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DISCLAIMER 

It is ISSA’s intention that this report should be updated periodically. This document does not represent professional or legal advice and will be subject to changes in regulation, interpretation, or practice. None of the products, services, practices or standards referenced or set out in this report are intended to be prescriptive for Market Participants. Therefore, they should not be viewed as express or implied required market practice. Instead, they are meant to be informative reference points which may help Market Participants manage the challenges in today's securities services environment. Neither ISSA nor the members of ISSA's Working Group warrant the accuracy or completeness of the information or analysis contained in this report.
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Introduction
The International Securities Services Association (ISSA) is a global association that supports the Securities Services industry. ISSA’s members include Central Securities Depositories (CSDs), custodians, technology companies and other firms who are actively involved in all aspects of the Securities Services value chain. By connecting its members and facilitating collaboration, ISSA provides the leadership necessary to drive change in the Securities Services industry. The focus is on finding progressive solutions to reduce risk and improve efficiency and effectiveness – from issuer through to investor – as well as on providing broader thought-leadership to help shape the future of the industry.
The ability to manage restricted securities is key to all participants in the Securities Services value chain. However, organizations also need to be aware of what they will need to take into consideration in the event that, at some time in the future, restrictions are lifted and these securities are no longer blocked. ISSA has therefore created the Restricted Securities Paper which aims to provide those who are actively involved in managing restricted securities with sufficient information to be able to both identify potential problems that could occur should restrictions be lifted as well actions they can take now to mitigate these. Whilst this report provides information on the potential problems, it should be noted that this list is not exhaustive and – due to the lack of clarity around when and how restrictions could be lifted - this report does not attempt to provide solutions.

Background
Xxx
· Provide history and context to the restrictions, etc

Target Audience
This paper is intended to provide an overview of the potential problem statements under sanctions and countermeasures. Its objective is to highlight the key problems that will need to be addressed in the event that the restrictions on these types of securities are lifted. It will be of interest to the following:
· Asset lifecycle participants including Issuers, Asset Managers, Securities Services Providers (such as Custodians and Financial Market Infrastructures) and  industry associations and Regulators
· Legal, compliance, product and operations managers who are responsible for the management and / or oversight of restricted securities

Key Points of Note
The following key points should be noted when reading this document:
· The paper covers potential problem statements under sanctions and countermeasures that are specific to the Securities Services value chain, which includes trade capture, clearing and settlement, safekeeping, asset servicing and related services. However, it does not look to address what the specific solutions to these problems may be given that the ongoing uncertainty around how and when restrictions may be lifted
· A glossary of high-level key terms and definitions is provided in the Appendices
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· Outline problem statement
· Why critical this is looked at now
· Highlight the structure of the report
· Confirm need for cross-industry collaboration involving all parts of the value chain – issuer through to investor as well as regulators
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[bookmark: _Toc243145992]Market Expectations on lifting of Sanctions
	Clients (whether direct or  end-investors) may expect the immediate unfreezing of sanctioned Clients and securities. This would then lead to an expectation of the execution of transfers and settlement the moment an official delisting occurs or a general license is published.

Subgroup key areas: all
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[bookmark: _Toc243145993]Tax Operations
	Standard withholding tax regimes and automated core-banking tax engines are often incompatible with blocked asset regimes.  Key questions need to be considered, such as:
· Could the delay in payments (years after record date) also have an impact on tax ? 
· Which tax rate should be used – the one of the record date/original payment date, the new payment date? 
· What happens to reclaims when a reclaim period has already lapsed?

Subgroup key areas: Operations, network management, legal, tax



[bookmark: _Toc243145994]Forced Transfers and Replacement Securities
	Countermeasures have led to the “forced” (uninstructed) transfers of securities out of sub custody accounts upon unilateral application by Investors.   Securities positions of Securities Services providers have been withdrawn without full transparency on who has received them.   When Securities Services providers regain access to these accounts, on the lifting of sanctions and countermeasures, they will either have to identify the Investors concerned or be forced to allocate the loss of securities to all client positions in the affected securities.   
Countermeasures require issuers to issue “replacement” securities in a market unaffected by sanctions without the issuer agents and depositories of the original securities being able to redeem or mark down the original securities.  This leads to systematic underpayment of entitlements on the original securities. Agents and depositories are generally unaware of which investors have received replacement securities.   
Both forced transfers and replacement securities will result in reconciliation breaks once sanctions are lifted that will disrupt the ability of securities services providers to permit transfers and settlements and delay the distribution of cash proceeds. 

Subgroup key area: Operations, network management, legal, reconciliations control


[bookmark: _Toc243145995]Allocation of Risk with Blocked Securities 
	Securities are ring-fenced from a Securities Services provider’s assets, but cash is usually not.  When a blocked security distributes income and redeem, it is not necessarily afforded the protection of force majeure language designed to address the loss of securities.  As blocked securities monetize over time, the allocation of risk between Custodians, Clients and Investors can be achieved only contractually. The application of force majeure in relation to cash deposited by a Securities Services provider is generally untested in the courts. 

Subgroup key areas: Legal, accounting




[bookmark: _Toc243145996]Depositary Receipts (ADR/GDR) 
	Where there has been a cancellation of an ADR or GDR programme under sanctions licenses and derogations, these could only be partially achieved. There are dividend payments that remain blocked and forced conversions which have not been reconciled.

Subgroup key areas: Operations, network management, legal, tax, reconciliations, local CSDs 




[bookmark: _Toc243145997]Non-Standard Procedures and Accounting Approaches
	The combination of sanctions and countermeasures have led to many novel situations forcing securities services providers to adopt new record keeping and reporting procedures.  Being non-standard, these processes often require manual intervention and spreadsheet-based solutions.  There is no guarantee that these arrangements can be unwound soon and securities services providers may have to rely on them for many years.  Whenever restrictions are lifted, these manual, non-standard procedures and records will be essential to the reconciliation effort.

Subgroup key areas: Operations, network management, legal, tax, reconciliations, local CSDs, accounting, compliance, risk management, third-party tech providers (e.g. SWIFT)





[bookmark: _Toc243145998]Portfolio Transfers
	Portfolio transfers are increasingly disrupted by sanctions programmes.   Custodian changes in the context of RFPs, M&A activity and internal restructuring projects often do not systematically consider the impact of sanctions, countermeasures and associated reconciliation breaks at a sufficiently early stage in their planning.

Subgroup key areas: Legal, compliance




[bookmark: _Toc243145999]Financial Accounting
	Obligations to freeze assets and liabilities can conflict with obligations to account for events that have occurred downstream or upstream beyond the Securities Services provider’s control.  This can lead to a situation where assets, income, liabilities and costs must be recognised or derecognised under IFRS / Local GAAP but cannot be.  

Subgroup key areas: Legal, compliance, accounting, operations
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ISSA Firms involved in the Paper
· Xxx
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