However, on certain Danish public holidays which are Target2 operating 

days there is no settlement (but the participants can report trades). The 

system will reject instructs on these days. According to VP, VP has regu-

larly offered the market participants to stay open on these days, but the 

market participants have not wanted this before the migration to Tar-

get2-Securities, when the Danish market is expected to introduce set-

tlement in euro also on all Target2 operating days.  

According to ESCB/CESR's assessment methodology, it is a requirement 

to stay open on Target2 operating days in order to obtain the assess-

ment observed. The plan to extend the operating hours in connection 

with the implementation of the T2S project is welcomed. 

During its operating hours, VP runs six settlement batches – three in 

kroner and euro, two in kroner only and one in euro only. The last set-

tlement batch of the day in kroner takes legal effect at 12:00 noon, and 

the last settlement batch of the day in euro takes legal effect at 1:35 

p.m. Instructions for a settlement batch can be received up to 20 min-

utes before a batch is run. This also applies to FoP transactions, which 

can also be completed up to 20 minutes before a batch is run. However, 

the liquidity for the settlement must be in place 30 minutes before the 

settlement. In practice, this means that the participants do not know for 

certain the exact amounts to be settled, so they have to forecast the 

amounts. Moreover, they must ensure ample liquidity for the settlement 

in batches. 

 

Shorter settlement cycle 

On several occasions, VP and the Danish market participants have exam-

ined the scope for shortening the settlement cycle to T+2 or T+1. Basi-

cally, they welcome the idea, finding that a shorter settlement cycle can 

be implemented without significant costs or risks. But a shorter cycle will 

only be beneficial if it is harmonised at EU level. One reason is that VP's 

settlement procedure is adapted to the Euroclear process, so it would be 

inexpedient to have different settlement cycles. VP is awaiting new EU 

regulation in this area, since EU harmonisation of settlement cycles on 

the basis of T+2 is in the pipeline1.  

 

 1
 On 14 January 2011, the European Commission issued a consultation paper on regulation of CSDs. It 

discusses harmonisation of settlement practices, among other things. 
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Statistics 

VP collects statistics on settlement errors and publishes the aggregated 

statistics for bonds, shares and investment fund shares, respectively. In 

2010, the settlement ratio for bonds was generally over 99 per cent, 

while it was close to 100 per cent for investment fund shares. The set-

tlement ratio was lower for shares only, and the presence of a central 

counterparty has not improved the settlement ratio. Overall, however, 

the settlement ratios are satisfactory. In 2010 the VP settlement ratio 

was 98.03 per cent in terms of number and 98.38 per cent in value terms. 

The benchmark in the Recommendation is 98 per cent. More than half 

of the remaining trades are settled on the day after the planned settle-

ment date. All the same, it should be noted that the settlement ratio has 

declined since the IMF assessment of VP in 2007, when the ratio was no 

less than 99.29 per cent (by both number and value). 

 

Market practice and sanctions 

Trades that cannot be settled directly are postponed until later settle-

ment batches. This contributes to ensuring that the maximum volume of 

trades is settled on a timely basis. With a view to a high settlement ratio, 

a settlement practice exists and there are sanctions against participants 

who fail to deliver securities or include sufficient liquidity. The general 

practice is for participants to settle in batch 10, requiring matching be-

fore that time. However, no sanctions are imposed on participants for 

insufficient securities cover in batch 10, because the participants may be 

awaiting securities via VP's link to Euroclear. 

The sanction for insufficient cash cover (including a buffer require-

ment) is payment of a cash amount that depends on the number of 

times the participant has overdrawn his cash account over a period of six 

months. If the participant fails to include sufficient liquidity, the first 

sanction amounts to kr. 5,000. After repeated instances of overdrawing, 

the sanction increases to kr. 50,000 per overdraft. The Danish Financial 

Supervisory Authority receives an annual statement of the sanctions 

imposed. If another participant is the cause of a participant overdrawing 

due to non-delivery, VP will try to identify the other participant and 

impose sanctions on that participant instead. Another incentive for 

timely settlement is that the accepted practice for delayed payment is to 

invoke interest claims against the buyer, who would otherwise receive 

interest on the purchase sum on delayed delivery. 

Moreover, in 2010 and 2011 VP, in collaboration with sector represen-

tatives, assessed the existing incentives for timely settlement. The pri-

mary reason was that the current sanctions are not sufficiently adapted 

to a market with a CCP. If non-delivery from a participant results in the 
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CCP being unable to deliver securities, thus overdrawing its cash ac-

count, the participant itself will be sanctioned. However, in many cases 

non-delivery will not lead to overdrawing and accordingly no sanctions 

will be imposed either. This means that the current system is not trans-

parent.  

A new sanctioning system has entered into force in 2012. Participants 

will no longer be fined if they cause other participants to overdraw their 

cash accounts. On the other hand, sanctions will be imposed on partici-

pants showing, over several months, a settlement ratio that is more than 

1.5 percentage points lower than the average settlement ratio.  

Partial settlement is another measure implemented with a view to im-

proving settlement in a market with a CCP. If a CCP's holdings are insuf-

ficient to deliver the relevant securities, the delivery may be split into 

two parts. The part that can be delivered will be settled in batch 40, 

while the rest will be postponed for later settlement.  

 

Sources 

VP's operating hours and settlement practices, sanction rules, etc. are 

described in VP's clearing rules. The discussion of settlement on T+2 is 

based on an analysis performed by VP. Danmarks Nationalbank is famil-

iar with the work of preparing a new sanctioning system via participa-

tion in a working group that has discussed the issue.  
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3.4 RECOMMENDATION 4 – CENTRAL COUNTERPARTIES (CCPS) 

The benefits and costs of establishing a CCP should be evaluated. Where 

a CCP mechanism or guarantee arrangement has been introduced, it 

should be assessed against the ESCB-CESR Recommendations for CCPs or 

against the checklist for guarantee arrangements1 respectively. 

 

 

Assessment 

 

Observed. 

 

The costs and benefits of establishing a CCP have been evaluated in an 

analysis. A CCP has been established in the Danish share market, and the 

Dutch authorities are in the process of assessing it according to the 

ESCB/CESR standards. 

 

 

Explanation 

In the autumn of 2009 a central counterparty, EMCF, began to clear 

trades in Danish large-cap shares transacted on Nasdaq OMX and other 

trading platforms. Several CCPs have begun to clear trades in the Danish 

share market in 2012 (from April 2012 on Nasdaq OMX). 

 

Regulation, supervision and oversight 

The Netherlands Authority for the Financial Markets and De Nederland-

sche Bank are responsible for supervision and oversight of EMCF, which 

has been approved by the Dutch authorities for carrying out clearing 

activities in a number of countries, including Denmark.  

A foreign clearing centre, including a clearing centre acting as a CCP, 

may become licensed as a foreign clearing centre pursuant to section 8a 

of the Securities Trading Act. In its assessment of whether a foreign 

clearing centre can be licensed, the Danish Financial Supervisory Author-

ity attaches importance to the clearing centre's home-country legislation 

and supervision, among other factors.  

In addition, a number of authorities from countries in which EMCF op-

erates, including the Danish Financial Supervisory Authority and Dan-

marks Nationalbank, have concluded a Memorandum of Understanding, 

MoU, with the Dutch authorities. The MoU determines the distribution 

 1
 References to the checklist are to the CPSS-IOSCO Recommendations for Central Counterparties, 

November 2004, Section 5. 
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of responsibilities between the various authorities. The authorities par-

ticipate in regular meetings or teleconferences to discuss issues such as 

new measures, developments in settlement ratios, etc. 

The Dutch authorities have assessed EMCF according to both the CPSS-

IOSCO Recommendations for central counterparties and most recently 

according to the ESCB/CESR standards for central counterparties.  

 

Cost-benefit analysis 

Prior to the introduction of a CCP in the Danish market, a cost-benefit 

analysis was performed. The analysis was presented in a Danmarks Na-

tionalbank Working Paper1, and the conclusion at the time was that 

there was no significant need to introduce a CCP in the share market, 

but that the scope for introducing a CCP in the repo market should be 

examined. As part of the international development, particularly in view 

of the MiFID and the proliferation of new trading platforms, Nasdaq 

OMX decided to introduce CCP clearing in the Danish share market. The 

market participants have also considered CCP clearing of repos, but are 

increasingly focused on central clearing of derivatives, because from 

end-2012, at the latest, CCP clearing of a number of derivatives will be 

mandatory under an EU regulation called the European Market Infra-

structure Regulation, EMIR. 

 

Impact on the market 

The introduction of a CCP has not improved the settlement ratio for 

shares. One reason is insufficient adjustment of the incentives for timely 

settlement to a market with a CCP, as discussed in section 3.3. 

At the same time, the introduction of CCP clearing has brought new 

risks, given the CCP's key role in the market (see also Recommendation 

9). If, for instance, the CCP has problems, this will lead to substantial 

difficulties for the entire share settlement system. This was demon-

strated e.g. on 19 August 2010, when the CCP had failed to include 

enough liquidity for settlement and thus contributed to considerable 

delays. EMCF has since increased its reservations of liquidity. Danmarks 

Nationalbank and EMCF have cooperated concurrently with the aim of 

ensuring easier access for EMCF to liquidity in the settlement process, 

which is expected to have a positive effect in future.  

 

Comments 

Although the Recommendation has been observed, it should be noted 

that the introduction of a CCP in the Danish market has not been with-

 1
 Nielsen and Restelli-Nielsen (2007). 
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out problems. At the same time, the CCP has recorded an unsatisfactory 

settlement ratio, but efforts are being made to find solutions to these 

problems, such as the introduction of a new VP sanction system (see 

Recommendation 3), and to improve EMCF's access to liquidity. 

 

Sources 

Danmarks Nationalbank has participated in the implementation of CCP 

clearing in the Danish market and is monitoring EMCF via its coopera-

tion with the Dutch authorities. This process is essentially described in 

Korsgaard and Restelli-Nielsen (2010). Nielsen and Restelli-Nielsen (2007) 

have also analysed the costs and benefits of introducing a CCP. 
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3.5 RECOMMENDATION 5 – SECURITIES LENDING 

Securities lending and borrowing (or repurchase agreements and other 

economically equivalent transactions) should be encouraged as a 

method for avoiding settlement failures and expediting the settlement 

of securities. Barriers that inhibit the practice of lending securities for 

this purpose should be removed. The arrangements for securities lend-

ing should be sound, safe and efficient. 

 

 

Assessment 

 

Observed. 

 

There are no barriers that inhibit securities lending arrangements, and 

several market participants offer securities lending on a bilateral basis. 

The scope for introducing a centralised securities lending facility has 

been discussed on several occasions, but so far the need seems to have 

been limited due to, among other things, relatively high settlement ra-

tios. 

 

 

Explanation 

The Danish Securities Trading Act supports securities lending arrange-

ments, and in general there are no legal or tax barriers impeding securi-

ties lending, neither bilaterally nor via a centralised facility. This applies 

especially after the implementation of the Collateral Directive, which 

has harmonised the rules for pledging of collateral across the EU mem-

ber states. 

Currently, there is no centralised securities lending facility in the Dan-

ish market. The arrangements are bilateral. In addition, Danmarks Na-

tionalbank offers lending of government securities, and there is a repo 

market where the participants can borrow both shares and bonds. VP 

does not participate in such arrangements, but supports lending ar-

rangements and collateralisation. 

VP and the market participants have regularly discussed the scope for 

establishing a centralised securities lending facility. Given the relatively 

high settlement ratio in the VP system, the assessment – in terms of costs 

and benefits – has been that the need for a centralised facility has been 

limited. 

It may, however, be justified to establish a securities lending facility in 

the share market in view of the decrease in the settlement ratio. This is 
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why the working group looking into the lower settlement ratios in the 

share market (mentioned under Recommendation 3) has assessed the 

scope for introducing mandatory securities lending, but there are no 

current plans for doing so. If VP establishes a centralised arrangement, 

VP will solely play the role of intermediary. VP has stated that it does 

not intend to assume e.g. credit or liquidity risks in connection with such 

arrangements. 

 

Sources 

The Collateral Directive has been implemented in the Securities Trading 

Act, and collateralisation rules are stipulated in Part 18a of the Act. 

Danmarks Nationalbank's securities lending facility is described at Dan-

marks Nationalbank's website. 
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3.6 RECOMMENDATION 6 – CENTRAL SECURITIES DEPOSITORIES 

(CSDS) 

Securities should be immobilised or dematerialised and transferred by 

book entry in CSDs to the greatest possible extent. To safeguard the 

integrity of securities issues and the interests of investors, the CSD 

should ensure that the issue, holding and transfer of securities are con-

ducted in an adequate and proper manner. 

 

 

Assessment 

 

Observed. 

 

All VP-registered securities are dematerialised, and VP is safeguarding 

the integrity of the issues in a safe and proper manner. Moreover, VP's 

business model entails only limited risks. 

 

 

Explanation 

All securities issued via and registered at VP are dematerialised1. Conse-

quently, they exist in book-entry form only, and there is no physical 

transfer of securities, but solely registration and book entry in VP's sys-

tems. Part 19 of the Securities Trading Act contains provisions on issue 

and book entry of dematerialised securities. 

VP has special agreements with participants acting as issue administra-

tors, and VP safeguards the integrity of the issues by several means. VP 

has an end-to-end audit trail, which contributes to ensuring the integ-

rity. Since settlement and book entry constitute an integrated process in 

VP, there is no interval between the two activities during which the 

ownership may be called into question.  

 

Protection against risks 

Furthermore, investors are protected in the event of the account con-

troller’s insolvency. Since each investor has a custody account at VP, and 

book entry at a CSD constitutes the relevant act of perfection, the secu-

rities are the property of the investor, not the account controller or its 

insolvency estate. This is discussed in more detail under Recommenda-

tion 12 on investor protection. 

 1
 Dematerialised securities registered at a CSD are defined as "investment securities" in the Securities 

Trading Act. 
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As a company, VP is not exposed to any particular credit or liquidity 

risks. VP does not grant credit for settlement purposes, although VP is, in 

principle, authorised to do so under the Securities Trading Act. Should 

VP, in future, decide to extend credit, the Danish Financial Supervisory 

Authority may impose special capital adequacy requirements on VP. 

VP is also protected against other types of risk. For example, opera-

tional risk is treated under Recommendation 11 (which is assessed to be 

observed). Given VP's equity and – as regards VP's book entry activities – 

a capital buffer of kr. 1 billion in the form of claims on the account con-

trollers, VP is also protected against other financial risks. 

 

Sources 

The provisions on book entry in Part 4 of the Securities Trading Act to-

gether with the Executive Order on book entry constitute the legal 

framework for VP's book-entry business.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



39 

   

3.7 RECOMMENDATION 7 – DELIVERY-VERSUS-PAYMENT (DVP) 

Principal risk should be eliminated by linking securities transfers to fund 

transfers in a way that achieves delivery versus payment. 

 

 

Assessment 

 

Observed. 

 

DvP has been implemented in the settlement, and simultaneous ex-

change of cash and securities is ensured by both the legal framework 

and VP's procedures. 

 

 

Explanation 

The purpose of Delivery-versus-Payment, DvP, is to eliminate the princi-

pal risk involved in securities settlement. As described in section 2.6, the 

settlement is final upon the transfer of both securities and cash.  

Trades are generally settled in VP using DvP, and this applies to both 

net and gross settlement1. Another principle for securities transfer is 

Free-of-Payment, FoP, which is typically applied if securities are used as 

collateral. As described in section 2.5, trades are primarily settled via net 

settlement in the night-time settlement batches. According to VP's clear-

ing rules, settlement finality applies as from the legal effect time of the 

settlement batch. 

In practice, DvP is achieved by VP performing a check that all (net) 

sellers of securities hold the securities they must deliver in connection 

with the settlement batches. Concurrently, VP checks that there is suffi-

cient cover for the total payments in the primary cash provider's account 

at Danmarks Nationalbank (or at the ECB for settlement in euro). VP 

does not send information about participants’ net debit or credit posi-

tions to Danmarks Nationalbank until after the holding check. Provided 

there is enough liquidity to effect the payments, Danmarks National-

bank then sends a confirmation notice to VP guaranteeing the pay-

ments. Finally, securities and cash flows are booked. 

VP participants purchasing securities on behalf of indirect participants 

and private investors may also mitigate the principal risk on trades with 

 
1
 BIS model 1 is used for gross settlement and BIS model 3 for net settlement. They are defined in more 

detail in the publication "A glossary of terms used in payments and settlement systems", published 
by the Committe on Payment and Settlement Systems under the BIS. 
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such customers by requiring collateral or making a reservation concern-

ing payment, cf. section 55 or 72 of the Securities Trading Act. 

 

Sources 

The settlement process and the procedures concerning cash and securi-

ties checks are described in VP's clearing rules. 
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3.8 RECOMMENDATION 8 – TIMING OF SETTLEMENT FINALITY 

Intraday settlement finality should be provided through real-time and/or  

multiple-batch processing in order to reduce risks and allow effective 

settlement across systems 

 

 

Assessment 

 

Observed. 

 

In VP, settlement is provided both in batches and in real time, and in 

both cases settlement finality is provided. At the same time, the struc-

ture of the 24-hour settlement period allows the participants to move 

securities between CSDs during the period. 

 

 

Explanation 

Securities trades can be settled in one of the six daily net settlement 

batches or on a (real-time) gross basis during the day. Gross settlement 

applies only to trades between participants also acting as primary cash 

providers and only to trades on their own behalf. Most trades are settled 

in the first batch (VP10), which is already completed shortly after the 

beginning of the 24-hour settlement period, at 6:00 p.m. The net set-

tlement batches are placed when they are due to VP's links to other 

CSDs, especially the link to Euroclear. Two Euroclear settlement batches 

are placed between VP10, VP20 and VP30. This enables participants to 

move securities back and forth between VP and Euroclear within the 24-

hour settlement period.  

 

Finality 

Settlement finality ensures that transactions cannot be reversed once 

they have been executed. The aim is to protect the system against sub-

sequent claims from third parties such as insolvency estates. Transactions 

included in a net settlement batch are also covered by this protection. 

The background is that the Settlement Finality Directive has been im-

plemented in the Securities Trading Act, and the VP systems have been 

designated accordingly. 

With net settlement, finality occurs when a settlement batch is com-

pleted, i.e. when the participants' securities accounts have been credited 

or debited, while the net amount of the participants' trades has been 

booked to their settlement accounts. As regards gross settlement, a 
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transaction is final and has been irrevocably completed once the securi-

ties have been transferred to the buyer. In both cases, the time of final-

ity appears in VP's clearing rules. 

Transactions are ready to be settled once the parties to a trade have 

submitted instructs with identical information. Following that, transac-

tions cannot be revoked by a participant or a third party. This principle is 

supported by section 57c of the Securities Trading Act, which requires 

that VP as a clearing centre must have rules for when orders are consid-

ered to be executed and can no longer be revoked. 

 

Checks and system design 

Before a settlement batch begins, checks that (net) sellers are able to 

deliver securities and that (net) buyers have sufficient liquidity in their 

settlement accounts are performed. If it is not possible to execute a 

transaction, due to inadequate cover on the cash side or the securities 

side, VP is entitled to postpone the trade. Postponed trades will be 

sought to be settled for up to 20 days after the postponement. 

The VP system is designed for trade execution as quickly as possible 

and within the same 24-hour settlement period, provided there is cover 

on the securities and cash sides. If trades cannot be settled in the settle-

ment batches, so that they have to be postponed for a prolonged pe-

riod, the participants may execute time-critical securities trades using 

gross settlement. 

There is an interval between the last settlement batches in kroner and 

euro at 12:00 noon and 1:35 p.m., respectively, and the time when the 

relevant payment systems close. Kronos closes at 3:30 p.m. and Target2 

at 6:00 p.m. This gives the participants time to make dispositions in the 

payment systems after the completion of the securities settlement pro-

cedure. It also leaves time to postpone settlement batches. However, in 

this connection it is important to ensure cover for the automatic collat-

eralisation account by 1:30 p.m. This means that any postponement of 

batches must be coordinated with extension of deadlines for the repay-

ment of credit granted using the auto-collateralisation scheme.  

Most trades have already been settled a while before the last settle-

ment batches. In accordance with VP's clearing rules, the market practice 

is to settle trades as early as possible within the 24-hour settlement pe-

riod. Most trades are settled in batch 10, while a few are settled in the 

subsequent trading batches. This concentration in one batch enhances 

the effect of netting. 

Finally, the access to unlimited intraday credit from Danmarks Nation-

albank against collateral contributes to a smooth settlement process. 
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Auto-collateralisation in particular (see Box 1 in section 2.6) enables the 

participants to use their collateral efficiently for settlement purposes. 

 

Sources 

The provisions on settlement finality are laid down in VP's clearing rules. 

The relevant provisions in the Securities Trading Act are contained in 

Part 18. The concept of finality is explained e.g. in Chapter 6 of ECB 

(2010). 
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3.9 RECOMMENDATION 9 – CSD RISK CONTROLS TO ADDRESS 

PARTICIPANTS' FAILURE TO SETTLE 

CSDs that extend intraday credit to participants, including CSDs that 

operate net settlement systems, should institute risk controls that, as a 

minimum, ensure timely settlement in the event that the participant 

with the largest payment obligation is unable to settle. The most reli-

able set of controls is a combination of collateral requirements and lim-

its. 

 

 

Assessment 

 

Observed. 

 

Since VP does not extend settlement credit to the participants, several of 

the key considerations of the Recommendation are not of direct rele-

vance to VP, but VP is affected by the Recommendation because it oper-

ates a net settlement system. 

VP has mechanisms, such as auto-collateralisation, which contribute to 

a smooth settlement even if a major participant is unable to settle. Stress 

tests of the settlement cycle reveal that 85-95 per cent of all transactions 

will still be settled if one of the largest participants is unable to settle.  

 

 

Explanation 

Since VP does not extend intraday credit to the participants, it is not 

exposed to such credit risks. Its participants can obtain intraday liquidity 

from Danmarks Nationalbank against suitable collateral. In practice, the 

auto-collateralisation scheme is typically used for this purpose. The col-

lateral value of the assets is lower than the market value, as security-

specific haircuts are deducted, ensuring that Danmarks Nationalbank is 

protected against credit risks. 

According to VP's clearing rules, participants must reserve more liquid-

ity for settlement (i.e. a liquidity buffer) than is required to complete the 

settlement. If the participant's liquidity buffer is lower than required, 

the participant will be required to pay a fine, cf. Recommendation 3. VP 

performs both cash and securities holding checks in connection with the 

settlement, and overdrafts are not permitted. 

The scope for introducing loss sharing agreements in the event of a 

participant's insolvency has been discussed previously, but it was decided 
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not to introduce them. One of the reasons was that it would diminish 

individual participants’ incentives to manage their risks. 

The structure of the 24-hour settlement period also contributes to 

mitigating the risks associated with a participant's failure to settle. Most 

of the settlement takes place in the night-time settlement batches, par-

ticularly batch 10, while insolvency is typically announced in the morn-

ing, after which time the settlement volumes are more limited. 

 

Stress tests of the settlement process 

The VP assessment conducted in 2004 included several tests, e.g. on the 

largest settlement day of the year, of a scenario with the largest partici-

pant's or other major participants' failure to settle. The main conclusion 

was that the settlement system was robust. A substantial percentage, 

typically 85-95 per cent, of all trades could still be settled. Failure to set-

tle was primarily due to insufficient cover on the securities side, not in-

sufficient liquidity. The analysis also emphasised the importance of auto-

collateralisation, which allows the participants to raise extra liquidity 

immediately by pledging any securities they receive as collateral for 

loans. 

The bond market structure has not changed much since then, and the 

same liquidity buffer requirements still apply. But a similar analysis, 

based on data from spring 2011, has been performed in order to ascer-

tain whether the 2004 conclusions still apply. 

In the 2011 analysis, the participants with the largest and second-

largest payment obligations, respectively, were assumed to be unable to 

settle, and it was then sought to complete the settlement. In one sce-

nario, both participants were assumed to be unable to settle. In all cases, 

the settlement process could be completed without any significant prob-

lems. Even assuming both participants' failure to settle at the same time, 

the settlement ratio remained above 85 per cent, measured by the num-

ber of trades (compared with almost 95 per cent in the baseline scenario 

in which no participants were assumed to be unable to settle). 

Only a few participants overdrew their liquidity accounts in the sce-

nario with the largest participants' failure to settle. The participants who 

needed large amounts of extra liquidity were still able to execute their 

payments, and did so primarily by drawing on their auto-

collateralisation accounts.  

Moreover, the analysis provided insight into the risks of indirect par-

ticipation with the excluded participants extending credit lines to several 

other participants. These credit lines were also excluded, which did not 

have any major consequences for the settlement process.  
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All in all, the conclusion is that the settlement system is relatively ro-

bust even in the event of failure to settle by the participant with the 

largest payment obligation. 

The 2011 analysis has been expanded relative to the previous analysis 

due to the introduction of a central counterparty in the share market in 

the autumn of 2009. The CCP is a particularly important participant since 

it stands for clearing of a considerable part of total trading in shares. 

Other participants' failure to settle, whereby they do not deliver or re-

ceive securities to/from the CCP, may potentially lead to major problems 

in the settlement of shares. 

Against this backdrop, two scenarios were analysed. In the first sce-

nario, the participant with the largest payment obligation to the CCP 

was excluded, and in the second scenario the participant with the obli-

gation to deliver the most securities (in terms of amounts) to the CCP 

was excluded. In both cases, the CCP ended up overdrawing to a minor 

degree, which did not cause any significant liquidity problems for the 

other participants, however. Due to insufficient data it was not possible 

to compare settlement ratios for the CCP in the various scenarios. 

 

Data 

In a more general perspective, insufficient data impedes analyses of the 

settlement process. For the purposes of the analyses described above, VP 

needs to make a copy of its actual output data on a given settlement 

day. At the same time, it is a resource-intensive process to simulate set-

tlement runs with e.g. a participant's failure to settle. Consequently, it is 

not possible to test scenarios using historical data, and the extent of 

such tests is limited considerably. This is inexpedient, not only from an 

oversight point of view, but also for VP and the participants. A number 

of issues, e.g. relating to the structure of the settlement process, could 

be examined if VP had data and more flexible tools for simulation of 

various settlement scenarios. 

According to VP, establishing a better basis for analysis and develop-

ing the tools for e.g. analysis of alternative settlement scenarios would 

involve substantial costs. 

 

Rules and procedures 

Another issue, which is not directly covered by this Recommendation, 

but which should be mentioned, because it is explicitly treated in the 

new principles for financial market infrastructures (see section 2.7), is 

the issue of rules and procedures in the event of a participant's insol-

vency. This issue is regulated by section 64 of the Securities Trading Act 

(book-entry activities) and VP's clearing rules (discussed in section 3.1). 
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The new principles are expected to impose stricter requirements in this 

area. For example, the rules must clearly stipulate how insolvency is 

identified, what steps should be taken in the event of insolvency – and 

their consequences, how various transaction types (e.g. customer trans-

actions or transactions on own behalf) are treated, how other stake-

holders are involved, etc. Moreover, infrastructures must ensure that 

both their participants and the public understand these procedures. The 

aim is to safeguard market confidence in the event of insolvency.  

 

Comments 

Analysis of interesting stress scenarios is impeded by the lack of easily 

available historical data and tools for simulation of settlement proce-

dures. 

 Data collection issues are not directly addressed in the Recommenda-

tions, but on the other hand, such data is essential for assessing the ob-

servance of the Recommendations. It is therefore recommended that a 

cost-benefit analysis of establishing a better data basis be carried out. If 

this data basis is not established, the observance of the Recommenda-

tion in question may be in a lower category in future assessments. 

When the new CPSS/IOSCO principles for financial market infrastruc-

tures are published (they are expected to be finalised in 2012), it is also 

recommended that VP's rules and procedures for insolvency situations 

be reviewed in order to ensure that they comply with the principles. 

 

Sources 

Danmarks Nationalbank's credit extension and rules for pledging of 

collateral are described in Poffet (2010). VP's tests in connection with the 

preparation of this assessment report were discussed and prepared in 

cooperation between VP and Danmarks Nationalbank. In connection 

with the discussion of new principles for financial market infrastructures, 

reference is made to CPSS/IOSCO (2011), especially Principle 13 on "Par-

ticipant-default rules and procedures". 
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3.10 RECOMMENDATION 10 – CASH SETTLEMENT ASSETS 

Assets used to settle payment obligations arising from securities transac-

tions should carry little or no credit or liquidity risk. If central bank 

money is not used, steps must be taken to protect the participants in the 

system from potential losses and liquidity pressures arising from the 

failure of the cash settlement agent whose assets are used for that pur-

pose. 

 

 

Assessment 

 

Observed. 

 

Since VP settlement in kroner uses central-bank money, it carries no 

credit risk. At the same time, the structure of the settlement procedure 

carries limited liquidity risk. The liquidity for settlement in euro is pro-

vided solely by Danmarks Nationalbank, and the risks are found to be 

limited. 

 

 

Explanation 

VP participants may either settle in central-bank money or conclude a 

cash settlement agreement with another participant. Participants set-

tling in central bank money are called primary cash providers. They must 

be approved for and have established the necessary settlement accounts 

at Danmarks Nationalbank. Furthermore, all primary cash providers are 

subject to financial supervision. 

Since primary cash providers have their accounts with the central bank 

money, they do not face credit risk. The liquidity risks in the settlement 

system are mitigated via the structure of the settlement procedure and 

the existence of emergency procedures. 

The largest participants in the VP settlement system are primary cash 

providers in both kroner and euro. The settlement of transactions in 

kroner considerably exceeds that in euro1; and Danish issues in euro are 

increasingly handled by VP Lux. At the beginning of February 2011, 

more than half of the VP participants held VP settlement accounts at 

Danmarks Nationalbank. Compared with other countries, this is a high 

 1
 In 2010, the value of settled trades in euro accounted for 0.63 per cent of the value of settled trades 

in kroner. 



49 

   

degree of direct participation. As a consequence, the risks associated 

with indirect participation are limited. 

 

Access 

According to Danmarks Nationalbank's terms and conditions, as a rule 

only credit institutions, investment companies or their branches which 

are subject to financial supervision in Denmark or another EU member 

state are entitled to establish accounts at Danmarks Nationalbank.1  

In addition, cash settlement is regulated by a Memorandum of Under-

standing, MoU, between Danmarks Nationalbank and VP, describing the 

general terms and conditions for cash settlement. An annex to the MoU 

describes the current emergency procedures, which were most recently 

revised in the autumn of 2010.  

 

Indirect participation 

Non-residents typically use a local participant to handle their cash set-

tlement, but they may also themselves open settlement accounts at 

Danmarks Nationalbank, provided they satisfy Danmarks Nationalbank's 

terms and conditions. Moreover, Danmarks Nationalbank extends intra-

day credit to cross-border participants, i.e. participants with remote ac-

cess. 

The VP system generally has a high share of direct participants, which 

mitigates the overall risks associated with indirect participation. In any 

case, the issue of indirect participation is not treated separately in the 

Recommendations, but will probably play a larger role in the forthcom-

ing CPSS/IOSCO principles (see CPSS/IOSCO 2011). 

 

Liquidity risks 

The settlement procedure is designed to mitigate liquidity risks. Settle-

ment amounts are transferred upon completion of the settlement, 

meaning that they are immediately available for other purposes. This 

reduces the participants' liquidity requirements and contributes to 

smooth settlement. 

Transfers in Danish kroner between the participants in the cash set-

tlement take place in Kronos, which has been assessed according to the 

international Core Principles for Systemically Important Payments Sys-

tems.  

Transactions in euro are settled in Target2, which has also been as-

sessed according to the Core Principles. However, the settlement does 

 
1
 In addition, other parties who are deemed by Danmark Nationalbank to be of key importance to 

payment systems in Denmark may also obtain accounts. Such parties could be a CSD or a CCP which is 
not a credit institution. 
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not involve central bank money as for transactions in kroner. Instead, 

the participants may borrow euro from Danmarks Nationalbank against 

suitable collateral. Danmarks Nationalbank, in turn, borrows the euros 

for settlement from a commercial bank located in the eurozone. The 

total borrowing limit for participants is 1 billion euro, which limits the 

risk of this arrangement.  

 

Sources 

Cash settlement of securities trades is described in Chapter 6 of Dan-

marks Nationalbank (2005). The rules for cash settlement in kroner and 

euro are stipulated in VP's clearing rules, while the relationship between 

VP and Danmarks Nationalbank is regulated in a bilateral MoU on the 

terms and conditions for cash settlement. The requirements for partici-

pants wishing to open settlement accounts at Danmarks Nationalbank 

appear from Danmarks Nationalbank's terms and conditions for ac-

counts. 
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3.11 RECOMMENDATION 11 – OPERATIONAL RISK 

Sources of operational risk arising in the clearing and settlement process 

should be identified, monitored and regularly assessed. This risk should 

be minimised through the development of appropriate systems and ef-

fective controls and procedures. Systems and related functions should (i) 

be reliable and secure, (ii) be based on sound technical solutions, (iii) be 

developed and maintained in accordance with proven procedures, (iv) 

have adequate, scalable capacity, (v) have appropriate business continu-

ity and disaster recovery plans that allow for the timely recovery of op-

erations, and (vi) be subject to frequent and independent audits. 

 

 

Assessment 

 

Observed. 

 

VP has a formalised system for identifying and managing operational 

risks. VP is subject to supervision and both internal and external audit. 

VP's systems are reliable and safe and have sufficient capacity. In addi-

tion, VP has laid down crisis management plans, which are regularly 

tested. Finally, the responsibilities for the various aspects of operational 

risk management are clearly distributed across the organisation. 

 

 

Explanation 

VP continuously identifies, monitors, and assesses operational risk. This 

work is anchored in VP's security policy, which describes VP's approach 

to risk identification and management. The security policy describes the 

overall framework and principles for VP's risk management and identi-

fies the main types of operational risk facing VP. The policy also empha-

sises that all internal controls and procedures must be documented. The 

security policy is maintained and approved at management level and 

adopted by VP's Board of Directors (Board). 

VP's controls are predominantly automated. According to VP, 98 per 

cent of all controls are automated. 

 

System security, technical solutions and capacity 

In the VP settlement system, minor incidents sometimes occur, but major 

incidents are rare. However, there have been serious incidents delaying 

settlement for several hours, e.g. on 18 August 2010, when payment for 

non-delivered securities occured due to an accident. 
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According to VP, incidents are typically caused by minor application 

problems. Over the last year, there have been no instances of errors in 

the VP systems as a whole. 

As described in Recommendation 15, VP’s systems are operationally re-

liable. The uptime is close to or at 100 per cent in most periods. VP's 

internal and external auditors monitor system security. For instance, the 

internal audit includes ongoing review of the systems and recommenda-

tions for addressing any weaknesses. This is reported quarterly, including 

all recommendations that have not yet been implemented. Material 

weaknesses are rarely found, and any remedying is followed up. 

VP undertakes development, maintenance, commissioning, operation 

and monitoring of its own systems, and neither clearing nor settlement 

functions have been outsourced to third parties. IBM provides hosting of 

the mainframe platform and attached storage as well as monitoring and 

technical support of installed basic software. Consequently, VP has lim-

ited its exposure to operational interruptions at IBM. 

VP's outsourcing agreement addresses the risks associated with out-

sourcing. Among other things, VP receives a specific statement from the 

auditors to the effect that VP's own standards are observed. Further-

more, VP's auditors have the right to audit IBM as regards the functions 

undertaken by IBM for VP, and these functions are subject to ongoing 

reporting to VP. Service level agreements have been prepared, and 

amendments must be approved by VP prior to implementation. VP's 

outsourcing agreements must be approved by the Danish Financial Su-

pervisory Authority, which may also cancel such agreements.   

The outsourcing agreement ensures that VP has sufficient computer 

power. VP has immediate access to computer power corresponding to 

five times the ordinary need, and, according to VP, the capacity may be 

increased further within a few hours. 

Development, testing and implementation of applications are handled 

by VP, so these functions are not comprised by the outsourcing agree-

ment. New applications are developed and tested in a replica of VP's 

systems and tested in stress scenarios before they are implemented into 

daily operations. Major changes to VP's systems, which are to be tested 

by the VP participants as well, are announced six months before imple-

mentation. 

Moreover, data security is ensured by using a dedicated, encrypted 

network for communication between data centres. Some communica-

tion, e.g. with foreign participants, takes place via SWIFT, as described 

under Recommendation 16. 

 

Emergency procedures 
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Both the internal and the external auditors are responsible for monitor-

ing the emergency procedures. The internal auditors review the emer-

gency procedures and monitor tests. The external auditors review the 

plans and test results and discuss them with the internal auditors. Emer-

gency procedures and crisis situations are tested annually, most recently 

in November 2010. Testing of emergency procedures is structured in 

such a way that the overall business continuity plan is tested over a 5-

year period. After each test, a report on its results is prepared. In the 

autumn of 2010, Danmarks Nationalbank and VP reviewed the emer-

gency procedures for payment settlement. 

VP has a second site for emergency situations, and all transaction data 

is mirrored in real time to this location. This enables VP to resume opera-

tions immediately from the second site without data loss. The two data 

centres are about 10 kilometres apart. Tests of the emergency proce-

dures have documented that the second site can be functional within an 

hour. VP's systems ensure that data, e.g. reporting data, is not lost, as 

such data is stored in an electronic "mailbox" until it is processed by the 

systems.  

VP's emergency procedures specify core activities (in practice "produc-

tion" or settlement) and accessory activities. The production activities 

are resumed immediately in the event of a crisis, while accessory activi-

ties, such as systems development, are not resumed until afterwards. 

Some of the more general issues that will materialise in a crisis situa-

tion, such as identification of critical staff and information flows, are 

described in VP's business continuity plan. In the event of problems, a 

special crisis management team will be notified and then decide 

whether to activate emergency procedures. This plan describes the setup 

in the event of a crisis situation, including the division of employees into 

teams. Moreover, the emergency procedures have been coordinated 

with external stakeholders. 

 

Audit 

VP's internal controls are assessed by several parties, primarily VP's in-

ternal auditors, who perform system audits according to the Executive 

Order on system audits. VP's internal audit includes review of a) regula-

tory compliance, b) system security and controls, c) consistency between 

guidelines and actual system function, and d) observance of internal 

controls and safety procedures in daily operations. In addition, the Ex-

ecutive Order on system audits stipulates a number of other require-

ments, e.g. regarding the professional qualifications of the internal 

auditors. The internal auditors report directly to the Board. 
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Besides the ordinary (i.e. financial) audit, VP's external auditor also 

audits the internal system audit. This includes e.g. review of the internal 

auditors' working documents and performance of selected tasks. 

In addition to internal and external audits, VP is also subject to super-

vision by the Danish Financial Supervisory Authority with the purpose of 

ensuring that VP complies with the Securities Trading Act and rules is-

sued pursuant to the Act. VP submits the annual auditor's records of 

both internal and external auditors and the auditor's records from the 

system audit to the Danish Financial Supervisory Authority, which then 

reviews the documents. The supervision by the Danish Financial Supervi-

sory Authority entails periodic and extensive on-site inspections. Dan-

marks Nationalbank will participate in the Danish Financial Supervisory 

Authority's forthcoming inspection of VP.   

Moreover, Danmarks Nationalbank is notified of the conclusions of the 

audits performed. VP submits quarterly reports to Danmarks National-

bank, which forwards the reports to Banque Centrale du Luxembourg, 

i.e. the institution responsible for supervision of VP Lux. VP Lux has out-

sourced its operations to VP. This reporting contains, among other 

things, the system audit performed by the internal auditors and a review 

of VP's internal controls. 

The Audit Committee is an advisory committee consisting of internal 

auditors from the financial sector and VP's external auditor. The com-

mittee is informed of the annual audit plan, the specific work and key 

results of the audit. The committee also reviews auditor's records before 

these are submitted to the Board for approval, and the committee ad-

vises VP's management on issues concerning audit, security and the use 

of internal controls. 

VP's operational risk management is reviewed on an annual basis. This 

includes a review of policies and procedures and also tests thereof. VP's 

internal auditors are in charge of this, while VP's Board has the overall 

responsibility.  

 

Sources 

The framework for VP's operational risk management is laid down in 

VP's security policy. In addition, the internal and external audit work is 

documented by auditor's reports. The system audit, performed accord-

ing to the Executive Order on system audits, is particularly important in 

this connection.   
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3.12 RECOMMENDATION 12 – PROTECTION OF CUSTOMERS' 

SECURITIES 

Entities holding securities in custody should employ accounting practices 

and safekeeping procedures that fully protect customers’ securities. It is 

essential that customers’ securities be protected against the claims of the 

creditors of all entities involved in the custody chain. 

 

 

Assessment 

 

Observed. 

 

VP's system of single-investor accounts ensures a high degree of protec-

tion of customers' securities. This is supported by a sound legal basis, 

and the customers are also protected in other ways against losses due to 

book-entry errors, etc.  

 

 

Explanation 

VP operates with a single-investor model, meaning that each investor 

has at least one custody account at VP. Most of the custody accounts are 

managed by another account controller. Since registration of securities 

at a CSD constitutes the required and sufficient act of perfection, cf. 

section 66 of the Securities Trading Act, the investors are protected 

against events such as the insolvency of an account controller. Further-

more, the account controllers may establish omnibus accounts, although 

only few have used this opportunity, but investors are protected also in 

such cases. The protection is stipulated in section 72 of the Danish Finan-

cial Business Act, which requires financial undertakings to secure the 

property rights of customers in their funds. 

At the same time, only selected participants can be account control-

lers, cf. section 62(1) of the Securities Trading Act. Such participants are 

either subject to both financial supervision and audit or are selected 

public institutions (such as the Agency for the Modernisation of Public 

Administration or Danmarks Nationalbank). Moreover, account control-

lers must, as a minimum, comply with the provisions of the Executive 

Order on book entry, containing e.g. provisions on identity checks of 

customers.  

 

Risk management 
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If a customer suffers losses due to book-entry error, fraudulent use or 

similar, there are compensation rules. The rules on complaints are laid 

down in Part 24 of the Securities Trading Act on the liability for compen-

sation of both CSDs and account controllers. A Complaints Board, which 

handles complaints, has been established. 

Another risk for investors concerns the effects of insolvency proceed-

ings against an account controller. In that case, the practice is for the 

investors' custody accounts to be transferred to another account control-

ler. If this is not immediately possible, VP will act as account controller 

for up to four months. This appears from section 64 of the Securities 

Trading Act. 

Since securities are generally registered directly in single-investor ac-

counts at VP, there is no need for reconciliation between VP and the 

account controllers, which is otherwise the case in countries where om-

nibus accounts are used. However, VP regularly performs reconciliation 

to ensure consistency between the volume of assets in circulation and its 

ledger of issued assets. The purpose is to ensure consistency between the 

number of securities issued and held.  

Reconciliation is performed after each change in the ledger, in connec-

tion with corporate actions and once a week for all securities. As men-

tioned under Recommendation 11, both the internal and the external 

auditors check that VP uses effective controls. Furthermore, in the VP 

system there can be no negative (debit) balances for securities, which 

contributes to ensuring the integrity of the issues. 

There are also a number of rules designed to protect investors in other 

ways. According to section 13 of the Executive Order on investor protec-

tion in securities trading, investors must e.g. be informed of the terms 

and conditions for and the risks associated with storage with a third 

party and securities lending. In addition, according to the Executive Or-

der on audits, account controllers must apply special controls to ensure 

that investor ownership is consistent with the book entries of the ac-

count controller. 

 

Sources 

The rules on book entry of securities appear from Title IV of the Securi-

ties Trading Act and are elaborated on in the Executive Order on book 

entry. Book-entry issues are also described in VP's business guidelines. 
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3.13 RECOMMENDATION 13 – GOVERNANCE 

Governance arrangements for CSDs should be designed to fulfil public 

interest requirements and to promote the objectives of owners and rele-

vant market participants.  

 

 

Assessment 

 

Observed. 

 

The members of VP's Board represent a broad range of stakeholders in 

the Danish securities market. Together with the relevant legislation, this 

contributes to VP's conduct benefiting the interests of owners, custom-

ers and the general public. 

 

 

Explanation 

Since 2002, VP has been a limited liability company owned by institu-

tions involved in the Danish securities market. The ownership comprises 

a broad group of stakeholders. This helps ensure that decisions take 

investors, issuers, financial stability, etc. into consideration. 

In accordance with the general practice for limited liability companies, 

the shareholders exert their influence via the annual general meeting, 

which appoints VP's management. Moreover, the ownership is regulated 

by a shareholder agreement which ensures, among other things, that 

the various stakeholder groups are represented in VP's Board. Five of the 

15 Board members are elected by the employees of VP (employees' right 

of representation is regulated by the Danish Companies Act). The other 

10 members are elected at the annual general meeting. The Board has 

the overall responsibility for the governance of VP, while the Manage-

ment is responsible for the day-to-day management. Particularly impor-

tant decisions must go through the Board, and a number of dispositions, 

e.g. related to outsourcing, must also be approved by the Danish Finan-

cial Supervisory Authority. 

 

The Board 

Basically, it is the Board's responsibility to ensure that VP's management 

has the right expertise and incentives. At the same time, section 9 of the 

Securities Trading Act stipulates that the members of both the Board 

and the Management must have adequate experience and show respon-

sible conduct. As regards conduct, it is considered important to maintain 
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confidence in the financial sector, and in general the Danish Financial 

Supervisory Authority has extensive powers to dismiss the management 

of financial undertakings according to the "fit and proper rules". 

The Board receives real-time reporting on VP's business. As mentioned 

in section 3.11, VP is also subject to several types of audit, and the audit-

ing results are reported to the Board.  

 

Protection of other stakeholders 

The external audit ensures that the annual report, which is one means of 

communicating VP's business to the public, gives a true and fair picture 

of VP. The annual reports for the most recent years are available at VP's 

website.  

Public interest is also ensured in other ways. The interests of securities 

market agents and the public will often coincide. Danmarks National-

bank, whose responsibility it is to contribute to a safe and efficient pay-

ments and settlement infrastructure, is also represented on the Board. 

Moreover, in several areas a framework for VP's activities is given by 

law. A case in point is that a CSD's articles of association must be ap-

proved by the Danish Financial Supervisory Authority, cf. section 59(6) of 

the Securities Trading Act. And in several areas, specific objectives that 

are in the public interest are mentioned in VP's Articles of Association, 

e.g. compliance with international standards (and thus safe settlement) 

and providing for a broad-based shareholder culture. The latter is re-

flected e.g. in the single-investor-account system. 

Moreover, VP makes sure that the customers' interests are safe-

guarded. Among other things, issues of interest to the customers are 

discussed at regular meetings in VP's customer forum. According to VP, 

no possible conflicts of interest have been found or identified. Since VP 

does not extend credit to clearing participants, there are no conflicts of 

interest in this connection. 

 

Sources 

The legal framework for VP's governance is given by the Danish Compa-

nies Act and the Securities Trading Act, both of which are publicly avail-

able. The relations between shareholders are regulated by a shareholder 

agreement. The structure of VP's governance is described at VP's web-

site, e.g. in the Articles of Association and the annual reports. 
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3.14 RECOMMENDATION 14 – ACCESS 

CSDs should have objective and publicly disclosed criteria for participa-

tion that permit fair and open access. Rules and requirements that re-

strict access should be aimed at controlling risk. 

 

 

Assessment 

 

Observed. 

 

VP's criteria for participation are objective and publicly disclosed. Any 

restrictions of access or scope for exclusion are aimed at controlling risk. 

 

 

Explanation 

Under section 54 of the Securities Trading Act, VP shall conclude partici-

pation agreements with its customers. In practice, a standardised par-

ticipation agreement is concluded, and possibly a number of sub-

agreements, depending on the participant's functions and roles in the 

system. The various functions for participants appear from the general 

participation agreement. An example of a function is "issue administra-

tor"; such participants thus conclude specific sub-agreements with VP. 

VP's activities can broadly be subdivided into two business areas: clear-

ing and registration. Participation in VP's clearing business is subject to 

special criteria. Participation is open to various types of firms, including 

securities dealers, credit institutions, investment firms and clearing cen-

tres. The rules are specified in both the Securities Trading Act (sections 

54, 62 and 64, among others) and VP's clearing rules, which are also pub-

licly disclosed. VP's book-entry business is also subject to rules. As men-

tioned under Recommendation 12, account controllers must meet the 

requirements in the Executive Order on book entry. 

In addition, general access criteria apply. For example, participation 

requires a tested technical connection to VP and acceptance of the par-

ticipation agreement's requirements concerning breach, insolvency, etc. 

Moreover, participants involved in money settlement are subject to ad-

ditional requirements, as mentioned under Recommendation 10.  

All access criteria are objective and publicly disclosed and reported to 

the Danish Financial Supervisory Authority. VP is obliged to inform an 

applicant in writing of the reasons for rejection of an application, but 

this has not been necessary in practice.  
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Foreign participants are subject to special rules. They must produce a 

legal opinion confirming that they can enter into a participation agree-

ment with VP. Participants from countries that have not implemented 

the Settlement Finality Directive are also required to produce a legal 

opinion documenting that VP's rules on settlement, netting, insolvency 

proceedings, etc. can be invoked against the participant. 

 

Termination 

Participants can typically terminate their agreements with VP with a few 

months' notice (depending on the type of participant), while VP may 

terminate an agreement with a participant in the event of repeated 

breach of the conditions in the participation agreement. In such in-

stances, VP must also inform the Danish Financial Supervisory Authority 

and Danmarks Nationalbank. If a participant is an account controller 

that ceases to operate as such, its account controller activities are as-

signed to another institution or to VP itself. The rules on termination 

appear in VP's participation agreement, which is publicly disclosed. 

 

Sources 

The eligibility criteria for participation in VP are stipulated in the Securi-

ties Trading Act. The actual relationship between VP and its participants 

is regulated by VP's participation agreement and various sub-

agreements. 
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3.15 RECOMMENDATION 15 – EFFICIENCY
1
 

While maintaining safe and secure operations, securities settlement sys-

tems should be cost-effective in meeting the requirements of users. 

 

 

Assessment 

 

Observed. 

 

While maintaining safe and secure operations, securities settlement sys-

tems should be cost-effective in meeting the requirements of users. 

 

 

Explanation 

VP regularly reviews its costs and prices. The Board receives quarterly 

reports on VP's turnover, costs and earnings. VP regularly adjusts its 

prices. For example, VP reduced its prices on 1 April 2010. 

VP compares its prices with those of other CSDs, although direct com-

parisons are impeded by the fact that not all CSDs have prices reflecting 

the costs of producing their services.  Several CSDs apply cross-

subsidisation across product types. According to VP, VP does not, and its 

prices reflect the production costs, which should contribute to efficient 

resource allocation. 

Similarly, VP discusses its service level in dialogue with the Board, indi-

vidual customers or the customers jointly. The service level is e.g. dis-

cussed in the quarterly reporting to the Board. In addition, VP has regu-

lar meetings with customers in its customer forum to discuss various is-

sues, such as the need for new services. 

 

Operational efficiency 

Moreover, VP continuously monitors the operational capacity of its sys-

tems. VP prepares monthly reports on operational reliability. In 2010, 

the VP system did not suffer any disruptions and was operational 100 

per cent of the time, so there was no need for changes. However, VP 

performs periodic stress tests to ensure that the system is not capacity 

 
1
 Efficiency is not a clear concept and can also be difficult to measure and compare across markets, 

systems, etc. The essence of Recommendation 15 is not that a securities settlement system should 
meet specific benchmarks or similar. On the contrary, the essence is that the system owner should 
regularly assess a) costs and prices and b) service levels and operational reliability. In other words, the 
system must have mechanisms in place to ensure cost-effective operations meeting the users' de-
mands. 
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constrained. At the same time, VP has a business procedure for changing 

the capacity, which can be implemented within a few minutes. 

 

Sources 

The description is based on some of the quarterly reports to the VP 

Board concerning incidents and operational functionality, including sta-

tistics on the uptime of the VP system. 
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3.16 RECOMMENDATION 16 – STANDARD COMMUNICATION 

PROCEDURES, MESSAGING STANDARDS AND STRAIGHT-

THROUGH PROCESSING (STP) 

CSDs and participants in their systems, should use or accommodate the 

relevant international communication procedures and standards for 

messaging and reference data in order to facilitate efficient clearing and 

settlement across systems. This will promote straight-through processing 

(STP) across the entire securities transaction flow. 

 

 

Assessment 

 

Observed. 

 

The VP system supports relevant international communication standards, 

and STP has been implemented. 

 

 

Explanation 

The VP system is able to communicate using a number of international 

communication standards and procedures. The standards applied include 

the ISO 15022 messaging format, which is the international communica-

tion standard for securities trading, ISO 6166 concerning identification 

of securities (ISINs) and counterparties (BIC), and the ISO 10962 format 

for classification of financial instruments (CFI). In addition, VP is plan-

ning to implement the elements of the ISO 20022 format that are rele-

vant to VP's business. ISO 20022 is the successor of ISO 15022. Guidelines 

on VP's communication rules and the participants' use of SWIFT mes-

sages can be found at VP's website (requires user login). 

 

Straight-through processing and formats 

Straight-through processing (STP) has been fully implemented into VP's 

system on the basis of the international standards mentioned above. STP 

provides for e.g. efficient links to other CSDs, such as Euroclear, Clear-

stream and VP's own subsidiary, VP Lux. In addition, VP offers services 

ensuring the participants a higher degree of STP, e.g. vp.TRADE STP, 

which automates the reporting of trades executed on several trading 

platforms. 

In practice, most of the communication between VP and VP's partici-

pants takes place via a proprietary format developed by VP. SWIFT mes-

saging is primarily used by foreign participants (remote members). How-
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ever, a few Danish customers have converted from VP's proprietary for-

mat to SWIFT, and more are on their way. Consequently, VP's SWIFT 

strategy contains a long-term element on migration from the proprie-

tary format to SWIFT formats. 

 So far the use of SWIFT messaging has had certain inherent limita-

tions, however, because ISO 15022 is not sufficiently adapted to securi-

ties settlement in a CSD. For example, there is no SWIFT message for 

creating accounts, while in ISO 20022 there is. Foreign participants 

therefore often choose to use another participant or VP itself as the 

account controller. 

 

Sources 

VP's rules for using SWIFT messaging are laid down in guidelines at VP's 

website. More general information on international communication 

standards is available at the ISO websites, e.g. www.iso20022.org for ISO 

20022. 
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3.17 RECOMMENDATION 17 – TRANSPARENCY 

CSDs should provide market participants with sufficient information for 

them to identify and accurately evaluate the risks and costs associated 

with securities clearing and settlement services. 

 

 

Assessment 

 

Observed. 

 

VP publishes information on a number of aspects of its business on its 

website. In general, there is transparent and adequate information on 

prices and other issues regarding participation in the VP system.  

 

 

Explanation 

A range of information on VP is available via VP's website. This includes 

VP's clearing rules, participation agreement and sub-agreements, set-

tlement statistics, information on governance and prices. This informa-

tion is available to the public in both Danish and English. 

In VP and other European CSDs, transparency is anchored in a Euro-

pean code of conduct1 by which the CSDs are committed to increasing 

transparency as regards prices, etc. In addition, VP regularly responds to 

questionnaires prepared by international organisations regarding hold-

ing, clearing and settlement of securities. The responses to question-

naires prepared by the Association of Global Custodians, the Interna-

tional Securities Services Association and the European Central Securities 

Depositories Association are available at VP's website. 

In March 2011, VP published updated responses relating to 

CPSS/IOSCO's Disclosure Framework, which essentially correspond to the 

contents of VP's self-assessment on which this report is based. 

VP's price list is available at VP's website. The services are priced sepa-

rately, which contributes to a high degree of transparency. At the same 

time, the price structure is relatively clear, since prices are generally unit 

prices, which may, however, depend on the volume (e.g. the number of 

transactions or accounts). Another source of information on VP's earn-

ings and costs is VP's annual reports, which are available at the website. 

 1
 "European Code of Conduct for Clearing and Settlement", as at 7 november 2006. VP's website 

contains a link to the Code of Conduct. 
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Information on risks is also available to the public. Clearing and set-

tlement risks are described e.g. in VP's clearing rules, which also contain 

rules on settlement in the event of insolvency, inadequate cover, etc. 

Since VP is not exposed to credit or liquidity risks resulting from the ex-

tension of credit, there is no need to discuss such risks. Other risks, such 

as operational risk, are treated in e.g. CPSS/IOSCO's Disclosure Frame-

work. 

 

Sources 

The information mentioned above can be found at VP's website, 

www.vp.dk. The responses to various questionnaires are also available 

there. VP's response to CPSS/IOSCO's Disclosure Framework deserves 

special attention as its contents are almost identical to VP's self-

assessment. 
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3.18 RECOMMENDATION 18 – REGULATION, SUPERVISION AND 

OVERSIGHT 

CSDs and securities settlement systems should be subject to transparent, 

consistent and effective regulation, supervision and oversight. In both a 

national and a cross-border context, central banks and securities regula-

tors should cooperate with each other and with other relevant authori-

ties regarding the CSD and the securities settlement systems it operates. 

Central banks and securities regulators should also ensure a consistent 

implementation of the recommendations. 

 

 

Assessment 

 

Observed. 

 

The basis for supervision and oversight of VP is clear, and so is the distri-

bution of responsibilities between the various authorities. Moreover, the 

authorities have the expertise required for efficient supervision and 

oversight. 

 

 

Explanation 

VP is subject to both supervision and oversight.1 The Danish Financial 

Supervisory Authority is responsible for supervision of VP in accordance 

with current legislation. The supervision also includes the IT area, cf. 

section 86 of the Securities Trading Act. As described under Recommen-

dation 1, the Securities Trading Act and the related executive orders 

constitute the essential legal framework for VP's business. 

Danmarks Nationalbank's responsibility for oversight of systemically 

important payment systems2 also appears from the Securities Trading 

Act. Although VP is not a payment system in the sense of the Act, Dan-

marks Nationalbank and the Dnaish Financial Supervisory Authority have 

concluded a Memorandum of Understanding3, MoU, clarifying Dan-

marks Nationalbank's oversight obligation in relation to VP. The over-

sight duty also appears from the explanatory notes to the Securities 

Trading Act. As a condition for cash settlement through Danmarks Na-

 1
 While supervision focuses on the individual institution, oversight is more focused on systems and 

their roles in the economy.  
2
 Payment systems normally cover both payment and settlement systems. 

3
 "Memorandum of understanding between Danmarks Nationalbank and Finanstilsynet concerning 

payment systems, clearing centres, etc." 
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tionalbank, VP must also meet the requirements that Danmarks Nation-

albank may impose on its clearing and settlement system. 

The distribution of responsibilities between the Danish Financial Su-

pervisory Authority and Danmarks Nationalbank is clear from the MoU, 

which is available at Danmarks Nationalbank's website. The document 

describes elements of the role as authority, e.g. ensuring that the rele-

vant payment and settlement systems meet international standards, as 

well as the cooperation between the Danish Financial Supervisory Au-

thority and Danmarks Nationalbank. Both the content and the extent of 

the oversight duty are thus clear. The cooperation between the Danish 

Financial Supervisory Authority and Danmarks Nationalbank is coordi-

nated the working group on the financial infrastructure, which regularly 

discusses supervision, oversight and other issues related to the financial 

infrastructure. 

The legal basis gives the Danish Financial Supervisory Authority and 

Danmarks Nationalbank the competencies required for efficient supervi-

sion and oversight, and there have been no cases where the relevant 

information was difficult to obtain from VP. 

Cooperation also takes place with other authorities. A case in point is 

the oversight of VP's subsidiary in Luxembourg, VP Lux, which involves 

cooperation between Danmarks Nationalbank and Banque Centrale du 

Luxembourg.  

 

Sources 

The distribution of responsibilities between Danmarks Nationalbank and 

the Danish Financial Supervisory Authority regarding payment and set-

tlement systems appears from Annex 3 to the MoU.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



69 

   

3.19 RECOMMENDATION 19 – RISKS IN CROSS-SYSTEM LINKS OR 

INTEROPERABLE SYSTEMS 

CSDs that establish links to settle cross-system trades should design and 

operate such links so that they effectively reduce the risks associated 

with cross-system settlements. They should evaluate and mitigate the 

potential sources of risks that can arise from the linked CSDs and from 

the link itself. 

 

 

Assessment 

 

Observed. 

 

VP's links to other CSDs are structured according to the same model, but 

with minor differences between the links. This model takes the risks 

inherent in links into account. In VP's links, all issues remain in the issuer 

CSD. This contributes to ensuring the integrity of the issues. At the same 

time, the structure of the 24-hour settlement period allows for settle-

ment between VP and linked CSD’s within a 24-hour settlement period. 

 

 

Explanation 

VP has links with a number of CSDs, including Euroclear Bank, Clear-

stream Banking Luxembourg, Euroclear Sweden and other CSDs through 

a cooperation called Link-Up Markets. The links are generally both DvP 

and FoP links, although VP's links to Euroclear Sweden and VBSI are FoP 

links only. The most used links are VP's links to the two international 

CSDs, Euroclear Bank and Clearstream. 

VP's links to other CSDs are generally structured according to the same 

model, but with minor differences between links. VP's links follow the 

ECSDA1 standards for links. A link involves an issuer CSD and an investor 

CSD. As regards securities issued in Denmark, VP is the issuer CSD, while 

e.g. Euroclear Bank is the investor CSD. Euroclear Bank has an omnibus 

account at VP, in which its clients’ securities are held. All VP issues thus 

remain in VP. Since they are not held in other CSDs, there are no special 

risks associated with links when it comes to safeguarding the integrity of 

the issues. 

As settlement also takes place in the issuer CSD, it is subject to the leg-

islation of the issuer CSD's home country. This helps manage the legal 

 1
 European Central Securities Depositories Association. 
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risks associated with links. It also ensures that there is no uncertainty 

about settlement finality, because the CSDs’ accounts at VP are subject 

to the same rules as those of other participants. 

VP stipulates as a condition for conclusion of link agreements that the 

link partners be subject to financial supervision. Furthermore, VP's inter-

nal auditors review VP's links. 

 

Structure of the settlement cycle 

VP's settlement cycle, like that of Clearstream Banking Luxembourg, is 

structured around the settlement batches in Euroclear Bank. Two of the 

Euroclear settlement batches are thus placed between VP10 and VP20 

and VP20 and VP30, respectively. This enables participants to perform 

back-to-back transactions within the same 24-hour settlement period.  

The link between Euroclear and VP is a one-way link, since Euroclear 

holds a custody account at VP, while the opposite is not the case. This 

also applies to Clearstream, but with the difference that Clearstream's 

custody account is managed by an account controller and not by Clear-

stram itself. 

 

Link-Up Markets 

Link-Up Markets is based on a different model than VP's other links. 

Link-Up Markets uses a "converter", which enables the participating 

CSDs to communicate using their own messaging formats. The partici-

pants can thus make their dispositions through their local CSDs. For ex-

ample, a Danish participant in Link-Up Markets who owns German secu-

rities in Clearstream Banking Frankfurt holds the securities in its custody 

account at Clearstream Banking Frankfurt. But the Danish participant 

can control the ownership of the German securities through its VP par-

ticipation, because VP performs a "technical issue" of the German secu-

rities in VP. 

 

Sources 

The structure of links between CSDs is described in the ECSDA report 

"Cross-Border Clearing and Settlement through CSD Links". Under sec-

tion 63 of the Securities Trading Act, the Danish Financial Supervisory 

Authority must approve a link whereby a foreign clearing centre reports 

for book entry to a CSD. Similarly, a CSD may undertake book entries in 

foreign CSDs subject to the approval of the Danish Financial Supervisory 

Authority.   
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