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2% :Global FX Code

Principle 35

Market Participants should reduce their Settlement Risk as much as practicable, by settling FX
transactions through settlement methods that eliminate Settlement Risk, for example by using
services that provide payment-versus-payment (PVP) settlement where available.

When determining settlement methods for FX transactions Market Participants should consider the following
hierarchy to reduce Settlement Risk:

1. Where practicable, Market Participants should eliminate Settlement Risk, for example by using settlement
services that provide PVP settlement.

2. Where Settlement Risk cannot be eliminated, Market Participants should reduce the size and duration of their
Settlement Risk as much as practicable. The netting of FX settlement obligations (in particular the use of
automated settlement netting systems) is encouraged.

3. Where practicable, gross bilateral settlement should be minimised.

Where used by Market Participants, and where practicable, the netting of FX settlement obligations should be
supported by appropriate documentation (for example, market standard netting documentation). Such obligation
netting may be bilateral or multilateral.

Market Participants should agree which settlement method will be used for a given product and currency as part of
the counterparty onboarding process. Once agreed, the settlement method should be used consistently, and ad-hoc
arrangements with the same counterparty considered only on an exception basis. Market Participants should also

review their agreed settlement method choices on a regular basis with a view to reducing Settlement Risk as much
as practicable.

The Management and relevant personnel of each area involved in a Market Participant’s FX operations should have
a thorough understanding of the settlement process and the tools that may be used to mitigate Settlement Risk,
including, where available, the use of PVP settlement. Market Participants should consider creating internal
mechanisms to reduce risks associated with FX settlement. For example, by using automated solutions over manual
processes. Market Participants should also monitor industry developments in Settlement Risk mitigation and seek to
adopt best practice.
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2% :Global FX Code

Principle 50

Market Participants should properly measure, monitor and control their Settlement Risk
equivalently to other counterparty credit exposures.

Where PVP settlement is not practicable, Settlement Risk should be properly measured,monitored and controlled.
To avoid underestimating the size of the exposure to a counterparty, Market Participants should recognise that the
exposure includes the full value of all payments that cannot be recalled or cancelled, and any trades not confirmed
to have settled with finality.

To avoid underestimating the duration of exposures, Market Participants should recognise that Settlement Risk
exposure to their counterparty begins when a payment order for the sold currency can no longer be recalled or
cancelled and ends when the purchased currency is confirmed to have settled with finality.

Market Participants should set ex-ante limits not greater than the maximum exposure they are willing to take with a
particular counterparty and use controls equivalent to those that are applied to other credit exposures to the same
counterparty. Market Participants should monitor usage to ensure that exposures do not exceed limits. When a
decision is made to allow a counterparty to exceed a limit, appropriate approval should be obtained.

Where settlement amounts are to be netted, the initial confirmation of trades to be netted should be performed as
it would be for any other FX transaction. All initial trades should be confirmed before they are included in a netting
calculation. In the case of bilateral netting, processes for netting settlement values used by Market Participants
should also include a procedure for confirming the bilateral net amounts in each currency at a predetermined cut-
off point that has been agreed between the counterparties.

5% 85 (RFE)

YT 42T ONEREL GBEDABEGIERRID T 7 X =23y F I &7 0z L TREEZTT D,

BEXRYT 42T Tl BRICERSNEZRRETICWESNEIREIICDOWT Ry T4 VISR - HRI 570X
EERINREITH D

37



2% :Global FX Code

Principle 51
Market Participants should use standing settlement instructions (SSIs).

SSIs should be in place, where practicable, for all relevant products and currencies for counterparties with whom a
Market Participant has a trading relationship. The responsibility for entering, authenticating, and maintaining SSIs
should reside with personnel clearly segregated from a Market Participant’s trading and sales personnel

and ideally from those operational personnel responsible for trade settlement. SSIs should be securely stored and
provided to all relevant settlement systems to facilitate straight-through processing.

The use of multiple settlement instructions (as opposed to a single SSI) with the same counterparty for a given
product and currency is discouraged and should only be used where a business risk or reason necessitates it. For
example, where a Market Participant has different business lines and operates a separate SSI per business line; or

where a Market Participant uses multiple custodians for the same currency.

Because of the Settlement Risks it introduces, the use of multiple settlement instructions with the same
counterparty for a given product and currency should have appropriate controls. Where multiple settlement
instructions are used, there should be a default SSI that applies until otherwise advised.

SSIs should be set up with a defined start date and captured and amended (including audit trail recording) with the
appropriate approvals, such as review by at least two individuals. Counterparties should be notified of changes to
SSIs with sufficient time in advance of their effective date. Changes, notifications, and new SSIs should be
delivered via an authenticated, and standardised, message type whenever possible.

All transactions should be settled in accordance with the SSIs in force on the value date. Trades that are
outstanding at the time SSIs are changed (and have a value date on or after the start date for the new SSIs) should
be reconfirmed prior to settlement (either bilaterally or through an authenticated message broadcast).

Where SSls are not available (or existing SSIs are not appropriate to the particular trade), the alternate settlement
instructions to be used should be delivered as soon as practicable. These instructions should be exchanged via an
authenticated message or other secure means and subsequently verified as part of the trade confirmation process.
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2% :Global FX Code

Principle 52
Market Participants should request Direct Payments.

Market Participants should request Direct Payments when conducting FX transactions and recognize that Third-
Party Payments may significantly increase operational risk and potentially expose all parties involved to money
laundering or other fraudulent activity. Market Participants engaging in Third-Party Payments should have clearly
formulated policies regarding their use and any such payments should comply with such policies.

At a minimum, these policies should require the payer to be furnished with a clear understanding of the reasons for
Third-Party Payments and for risk assessments to be made in respect of anti-money laundering, counter-terrorism
financing, and other Applicable Law. Arrangements for Third-Party Payments should also be agreed upon and
documented between the counterparties prior to trading. In the event a Third-Party Payment is requested after a
trade has been executed, the same level of due diligence should be exercised and relevant compliance and risk
approvals should be sought and secured.
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