Proposal to Convert DTC to an International Processing Calendar


DTCC is developing multicurrency settlement capabilities in support of increased cross-border activity.  One of the inhibitors to seamless cross-border processing is DTC’s adherence to a U.S. holiday calendar.  This paper briefly outlines the issue, DTC’s proposed solution and requests your feedback regarding the potential impact to your I/T organization.  This project is not currently scheduled so your feedback will be used to help us determine where in our development agenda this project belongs.
Background:
After its regular close of business at approximately 7:30 p.m., DTC immediately advances its business date and begins running its “night cycle” which processes the bulk of participant’s transactions settling on the next day.  The night cycle normally includes IMS Reintroduced Drops, CNS, ACATS, Institutional Deliveries, Night Deliver Orders, and ends with CNS Stock Loans. At the end of the night cycle participants receive automated output, DTFPDQ, which reports on transactions completed in the night cycle. For example, on a regular Monday evening, we close the books at approximately 7:30, and then we advance the DTC business date to Tuesday and begin processing Tuesday’s transactions.  We do the same thing on Friday evening, advancing the calendar to Monday’s date, and begin processing Monday’s transactions.  In the case where Monday is a holiday, we advance the date to Tuesday’s date and begin processing that date’s transactions on Friday evening.  The same rule applies to mid-week holidays like Fourth of July and Thanksgiving.  
When processing cross-border transactions this presents a serious complication for DTC’s accounting and risk management systems since securities received versus payment in the U.S. for a future settlement date could potentially be turned around for delivery cross-border on a U.S. holiday.  We prevent this scenario from occurring in the Canadian Settlement service but that market is closely aligned with the U.S. in terms of settlement timeframes and holiday calendars.  As DTC moves to support interactions with its European and Asian counterparts this problem will grow more intractable.
Proposal:
DTC proposes to move to an International calendar in which every day is potentially a business day.  We would continue to run our books closing at 7:30 p.m. as we do today, but we would advance the calendar to the next date on which any of our international counterparties were open, instead of the next U.S. business date.  Thus on Friday night, we would advance our processing date to Monday’s date, even if Monday was a U.S. holiday.  In this scenario we would run an abbreviated night cycle bringing in only that activity intended to settle on Monday.  This means we would not be running CNS or regular ID.   The same processing rules would hold for mid-week holidays.  

Impact: 
The main output file from the depository night cycle is DTFPDQ which reports on all transactions processed in or out of a participants DTC account.  CNS produces numerous output files, Position Prior to Night Cycle, Settlement Activity Night Cycle, Balance Order Tickets, Miscellaneous Activity Night Cycle Report, Cash Reconciliation Report, CNS Projection Report, Position Prior to Day Cycle Report, and the Buy-in Report. 
Scenario 1: Monday Holiday

Today, we run the night cycle on Friday night in preparation for Tuesday’s business date.  CNS and ID are brought in, and participants receive output on Friday night relative to Tuesday’s processing.  On Monday night we do not close our books, we do not run a night cycle and participants receive no night cycle output.  In the proposed solution, DTC would run a night cycle on Friday night, but without CNS.  There would most likely be very little ID activity, since only trades settling on Monday would be brought in.  We would produce a DTFPDQ file, but no CNS output.  On Monday night we would close our books for that business date, producing a DTFPART file an, APIBAL file, and all other end-of-day files.  We would then advance the calendar to Tuesday’s processing date and begin running the night cycle for that date.  CNS and ID would run normally, as they would on any non-Holiday Monday.  DTFPDQ would be produced along with all normal CNS output files.
Scenario 2: Mid-week Holiday (4th of July on a Wednesday, in this example)

Today, we run the night cycle on Tuesday, the 3rd, in preparation for Thursday, the 5th’s business date.  CNS and ID are brought in, and participants receive output on Tuesday night relative to Thursday’s processing.  On Wednesday, the 4th, we do not close our books, we do not run a night cycle and participants receive no night cycle output.  In the proposed solution, DTC would run a night cycle on Tuesday, the 3rd, but without CNS.  There would most likely be very little ID activity, since only trades settling on July 4th would be brought in.  We would produce a DTFPDQ file, but no CNS output.  On Wednesday night, the 4th, we would close our books for that business date, producing a DTFPART file, an APIBAL file, and all other end-of-day files.  We would then advance the calendar to Thursday, the 5th, and begin running the night cycle for that date.  CNS and ID would run normally, as they would on any non-Holiday Wednesday.  DTFPDQ would be produced along with all normal CNS output files.

Scenario 3: Regular Week-end (non-Monday Holiday)
The proposed solution would have no effect on current processing.
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