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[bookmark: _Toc280628648]Responding to this paper
The European Securities and Markets Authority (ESMA) invites responses to the specific questions listed in the ESMA Discussion Paper on the Distributed Ledger Technology (DLT) Applied to Securities Markets, published on the ESMA website.

Instructions
Please note that, in order to facilitate the analysis of the large number of responses expected, you are requested to use this file to send your response to ESMA so as to allow us to process it properly. Therefore, ESMA will only be able to consider responses which follow the instructions described below:
· use this form and send your responses in Word format (pdf documents will not be considered except for annexes);
· do not remove the tags of type <ESMA_ QUESTION_DLT_1> - i.e. the response to one question has to be framed by the 2 tags corresponding to the question; and
· if you do not have a response to a question, do not delete it and leave the text “TYPE YOUR TEXT HERE” between the tags.
Responses are most helpful:
· if they respond to the question stated;
· contain a clear rationale, including on any related costs and benefits; and
· describe any alternatives that ESMA should consider

Naming protocol
In order to facilitate the handling of stakeholders responses please save your document using the following format:
ESMA_DLT_NAMEOFCOMPANY_NAMEOFDOCUMENT.
E.g. if the respondent were XXXX, the name of the reply form would be:
ESMA_DLT_XXXX_REPLYFORM or 
ESMA_DLT_XXXX_ANNEX1

Deadline
Responses must reach us by 2 September 2016.
[bookmark: _Toc335141334]All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 


Publication of responses
All contributions received will be published following the end of the consultation period, unless otherwise requested. Please clearly indicate by ticking the appropriate checkbox in the website submission form if you do not wish your contribution to be publicly disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. Note also that a confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
[bookmark: _Toc335141335]
Data protection
Information on data protection can be found at www.esma.europa.eu under the headings ‘Legal notice’ and ‘Data protection’.



Introduction
Please make your introductory comments below, if any:
<ESMA_COMMENT_DLT_1>
 
Deutsche Börse Group (DBG) welcomes the opportunity to contribute to this Discussion Paper (DP) on the application of Distributed Ledger Technology (DLT) to Securities Markets. We appreciate the chance to comment on the various technical elements and questions identified by ESMA. We hope that our response is of use to the Authority in its efforts to frame its opinion on DLT, and that it helps ESMA to develop consistent measures for the industry around the use of systems based on this technological innovation. 

As an integrated provider of financial services, DBG entities cover a wide range of financial market infrastructures: Trading Venues (TVs), Central Counterparties (CCPs), Central Securities Depositories (CSDs), Securities Settlement Systems and Regulatory Reporting Services including a registered Trade Repository (TR), a Registered Reporting Mechanism (RRM) and a Trade Data Monitor (TDM). Thus, we raise ESMA’s attention to the fact that this response compiles and conveys the views of group entities which are affected by this discussion paper at different parts of the value chain in securities markets. 

Before commenting on the questions in more detail, we would like to emphasize some key aspects in this DP which we deem to be of particular relevance:
· We base our comments on the widely accepted assumption that DLT is sufficiently secure to be used in financial markets. This needs to be kept in mind and verified prior to productive use. Any DLT solution must maintain the same security standards as current systems.
· DBG has observed a growing need to establishing common principles and industry standards when it comes to setting up and operating distributed ledgers. Otherwise, the existence of multiple separate digital ledgers lacking any harmonisation at technical and business level could lead to operational fractionalisation of the securities market going forward. 
· We generally understand that the extended latency (high latency) of the DLT processing could be an obstacle in replicating the current securities market processing especially in time critical financial services areas such as exchanges and CCPs. 
· We generally support that DLT could potentially be leveraged to shorten the time-to-market of new asset class introductions or entry to new markets, as well as extending and/or  replacing some existing systems.
· In the course of implementation of DLT, we believe that it will be fundamental to have a solid concept around “data protection" and alignment with existing “confidentiality requirements” of different participants involved. In this regard, it is crucial that the high level of transparency provided by DLT does not conflict with the high confidentiality levels required for financial market participants. 
· Finally, DBG agrees with ESMA’s clarification of the distinctions between “distributed ledger technologies” and “blockchain systems”, whereby blockchain systems are a certain type of distributed ledger (paragraph 4 of the DP). In this regard we will be referring generally to DLT that have blockchain characteristics in our response to this consultation paper.

<ESMA_COMMENT_DLT_1>




Do you agree with the list of possible benefits of the DLT for securities markets? Please explain, e.g., are these benefits unique to the DLT, are some more important than others, are some irrelevant?
<ESMA_QUESTION_DLT_1>
 
DBG generally agrees with most of the elements considered by ESMA among the possible benefits as listed; having said this, we would like to make the following precisions and clarify our differing views paragraph by paragraph, as follows:

Paragraph 11 - Indicates that DLT could make it easier for parties to transact with one another across countries. We agree that a single shared technological solution for such cross border activity -be it based on DLT or not- would play an important role in this direction. However, the ease of settling across border is also based on other elements of relevance such as market practice, jurisdiction and taxation in addition to technological restrictions.
Additionally, we disagree with the statement that DLT does the reconciliation process faster and more efficient; it in fact makes the reconciliation of information on the DLT unnecessary since the records are shared among participants of the DLT themselves. This being said, it needs to be pointed out that this only refers to the information and participants that are on the DLT (reconciliation may however continue to be required for other information not held/available on the DLT).
Further on paragraph 11, currently we do not see how a reduction of the incumbent intermediaries could be achieved. Looking at the value chain of participants– Stock Exchange, Clearing House, CSD, CSD’s participants (i.e. banks), final beneficiaries - no redundancies could effectively be identified. This is due to the fact that from a regulatory and market practice perspective, each intermediary in the above chain plays a very specific and necessary role. It is likely that these roles with clearly set responsibilities would continue even after the adoption of DLT solutions and without accompanying a regulatory change.  Of course, depending on the DLT adoption and its specific implementations the operational processes may be altered as a result of DLT, while different roles and/or activities performed might need to be adapted. Finally, it will be the market forces and potential regulatory changes that will decide if any such change is possible. 

Paragraph 12 –The instantaneous (near-real time) clearing and settlement from a technical point of view can and is already offered in some markets today. The current market practice in the EU is a settlement cycle of 2 days after trade date (S= T+2) as recently defined under the CSD Regulation (CSDR). This cycle would not necessarily be changed by any DLT technology (except if current business structures change), since it caters for the different processing times along the chain:
· Providing windows for settlement between markets which have opening times in different time zones. 
· Granting efficiencies derived from trade netting, which results in only net movements being settled (as opposed to all trades being settled on a gross basis).

In paragraph 13 - we do not see a way in which DLT in itself would reduce the possible ambiguity of the contractual terms of services. This is again a question of the national, EU and non-EU legal framework differences and market practice rather than one of technology. While we agree that DLT could provide a unique reference database system as indicated in paragraphs 13 and 14. As with any technological solution, providing a “single source of truth”, success is dependent on whether the laws allow it and how the implementation takes place, rather than the nature of the technology itself.

In paragraph 15 – DBG agrees with the statement that DLT could offer advantages in the automation of the processing of some simple corporate events, but we point out that issues in achieving full automation in this area still lie in the diversity and complexity of local regulation and law associated. 
Further, as pointed out above, we do not feel that DLT in and of itself will help to reduce the uncertainty attached to the contract terms. The potential for human error exists both in the writing of legal contracts as in the writing of smart contract code. We believe that the reduction of uncertainty with regard to contract terms is more a question of market practice and implementation.

Paragraph 17 – Notwithstanding the regulatory role of the CSD and the laws governing the use of FMIs, DBG agrees with the statement that DLT could be used to issue digital securities and track their ownership, subject to the above comments to paragraph 13. The legal status and legitimacy of any such issuing entity has still to be evaluated. 
With regards to DLT’s ability to “help support issuance related services”, again, we tend to believe that streamlining the issuance process is also related to market practice and legislative framework of a given market as well as technological issues. Technological issues however could potentially be solved by means of DLT.

In paragraph 18 - when referring to a “trusted source” in the DP a distinction needs to be drawn between “electronic trust” (i.e. trust in the programming of the DLT to behave in a certain way) and “liability” (i.e. the contractual and service level documents current infrastructure maintains with their participants). Both elements of “trust” would be necessary were DLT solutions are to be adopted, and while DLT presents certain benefits in terms of “electronic trust” we do not see additional advantages with regard to the “liability” side. This point would also need to be considered and guaranteed in all DLT implementation processes. 

DBG believes that paragraph 19 erroneously assumes all assets and transactions would be recorded on the DLT, which can only be fully true in a “pure DLT world”. DBG questions the statements on whether DLT can handle a theoretically unlimited amount of information at an increased speed. At least during any implementation/initiation phase, DLT would need to operate in parallel to other legacy systems, thus requiring reference to multiple sources in order to maintain a complete oversight. 

Paragraph 20 points towards DLT being an opportunity to reduce the settlement cycle, thus reducing counterparty risk.  In the case of CCPs, the DLT can indeed eliminate the counterparty risk of certain transactions and remove the need for CCP clearing, but this only in those instances where the trading is either on DLT or can be transferred to the clearing system in real-time (if outside DLT). In all other cases CCP clearing would still be required. In order to avoid misunderstandings it should be noted here that the arguments only apply for settlement risk. The elimination of credit risk outside the settlement process, e. g. from open derivatives positions is not discussed here. 

Paragraph 21 - We concur with ESMA that the benefits of clearing transactions through a CCP will prevail in the future. In fact additional advantages like netting, which apply not only to derivatives transactions, but also to stock exchange transactions makes CCP clearing all the more appealing going ahead. Our comments hereunder will further validate these considerations.

Paragraph 26 dwells on the security of the DLT technology, a statement which we rather support with the caveat that no technology is infallible. Illicit access to keys, or peripheral systems interacting with the DLT would continue to represent security risks. Moreover, the potential risk of human error in writing the code and the deployment of smart contracts, may also lead to unforeseen vulnerabilities.

On paragraph 27 while the cost reduction potentials mentioned seem plausible, DBG cannot make statements regarding the cost of DLT production systems at this point in time as we do not have sufficient experience with these systems yet. 

Paragraph 28 - The DLT possibilities are many to ripen other areas of benefits, however these opportunities still need to be accurately evaluated to clarify the usefulness of the ever growing aspects of the DLT opportunities. We believe at this point in time nevertheless, that DLT will currently have a rather limited impact on the trading element of a security’s lifecycle at least for the majority of markets and businesses that DBG serves.
 
<ESMA_QUESTION_DLT_1>

Do you see any other potential benefits of the DLT for securities markets? If yes, please explain.
<ESMA_QUESTION_DLT_2>
 
Generally, DLT introduces the possibility of streamlining of processes in the industry. Potential additional benefits can be expected in several areas such as access, provided that solutions are found to overcome the risks that DLT may pose with regards to data confidentiality and protection.

In general, each individual component of the value chain can be moved to the DLT. Whether it is more effective to do so than continue with the solutions currently in place is still to be seen, and will depend on the particular deployment of the DLT system in question.

<ESMA_QUESTION_DLT_2>

How would the benefits of the technology be affected, in the case where the DLT is not applied across the entire lifecycle of securities (i.e., issuance, trading, clearing and settlement, safekeeping of assets and record of ownership) but rather to some activities only?
<ESMA_QUESTION_DLT_3>

DBG is of the opinion that the specific design, deployment and usage of the DLT will have a major impact on the potential benefits the technology could bring. 

Most or all benefits would be affected negatively if only certain aspects of the lifecycle of securities are in the DLT, since there will be less certainty and more gaps in the history of the transactions, thus the positive side (security, transparency, etc.) of the DLT might be greatly diminished.

Moreover, the greater the fragmentation in this respect, the higher the likelihood for a need of an increased number of interfaces, and hence the reconciliation, security and configurability concerns that would arise through the interfacing of different systems would increase (along probably with costs). 

<ESMA_QUESTION_DLT_3>

Which activities (e.g., post-trading, other activities), market segments and types of assets in the securities markets are likely to be impacted the most by the DLT in your opinion? How is the DLT likely to modify the way securities markets operate? Please explain.
<ESMA_QUESTION_DLT_4>

From a DBG perspective, we would see settlement, OTC trading and distribution of corporate action proceeds as the activity areas perhaps adopting DLT before others. Current findings indicate that this technology could also be suitable for collateral management and settlement processes.
But, as earlier mentioned, this impact is currently not likely to reach the exchanges, at least not on a big scale. It is difficult to replicate in a decentralized environment like DLT the integrating role that exchanges play as the place where traders gather, trades are matched and where price formation occurs. 
DLT itself also provides business models for new and different types of intermediaries, in the offering for example of issuer and investor services. 

With regards to the market segments and the types of assets to be impacted the most by the DLT, we believe that a distinction between market segments and respective types of assets is not appropriate and has to be evaluated at a case-by-case basis. 
The transition to DLT will however come at a material cost, and such transitional costs will have to be considered in the overall changeover management. 

<ESMA_QUESTION_DLT_4>

According to which timeframe, is the DLT likely to be applied to securities markets in your view? Please distinguish by type of activities, market segments and assets if relevant.
<ESMA_QUESTION_DLT_5>

DBG believes that the barriers relating to the adoption of DLT fall broadly under 3 categories, namely “Technology,” “Regulation” and “Standards”:
1. Technology is not ripe enough to replace current systems. As much as current improvements look promising, they currently face several constraints such as the lack of scalability and performance and the potential for conflict between transparency and the confidentiality of information.
2. Regulation on DLT is still largely missing. The current expectation is that the importance of it will be in ensuring the stability and integrity of the technology itself. Regulators are currently evaluating this new technology. 
3. There are currently no standards with regards to the design and deployment of DLT. This allows for multifarious solutions to be built on the technology which may or may not be able to interoperate, increasing complexity and fragmentation risk. 

Learning from what DBG has worked on exploring DLT opportunities, the full potential of DLT will only be realised through cooperation among market participants, regulators and IT technicians and this process will take time. However, first proof of concepts and small use cases which suit the current technology level and have no impact on current regulations can be developed and deployed fast.

Further, the timeframe topic depends which implementation is being discussed. For smaller aspects of the DLT, the market could start seeing some usage in the short/medium term.
But the timeframe for a more common usage might indeed take a longer time as the financial industry will need to have legal certainty in mitigating the risk of DLT. It is generally very difficult to predict timeframes as the DLT needs to have a more defined shape to allow the regulators to legislate accordingly. 

In summary, the timeframe for adoption is contingent on the speed of developments and the construction of satisfactory prototypes and laws for the market to use.

<ESMA_QUESTION_DLT_5>

How might your organisation benefit from the introduction of the DLT?
<ESMA_QUESTION_DLT_6>

Currently, the business and IT systems in the financial industry are particularly centralised. When businesses interact with one another, this centralisation results in complex reconsolidation processes to align on the same understanding of records based on ledgers spread across different systems. DLT provides a technology layer that aims towards distributed systems. 
This brings market participants together and enables efficient peer-to-peer interaction without the need of complex reconsolidation processes which can potentially result in cost reduction, process simplification and higher market efficiency.

DBG as a group maintaining entities involved in different elements of the lifecycle of securities, believes that opportunities are also present through greater integration and interaction between the systems of separate layers of this value chain.

<ESMA_QUESTION_DLT_6>

If you are working on a concrete application of the DLT to securities markets please describe it (i.e., which activities, which market segments, which type of assets and for which expected benefits) and explain where you stand in terms of practical achievements in relation to your objectives.
<ESMA_QUESTION_DLT_7>

DBG is represented in the Board of the Hyperledger Project. We have also invested in and have representation on the Board of Digital Asset Holdings.

<ESMA_QUESTION_DLT_7>

Do you agree with the analysis of the potential challenges? Please explain, e.g., are some more important than others, are some irrelevant in your view.
<ESMA_QUESTION_DLT_8>

We agree with the summary. 

DLT will have profound implications to the way in which solutions using fiat currencies will be developed going ahead, in this regard all options should be kept open for consideration. In this same logic, the ESMA DP should not only focus on the “Need to settle in central bank money”, this heading should be adapted to the content of the whole paragraph. 

A further comment to paragraph 34 on the position netting – the paragraph talks about the “current design” - to our knowledge there is no current design standard as such. By nature DLT operates on a transaction by transaction basis. This is the main reason why netting effects are not considered in pure DLT implementations. 

<ESMA_QUESTION_DLT_8>

Do you see any other potential challenges? If yes, please explain.
<ESMA_QUESTION_DLT_9>

We agree with the summary of potential challenges, which is essentially comprehensive in nature.

<ESMA_QUESTION_DLT_9>

Which solutions do you envisage for these challenges and where do the current initiatives stand in terms of practical achievements to overcome them?
<ESMA_QUESTION_DLT_10>

As DBG has readily pointed out in our response to Question 2, we see the greater challenges emerging around governance, standards, regulation and market practice to define the internal rules of the DLT. 
Here we rely on the forthcoming constructive dialogue between regulators and market participants to ensure that appropriate rules will be established and to which all players will adhere to.

With regards to ESMA’s points on recourse mechanisms and position netting in paragraphs 33 and 34, this will be highly dependent on the design of the DLT platform and the market practice governing its operation. While many of the points indicated in these paragraphs are accurate for current implementations, this does not mean that DLT necessarily has to operate in the same way. We could easily imagine validation and governance steps being built in to avoid the impact of mistakes and errors, or indeed a delayed settlement latency to allow for time to revoke instructions.

<ESMA_QUESTION_DLT_10>

Do you agree with the analysis of the key risks? Please explain, e.g., are some risks more important than others, are some irrelevant in your view.
<ESMA_QUESTION_DLT_11>

[bookmark: _GoBack]DBG agrees with the majority of the risk analysis provided, however, we would like to raise the following precisions:
· DBG concurs with ESMA’ s assessment in paragraphs 49 and 50 that glitches and failures in a DLT solution could potentially have far more wide-ranging consequences than in currently applied technologies, considering that DLT solutions are shared between a greater number of participants. With regard in particular to your points in paragraph 49, incorrect figure entry in a DLT system would not be picked up through the reconciliation procedures in operation in current infrastructure. It is for this reason that we do not see the introduction of DLT as a manner of reducing the need for checks and balances to prevent such errors. Similarly in paragraph 50, as you correctly point out, errors in the coding of smart contracts could create widespread risks. Again here, the solution lies in governance, market standards for the coding of such smart contracts, and potentially regulatory controls on who is authorised to deploy such code.
· We disagree with the points ESMA raises in paragraph 51. Risks associated with herding behaviour occur more at the trading level rather than the settlement level (we currently see greater opportunities for deployment of DLT in post-trade activities such as settlement than in trading itself). Similarly, while the DLT obviously distributes the ledger to multiple participants, thus potentially increasing clarity of transaction history and ownership, it does not automatically follow that it increases the interconnectedness of participants when it comes to the operational tasks of settlement. 
· In paragraph 53 ESMA refers to competition issues. Again here, we would see this as an issue arising from the implementation of any major shared settlement system, and this issue does not appear to have hindered the development and implementation of other such European-wide platforms (for example, TARGET2-Securities.) Moreover, if multiple DLT solutions were introduced under the principle of fair competition, barriers to interoperability could arise from divergent market practice or jurisdictional issues.

We also maintain that from the perspective of key risks, any system deployed on DLT should be subject to the same understanding of rules and regulations as those systems already in place today.  

<ESMA_QUESTION_DLT_11>

Do you see any other potential risks? Please explain.
<ESMA_QUESTION_DLT_12>

DLT may lead to the emergence of companies providing alternative business models and solutions to those provided by incumbent infrastructure providers today. Without adequate governance and regulation, such companies may pose risks in terms of liability.

Finally, if the DLT is fast paced (shorter settlement periods and direct dealings between participants), the monitoring roles of various authorities, including prudential supervisors, might change increasingly.

<ESMA_QUESTION_DLT_12>

How could these risks be addressed? Please explain by providing concrete examples, especially for the risks potentially affecting your organisation.
<ESMA_QUESTION_DLT_13>

DBG sees in this regard the greater challenges emerging around governance, standards, regulation and market practice. Once more, we believe the solution in relation to these challenges will rely on the dialogue between regulators and market participants to ensure that appropriate rules are established and adhered to. Considering the large like range of areas in which the DBG is active, we believe financial groups as ours could cooperate with the authorities to enable and assist in the monitoring obligations within this context.

<ESMA_QUESTION_DLT_13>

Do you think that the DLT will be used for one of the scenarios above? If yes, which one(s)? If no, please explain?
<ESMA_QUESTION_DLT_14>

In relation to the possible scenarios, DBG believes that all scenarios listed in the DP are potentially and theoretically possible, based on the economic benefit market participants would see in adopting such models. However, based on current possibilities for using DLT we would like to highlight the potential for each scenario:
Scenario 1 “OTC Derivatives”:
a) With respect to OTC derivative transactions which are subject to a clearing obligation, the offering of a DLT based clearing solution by an existing CCP would be subject to the same EMIR requirements as the offering of a DLT based clearing solution by a newly established CCP. Therefore, if a DLT based clearing solution as such would not be EMIR compliant (as is indicated in the DBG response), it would not make a difference whether this solution is offered by an existing or a new CCP.
b) With respect to OTC derivative transactions which are not subject to the clearing obligation, the DLT could indeed be used in a way to ensure the compliance with the risk reducing measures stipulated by Art 11 EMIR.
Scenario 2 “Exchange Traded Derivatives”: Here, DBG would assume that the same applies with respect to OTC derivative transactions which are subject to a clearing obligation.  
Scenario 3 “Transactions of other Types of Assets”: We concur that in this scenario the use of DLTs could indeed be considered. 

<ESMA_QUESTION_DLT_14>

If the DLT is used for one of these scenarios, how compliance with the regulatory requirements attached to each scenario could be ensured?
<ESMA_QUESTION_DLT_15>

With respect to OTC derivative transactions which are not subject to a clearing obligation, the DLTs could be used to achieve compliance with Article 11 of EMIR. The relevant information included in the DLT could be constructed in a way that it would qualify as a “timely confirmation”. Further, the exchanges information could also include all required information to perform the reconciliation of the relevant transaction portfolio between the parties. 

<ESMA_QUESTION_DLT_15>

Do you think that the DLT will be used for one of the scenarios above? If yes, which one(s)? If no, please explain?
<ESMA_QUESTION_DLT_16>

DBG believes that systems are already in place today matching the description of scenario 1. 
Scenario 1.1 would indeed be possible and has potential to occur in countries outside the EU, while scenario 1.2 is more likely in the EU environment. Scenario 2 would be possible in a longer term perspective only.

<ESMA_QUESTION_DLT_16>

If the DLT is used for one of these scenarios, how could compliance with the regulatory requirements attached to each scenario be ensured?
<ESMA_QUESTION_DLT_17>

Once more, DBG believes there is an ongoing need for dialogue between regulators and market participants to ensure that an adequate regulatory framework is developed to meet that solutions are found and used to address the cases that will emerge.

<ESMA_QUESTION_DLT_17>

Do you think that the DLT will be used for safekeeping and record-keeping purposes? Please explain, with concrete examples where appropriate.
<ESMA_QUESTION_DLT_18>

DBG believes that investors (both retail and institutional), retail banks, depositories, registrars and issuers could potentially use DLT for the safekeeping and record-keeping. How this could be implemented will depend to a large extent on local market practice and regulation. For example, it is our understanding that the physical certificate required under current German Law, as mentioned in paragraph 105, applies to German issued securities, but not to all foreign securities held by German investors. Factors of this nature would have to be taken into consideration were DLT to be used for safekeeping and record-keeping purposes.

This new technology could help to streamline processes across the entire industry, making them faster and making certain process steps more secure.

DBG finds scenario 1 unlikely for corporate issuers, which will probably still want to act via a commercial bank rather than issuing securities directly. Governments and Sovereign issuers may however see a benefit in the technology here. 

<ESMA_QUESTION_DLT_18>

If the DLT is used for the safekeeping and record-keeping of ownership, how could compliance with the regulatory requirements be ensured?
<ESMA_QUESTION_DLT_19>

As already mentioned above, a step towards using DLT for the safekeeping and record-keeping of ownership would eventually develop if an industry-wide forum were established to deal with the streamlining processes at market level. This could be secured if a platform for dialogue on this subject in the market were put in place.

<ESMA_QUESTION_DLT_19>

Do you think that the DLT will be used for regulatory reporting purposes? Please explain, with concrete examples where appropriate.
<ESMA_QUESTION_DLT_20>

Recent regulations (e.g.: MiFIR, SFTR, etc.) enforce the timely reporting on post-trade transactions which pose a challenge to market participants. DBG considers that the DLT technology could be potentially used for reporting and oversight by facilitating the collection, consolidation and sharing of data for reporting purposes:
· Dealing with the increasing volume of transactions to be reported on a daily basis (T+1). 
· Enhancing data quality and reconciliation due to a shared common ledger that records each transaction and the creation of smart contracts that will be signed by both counterparties. 
· Managing reporting timing issues by processing data in real-time and making data readily available to TR’s and regulators.
· We generally agree that DLT could solve certain issues in the area of cost and especially reconciliation across different systems – many of which are being upstream of regulatory reporting but nevertheless part of an overall process. Cost savings might occur both, intra-operational within one firm, but as well inter-operational across multiple firms. At the same time other costs might have to be counted against the savings in the form of significant computational resources (such as data storage capacity, network capacity) introduced by DLT, as well as necessary technical adaptions with potentially wide-spread effects within the Financial Industry.
· A detailed upfront step-by-step analysis would therefore be essential, ideally through ongoing close liaison between regulators, technical experts, market participants and service providers. DBG would deem it sensible to set-up a working group between regulators, legal counsels, reporting service providers like Approved Reporting Mechanisms (ARMs), TRs and RRMs as well as other regulated entities. Goal should be to evaluate the real potential through detailed use cases (partial processes), necessary pre-conditions as well potential risks and finally a cost/benefit analysis in order to derive a common understanding of the additional benefits DLT could bring to regulatory reporting.  
· Protecting currently achieved standards or even introducing further standards will be essential in order to keep markets efficient and avoid frictions. Thought should be given to any interfacing systems, as DLT might not be applied as a solution on its own. Data upload, data processing and analysis are some examples where interfaces to different technology could still be required. 
· For the avoidance of doubts we do not see DLT to be applied in real-time reporting in line with MiFID though Approved Publication Arrangements (APA) as this data has to be published in real-time in order to deliver to price forming public information. 

Efficiency gains most likely on IF level (focus on intra-firm reconciliation)
· With regards to regulatory reporting, we face a value chain of Trading – Clearing – Settlement and Reporting. While we currently do not expect that the whole process chain would be based on DLT, we expect that parts of that chain might use DLT.
· Looking at the process chain of regulatory reporting on a micro level much of the slowness of the reconciliations process as discussed today is a result of inefficient "inter-organizational workflow” at the IFs which in our view currently creates the biggest and most costly challenges for regulatory reporting. Data necessary for reporting is usually distributed across different systems which are not communicating with each other and where different access controls may hinder smooth data flow (DLT may streamline middle and back-office processes with automation of some tasks which are currently performed manually).  Efficiency gains most likely would be significant here. 
· On a macro level it is our assumption that efficiency gains will be depending on the grade of application of DLT within the industry as even smaller market participants would ideally be in the position to participate in DLT once applied.  The running of multiple different reporting processes/systems - for DLT and for the currently applied conventional reporting methods - could otherwise initially make a transitory period rather more inefficient and costly than the other way round. Regulators as well could be affected with higher costs during a transitory phase as different technical requirements/systems would have to be catered for, in order to be in the position to cross- analyse the data submitted to them via two different technology solutions. 

Timing of DLT for Regulatory Reporting
· DLT still is in its infant shoes and depending on what use case or industry rather experimental. Accompanying regulations as well as defined and agreed standards for DLT within the industry are currently missing as well. While we consider DLT to be an exciting technology, we need to point out that the recent regulatory reporting requirements have led to a gradual harmonization and adoption of standardized formats, processes, IDs, and delivery times of reports only to mention a few achievements. Those achievements should be fostered further as sensible standards will remain a prerequisite of smoothly functioning markets even	or especially in case DLT might be applied in this space. 
· DLTs used for reporting may have to be interoperable with other DLTs (potentially across different processes) to gain the biggest efficiencies, as such this requires agreements about data interoperability and policy interoperability and potentially adherence to international standards. But please note as well that with stronger interconnectedness the overall system might become more prone to cyberattacks. 
· We do not expect a significant immediate up-take of DLT for reporting purposes in the financial industry. In the meantime, partial solutions or isolated applications might develop on DLT and Smart Contracts. It will be interesting to see how the uptake of these new services will go, and furthermore, if regulators will be in the position validate or authorize the system.  

Regulators could be provided with greater transparency by accessing the ledger, potentially with greater visibility than other participants depending on how the DLT was designed. As such the operational procedures for collecting information currently reported may have to change. 

Furthermore, we believe that for an efficient and harmonised implementation of such technology, an industry-wide standardisation is also required. In addition, the technology will only be beneficial and increase value for each user, as others adopt the technology and contribute to it. For instance, both counterparties to a trade (this could be a financial or non-financial institution) that are subject to the reporting obligation need to adopt the DLT technology in order to confirm the trade and to allow the reporting of such a trade.  

DBG acknowledges that the implementation of the DLT for reporting purposes would need the support and contribution of all impacted entities. It is important to underline that the development and deployment of such a technology represents significant costs for TR’s as well as for market participants who have been until now investing on improving EMIR data quality (e.g.: EMIR level 2).

<ESMA_QUESTION_DLT_20>

If the DLT is used for regulatory reporting purposes, how could compliance with the applicable regulatory requirements be ensured?
<ESMA_QUESTION_DLT_21>

Again, DBG considers that there is an ongoing need for discussion between regulators and market participants to ensure an adequate regulatory framework is developed to meet the several use cases that will emerge.

As concrete system topologies as well as governance models for DLT are not determined yet, we feel that it is too early to discuss what entities would operate/run a DLT network. 

Concrete actions are needed to ensure compliance when using DLT technology for regulatory reporting, including: 
· The setup of substantial legislative and regulatory framework by ESMA, including the attribution of roles and responsibilities in the market, especially in terms of data management. 
· Significant supervision by ESMA for continuous monitoring of the well-functioning of the market and the technology itself.
· The protection of data confidentiality, especially in the context of MiFIR where market participants have to report personal data and the “right to be forgotten” as raised in our answer to question 23 will require due consideration going ahead. This could potentially be done via the creation of permissioned environments. 
· The development of a cybersecurity system.

<ESMA_QUESTION_DLT_21>

Do you think that the DLT could be used for other securities-related services than those already discussed, in particular trading and issuance?
<ESMA_QUESTION_DLT_22>

Current findings indicate that this technology could be suitable for Clearing and Settlement as well as areas with “high value” and “low frequency”. However, the technology is still under development and therefore we cannot conclusively decide where this new technology might be deployed in future. 

<ESMA_QUESTION_DLT_22>

Do you see potential regulatory impediments to the deployment of the DLT in securities markets?
<ESMA_QUESTION_DLT_23>

An important question to be addressed by ESMA when drawing the conclusions on this DP would be clarifying the relationship between the DLT systems and the Settlement Finality Directive (SFD). Also, as DLT relies on a distributed/network architecture the ownership of the system per se is hard to define. Such questions relating to how this technology will be governed should therefore need to be determined jointly with the regulator.

Furthermore, making permanent records is widely seen as an important feature of DLT. However, in case DLT is deployed to capture transactions of retail investors or any other data belonging to natural persons, then the immutability could be in contradiction with Regulation (EU) 2016/679 General Data Protection Regulation, Article 17 Right to erasure (‘right to be forgotten’).

<ESMA_QUESTION_DLT_23>

Should regulators react to the deployment of the DLT in securities markets and if yes how? If you think they should not do so please justify your answer.
<ESMA_QUESTION_DLT_24>

DBG believes that financial market actors and regulators should work together to ensure that legislators do what is necessary for the full benefits of DLT to be achievable. 

<ESMA_QUESTION_DLT_24>
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