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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>
1. DLT has the potential to transform capital markets given its potential to enable instant value transfer between two counterparties without the support of a trusted third party, thereby removing the need for certain intermediaries.
2. However, it is not yet a mature technology and faces important challenges. In particular, these concern questions regarding DLT’s capacity to support large volumes of transactions and preserve anonymity as well as the ability of the whole financial ecosystem to agree on common standards.
3. We consider that as long as DLT is applied to perform regulated services or functions this should be done under existing regulatory requirements. Otherwise, there is a risk of creating unregulated areas in post trade that could bring about a new form of systemic risk.
4. Most financial institutions are now involved in DLT initiatives. The industry consensus is that DLT may have the most impact on post-trade, potentially challenging the value brought by CCPs, clearing members, custodians and/or CSDs.  While the impact on trading is expected to remain limited, listing and control processes (KYC, etc.) may also benefit from DLT. 
5. Euronext is currently creating a simplified post-trade infrastructure for a selection of SMEs in partnership with the relevant stakeholders. , CCPs,Ds) on the discussio
<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>
Yes, Euronext broadly shares the same assessment of the benefits of the DLT regarding: (i) clearing and settlement, (ii) record of ownership and safekeeping of assets, (iii) reporting and oversight, (iv) counterparty risk, (v) efficient collateral management, (vi) availability, (vii) security and resilience, and (viii) costs. Euronext would, however, highlight an additional major benefits for issuers, namely improved access to end investors’ and shareholders’ identity. This would be a welcome outcome given the current challenges around access to such information by issuers. 

However, depending on the segment(s) where DLT might be used, these benefits could also materialise as risks in the following ways: 

· Security  and resilience: there is a risk of DLT delivering inefficient outcomes  in respect of market segments where the volume of information to be processed is high. This is due to current limits in DLT’s capacity to handle large amounts of transactions at any particular time, for instance in the blue-chip segment;
· Costs: the shared and decentralised nature of DLT renders it, to a certain extent, more cost efficient in respect of information storage and sharing. However, in parallel this very same characteristic brings with it significant processing costs;
· Decentralised nature of DLT networks: there is no legal entity bearing responsibility for reconciling individual holdings with the number of total assets having been issued, and for managing any potential discrepancies (to maintain the integrity of the of the issue). 

At the same time, Euronext does not agree with some of the additional benefits listed in Section 3.9. Intrinsically, hosting a completely multilateral order book - where prices are purely formed from the interaction of buying and selling interests - is impossible on DLT. This is due to the fact that this technology does not allow trading interests to interact in real-time. However, order book hosting and order matching on DLT may be possible for products where trading is either one or a combination of: (i) mostly bilateral, (ii) mainly market-maker driven, and (iii) based on prices derived mainly from exogenous parameters. 
<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>
In addition to the benefits identified in the Discussion Paper (DP), Euronext believes that the potentially lower transaction processing costs enabled by the DLT (on market segments where its implementation is possible) will drive demand for securities up, thereby decreasing financing costs for SMEs, and ultimately fostering this market.
<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>
Even if DLT is only applied to certain market segments, its benefits may be material. However, some of the benefits listed in the DP are inter-dependant: for instance, Euronext believes that the clearing and settlement benefits will not be realised - or only marginally - in the absence of DLT implementation in respect of record of ownership. In addition, and again on this segment, the benefits will be increased if the DLT is also used for cash and security accounts hosting as well as safekeeping. In our view, DLT is likely to have most impact on post-trade, principally settlement, asset safekeeping, record of ownership and security registrar, with limited application on trading due to technical and functional hurdles.
<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>
DLT has the potential to impact all areas of financial markets significantly. However, as it is still an immature technology at this stage, it is difficult to predict with great accuracy exactly how it will reshape capital markets. However, based on current developments, Euronext believes that DLT has the potential to reshape profoundly  post-trade , for cash products facilitating a move towards T+0 settlement. In all likelihood such a move would require a rethink of how clearing operates as central counterparty risk management will have to change. DLT will also facilitate a rationalisation in cash markets of the information chain and will, in particular, enable issuers as well as regulators to easily access the identity of security holders in near real-time.

Another area that is also expected to be greatly impacted by DLT relates to the ‘Know Your Client’ and Anti-Money Laundering controls. Improvements should be expected via the facilitation of robust registration of client identity, characteristics and updates (including regarding payments and settlement), as well as via the avoidance of duplicated processes. This should therefore limit error risk and provide a robust audit trail. Finally, DLT could also profoundly change derivatives trading, as the use of smart contracts[footnoteRef:2] will enable counterparties to customise contracts so that they truly reflect their hedging and exposure needs regarding the underlying and contract lifetime, with a more straight through settlement process.  [2:  Smart contracts ‎are programmable contracts defined with computer code which can facilitate, verify execute, and/or enforce contracts terms automatically in the blockchain.] 

<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>
The consensus view appears to be that although numerous projects have, and continue to be conducted on DLT applications, large-scale implementation of the DLT technology on security markets is expected to take another five years. This is because in order to develop across industry segments and participants, DLT will require market participants to agree on entirely new sets of standards, a process which will take time. In addition, DLT is likely to continue evolving in such ways that its impact on security markets may differ from that which is currently observed.
<ESMA_QUESTION_DLT_5>
How might your organisation benefit from the introduction of the DLT?
<ESMA_QUESTION_DLT_6>
For Euronext, as an Exchange, the most direct expected benefits are likely to be two-fold. The first one relates to the potential for DLT to enhance the efficiency of the transaction chain, starting first with post-trade processes, thereby providing a more attractive trading - and ultimately - issuing environment for investors and issuers respectively. 

The second major expected benefit relates to the potential for DLT to rationalise and improve the registration, processing, storage and communication of data. Due to the intrinsic as well as current limitations of DLT regarding real-time processing and its capacity to handle large volumes of information, this benefit is expected to apply to a limited segment of the data handled by Exchanges and financial market participants, namely static as opposed to real-time data to begin with.  However, the benefits are still expected to be material as DLT will enable the removal of process duplication, reduce errors and facilitate information sharing, internally as well as with external shareholders (regulators, clients, etc.).
<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>
Euronext is currently creating a simplified post-trade infrastructure for a selection of SMEs in partnership with the relevant stakeholders. In this context, Euronext is working with other industry’s stakeholders to  create a simplified post-trade infrastructure for a selection of SMEs. 
<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>
Yes, Euronext broadly agrees with the analysis presented in the DP. In particular, Euronext considers that the main issues relate to the difficulty for financial participants at large to agree on the common standards required to implement this technology on a large scale. In addition, another major constraint regarding the implementation of DLT on a large scale relates to its current and intrinsic capacity limitations: due to its very nature, DLT can process information and transactions in close to real-time but not real-time. This limits its application to segments where real-time processing is necessary (e.g. pre-trade market data). 

Euronext believes that issues related to recourse mechanism are of a lower importance as solutions to update the chain to correct errors are likely to be developed. Solutions could also be developed regarding governance issues, either by replicating the current construct regarding participant authorisation (via regulated and authorised parties) or via alternative processes. Regarding privacy issues, Euronext agrees with the solutions presented in the DP, and believes that several alternatives can be applied to protect privacy in respect of:

· Access and connection rights to the DLT;
· Data visibility and usage rights;
· Visibility and access to contract execution.  

However, Euronext disagrees with some of the challenges presented in the DP. In particular, Euronext believes that position netting will not necessarily remain key in an environment where T+0 settlement is possible and where assets and cash can be moved directly between the two counterparty’s accounts. <ESMA_QUESTION_DLT_8>
Do you see any other potential challenges? If yes, please explain.
<ESMA_QUESTION_DLT_9>
Please refer to the first paragraph of our response to Q8.
<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>
In order to overcome the two main challenges presented in our response to Q8, we believe that the following elements are required:

· Agreement on common standards: industry working groups should develop common standards. As DLTs solutions are implemented, it is likely that a common alignment toward the most effective standards that have been tested in real conditions will emerge. 
· Improvements to DLT capacity to handle transactions in real-time and in large volumes at any points in time: DLT’s capacity is evolving quickly, and it is likely that it will be able to cope with the volume-capacity challenge in the near future as the technology develops and matures. All the same, an important uncertainty remains regarding the capacity of the DLT to handle transactions and information in real-time due to its decentralised processing, verification and validation process. However, as technology evolves, the latency of these processes may decrease and alternative solutions to enable the use of DLT to be compatible with real-time processing needs may be developed.
<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>
Euronext believes that most of the risks analysed are very similar to the ones that exist under the current capital market construct:

· Fraud and money laundering risks: Euronext does not believe that DLT will increase these risks, even if such risks will likely be structurally different on DLT-based solutions in comparison to standard-technology ones. These risks are being addressed and solutions to mitigate them do exist, even if, just as with other technologies, zero-risk can never be delivered. Regarding anti-money laundering specifically, Euronext believes that the irrevocable and shared nature of DLT will make it easier to trace and prevent fraud, even if this implies setting up additional layers regarding customer identification and updates. 
· Market volatility: Euronext does not believe that DLT will have an impact on market volatility. 
· Operational risks: Euronext agrees with ESMA’s assessment and believes that although some risks will continue to exist, the use of DLT will broadly contribute to a reduction of operational risks.
· Risks to fair competition: these are not structurally different on a DLT-based construct than on a standard one as, even today, technology and protocol differences can be increase the risks of fraud.
· Other risks: 
· Complexity: Euronext believes that all DLT initiatives in financial markets encompass solutions to mitigate the new layer of complexity introduced by the need to use cryptographic features to secure transactions and data. 
· Migration: Euronext agrees that migration and co-habitation between DLT-based solutions and non-DLT-based ones will have to be handled very carefully and may introduce a certain complexity at the beginning.
<ESMA_QUESTION_DLT_11>
Do you see any other potential risks? Please explain.
<ESMA_QUESTION_DLT_12>
Euronext believes that another important risk relates to the fact that while DLT should enable a  rationalisation of information processing, recording and sharing processes, therefore theoretically resulting in lower costs, it relies on an extensive use of technical capacity to validate and entrench new pieces of information. As this process is totally decentralised, there is a risk that on certain segments it may actually lead to higher costs. Concrete solutions to balance these two aspects in an economically viable way will be central to the success of DLT. 
<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>
Please refer to the responses to Q11 et 12
<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>
Scenarios 1&2: Euronext believes it is unlikely in the near term that DLT initiatives will be conducted on the derivatives clearing segment as derivatives require specific counterparty risk management solutions due to the contracts’ lifetime. DLT is not best suited to providing cost-efficient solutions for this segment given the instantaneity of trading and centralised nature of the database it enables, together with its decentralised access and validation processes. 
Scenario 3: Euronext believes that solutions covering counterparty risk management for cash instruments may require a change in the way CCP operate.  Alternatives to the cash instrument CCP model are being assessed by Euronext and its partners. Please refer to our response to Q7.
<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>
Scenarios 1&2: as highlighted by ESMA, for derivatives covered by the clearing obligation, any solution will require the intermediation of a CCP, either by transmitting order flow to an existing CCP or by ensuring the compliance of the infrastructure created via the deployment of a CCP with CCP requirements and by requesting its authorisation under this status. 
Scenario 3: as highlighted by ESMA, no clearing requirement applies to cash products, so solutions built on the use of DLT will not be covered by such requirements when applied to cash products.
<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>
Yes, Euronext believes that the use of the DLT for settlement is one of the key application areas that has the potential to bring substantial benefits to the whole capital market ecosystem by reducing settlement delay to close to none. 
Scenario 1: depending on the exact DLT solution, it may have to be registered as CSD or as an settlement internaliser and comply with the related requirements. In Euronext’s view, it may be difficult to envisage a settlement solution that falls outside these two definitions. 
Scenario 2: It is most  likely that the DLT would be used for this.
<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>
Please refer to our responses to Q17.
<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>
Euronext believes this is a key application of DLT to securities markets, as it will enable a concentration in a single database of the data related to securities movements, together with an historical overview and the possibility for certain authorised parties to access the whole information, regarding shareholders in a particular stock directly and not via complex and lengthy processes as is currently the case today. In addition, due to the fact that each transaction will result in a settlement, the positions taken by all investors trading in a particular stock will be more easily re-traceable. For a more concrete example of potential use, please refer to our responses to Q7.
<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 highlighted by ESMA, the requirements will differ depending on local regulations. 
<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>
Euronext believes that DLT may enable regulators to access information more easily regarding transactions. Please refer to our response to Q18. 
<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>
Euronext believes that DLT solutions are compatible with regulatory reporting requirements, as the technology enabling regulatory reporting is not constrained per se by regulation. In addition, the regulatory parameters are achievable on a DLT-solution: close to real-time and detailed reporting will be possible via a DLT. 
<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>
For trading, please refer to our response to Q1. Regarding issuance, DLT may enable a facilitation of the security documentation and regulatory process by enabling all stakeholders to access the same database, and hence simplify the issuance process. It may also enable issuers to better follow-up subscriptions to their stocks via their access to the ledger registering stock movements in close to real-time. 
<ESMA_QUESTION_DLT_22>
Do you see potential regulatory impediments to the deployment of the DLT in securities markets?
<ESMA_QUESTION_DLT_23>
It is difficult to say as most work on this topic is at a preliminary stage. However, we would make the following observations: 
· CSD regulation with the requirement to register as a CSD for DLT-based settlement solutions could be a major constraint as, although DLT will act as a pure database (not taking positions), it will be covered by capital requirements which would undermine the operation of such a solution.
· Accounts regulation: locally, in France, in order to be considered as valid, accounts have to be held within regulated entities, which may be incompatible with the objective of streamlining the settlement chain by integrating cash and securities accounts to DLT investors and issuers, therefore limiting DLT in its use as a single registration database, in parallel to a system integrating accounts where actual transaction movements take place. 
<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>
Regulators should balance the benefits and risks posed by DLT without constraining its potential by enabling its application to selected segments, such as SME post-trade. This should be built on by progressively expanding its authorised application scope to new segments depending on DLT technological developments.
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