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Foreword
1.

This paper states the Bank’s policy for acting as settlement agent to payment

systems, for providing settlement accounts in sterling in the Bank’s Real Time Gross
Settlement (RTGS) system1 and for granting access to intraday liquidity.
2.

The first section of the document explains the role of payment systems and the role of the central

bank in providing settlement services to those systems. The second section explains how settlement
accounts are used. The third section provides a set of criteria against which payment systems will be
assessed if the Bank is to agree to act as settlement agent. The fourth section sets criteria which will be
taken into account when determining whether institutions will be granted a settlement account. The fifth
section outlines the requirement for members of certain systems to have access to intraday liquidity and the
criteria for institutions to be granted access to that intraday liquidity. The final section sets out the Bank’s
policy for charging for the services provided.

1

For additional information see “The Bank of England’s Real-Time Gross Settlement infrastructure”, Bank of England
Quarterly Bulletin 2012 Q3 at http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/qb120304.pdf
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1.

Payment systems and the role of the central bank

Payment systems
3.

Electronic payments are essential to the functioning of modern economies. In the United Kingdom,

over 98% of sterling payments, by value, are made electronically. Electronic payments are made via
payment systems, each one of which consists of the set of rules and procedures governing the organised
arrangements for transferring value between economic agents via the accounts that those agents have with
the system’s members. A payment system requires a settlement agent to provide final settlement of the
claims and liabilities that arise between their members. This final settlement is achieved via the transfer of
balances between accounts that the system members hold with the settlement agent.
4.

Those members of a payment system for whom the settlement agent is prepared to provide

settlement accounts are known as settlement banks.

Settlement in central bank money
5.

Payment systems will normally seek to use a highly creditworthy, reliable, and, where possible, an

independent settlement agent. Central banks fit these criteria and so often take on the role of the
settlement agent for the main payment systems in a country. In these cases, the settlement asset is
‘central bank money’ i.e. the liabilities of the central bank. The advantage of settlement in central bank
money is that the risk of a failure of the settlement agent is greatly reduced as central banks have the
lowest credit risk and are the source of liquidity with regard to their currency of issue. Indeed, one of the
fundamental purposes of central banks is to provide a safe and liquid settlement asset. Such a reduction in
settlement agent risk enhances financial stability, as payments can be made by users of a payment system
with a greater degree of certainty that they will settle.
6.

Monetary stability is also enhanced by the use of the central bank’s balance sheet to settle

obligations in certain payment systems. This is because the ability to make large value payments swiftly
and with certainty underpins the operation of the interbank money market. This is important to the
monetary transmission mechanism as interbank rates are a key target of the Bank’s monetary policy
implementation.

Intraday liquidity
7.

Payment systems can settle using one of two settlement methods: real time gross settlement or

deferred net settlement (DNS). From a financial stability standpoint, real time gross settlement is the
preferred mode of settlement for high-value payment systems because obligations are settled individually
and speedily, and are irrevocable and immediately final, thereby removing interbank settlement risk.
However, it requires that system members have a greater value of liquidity available than would be
necessary for the settlement of DNS system obligations. This is because for DNS systems only the net
obligations incurred between banks are settled, and these will always be less than (or equal to) the gross
values.
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8.

Settlement through real time gross settlement can only occur if the system member being debited

has sufficient funds (termed ‘liquidity’) available. Most settlement banks hold balances on their account
overnight as central bank reserves; these balances can be used intraday as liquidity for the settlement of
payments. However, reserves may not always be sufficient to fund the settlement of individual, gross
payments as they are presented for settlement on a continuous basis through the day. If such settlement
activity did require more liquidity than was available from reserves, settlement timeliness could be
adversely affected, with settlement banks that were short having to wait for settlement of incoming
payments from other settlement banks before being able to complete settlement of their own payments.
9.

So for payment systems that use the real time gross settlement model, the Bank grants settlement

banks access to on-demand, supplementary central bank money throughout the day – termed intraday
liquidity – to the system members. Currently, the Bank provides intraday liquidity facilities to the members
of the CHAPS payment system and to the CREST settlement banks that support securities settlement in
CREST.
10.

For DNS systems, timely settlement of the clearing requires those settlement banks which are net

payers to have sufficient liquidity at the time of the clearing. The timing of each clearing and the value of
net positions are known in advance.
Use of the Bank’s balance sheet
11.

While settlement of payment system obligations in central bank money and the provision of

intraday liquidity to settlement banks have financial and monetary stability benefits, the Bank must also
protect its balance sheet by setting terms for offering facilities to counterparties.
12.

The Bank can incur credit risk through the provision of intraday liquidity to settlement banks (i.e.

the risk that the borrower may not repay). So such liquidity is generally provided by an intraday repo
2

secured against a defined set of high-quality, highly-liquid collateral. While the Bank seeks to ensure
timely settlement, it aims equally to avoid taking undue risk onto its balance sheet.
13.

In addition to the risk of non-repayment of intraday liquidity and reputational risk, the Bank also

needs to consider the financial stability impact that the failure of an institution holding a settlement account
might have on the integrity of the payment system for which the Bank acts as settlement agent and on the
stability of the financial system of the United Kingdom.
14.

The Bank mitigates these risks by choosing its counterparties carefully and by securing any

exposures with appropriate collateral.

2

Eligible securities are defined at: http://www.bankofengland.co.uk/markets/Pages/money/eligiblecollateral.aspx
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2.
15.

Settlement accounts
For some UK payment systems, such as CHAPS and the embedded payment system that

supports the securities settlement system in CREST, it is a condition of membership that settlement bank
members have a settlement account at the Bank. However, for deferred net settlement (DNS) systems, it
may not be necessary for every member of the payment system to have its own settlement account. Under
a DNS system, payments are exchanged between participant banks during a ‘clearing cycle’, at the end of
which the net obligations between participants are calculated and presented to the settlement agent for
settlement. So settlement may involve only one (or a small number of) payments per day, and an
arrangement where one member makes the payment to settle the obligations of another member via a
correspondent banking relationship may well be efficient. Furthermore, for systems where the Bank acts
as settlement agent, not all system members may be eligible for a settlement account, as settlement
accounts are only provided to certain categories of institution (see Section 4).

16.

Settlement accounts therefore exist in the context of payment system membership. The same

account may be used to settle the obligations from several payment systems, and may also be used for
non-settlement purposes. Conversely, it is not possible to hold a settlement account at the Bank unless an
institution is a member of one or more payment systems for which the Bank acts as settlement agent.
Eligible institutions wishing to become direct participants in a payment system may apply for membership
of that system simultaneously with their application for an account at the Bank.

17.

The Bank also allows banks, building societies, CCPs and designated investment firms (‘broker3

dealers’) to hold reserves accounts as part of its Sterling Monetary Framework (SMF). Whilst these two
types of accounts serve different purposes, for those reserves account holders who are also settlement
banks, their reserves accounts are used as their settlement accounts. Access criteria for settlement
accounts and reserves accounts are broadly aligned, ensuring consistency of access to the Bank’s balance
sheet via its intraday and term facilities.

3

See the ‘The Framework for the Bank of England’s Operations in the Sterling Money Markets’ at
http://www.bankofengland.co.uk/markets/Pages/sterlingoperations/redbook.aspx
and ‘Documentation for the Bank of England’s operations under the Sterling Monetary Framework’ at
http://www.bankofengland.co.uk/markets/Pages/money/documentation.aspx
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3.

Eligibility criteria for the Bank to act as settlement agent for a payment
system

18.

If a payment system settles in central bank money, its members and users benefit from the

mitigation of two risks: credit risk on the settlement agent and disruption risk (i.e. the risk of widespread
disrupted access for the users of payment services arising from the failure of the settlement agent).

19.

In providing settlement agent services, a central bank necessarily takes on certain risks and

responsibilities. Chief among these are counterparty credit risk resulting from the provision in certain
circumstances of intraday liquidity (see section 5), and operational responsibilities. The latter is an
important consideration: the operational reliability of the settlement agent is key to the viability of a payment
system. The criteria outlined below ensure that the Bank focuses its efforts on providing such a service to
those systems where the risk reduction benefits are greatest. The Bank provides a standardised
automated settlement service for DNS systems, and would normally expect any DNS systems seeking to
use the Bank as settlement agent to use that service.

20.

The Bank will act as settlement agent for a payment system if:
(a) the payment system is specified as a recognised system for the purposes of Part 5 of the Banking
Act 2009. Provision of a settlement service in RTGS will, however, be subject to agreement on an
4

operational model that is acceptable to the Bank; or
(b) the payment system is not a recognised system but the Bank considers it desirable to act as
settlement agent in order to reduce credit risk on the settlement agent and the risk of widespread
disruption for members of the payment system and other users of payment services arising from
the failure of the settlement agent. In making its determination under this criterion, the Bank will
take into account the following criteria:
(i) the value and volume of transactions of the system: the larger the value/volume of
transactions, the greater the risks the system presents. The value of the transactions would
inform the assessment of the extent of the credit risk. The value and the volume of
transactions would inform the assessment of the extent of the disruption risk;
(ii) the substitutability with other existing payment systems: if users can quickly turn to an
alternative payment system, then any disruption is likely to be materially reduced;
(iii) the interconnectedness/dependencies with other payment systems: there is greater potential
disruption risk if one system is utilised by others in their own operations;
(iv) the nature of the transactions processed through the system: this criterion assesses the
relative importance of a payment to the economy or society, irrespective of the value of the
payment. For example, any disruption to the payment of salaries would rate highly under this
criterion, as individuals rely on receiving their salary in order to make other payments;
4

For non-DNS systems, the Bank would consider the operational model on a case-by-case basis.
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(v) the number of system members eligible for a Bank of England settlement account: if a
relatively small proportion of system members were eligible for a settlement account, this limits
the risk-reducing benefits of the system settling in central bank money (as those ineligible for a
settlement account would not be able to settle in central bank money).
Comparison with the recognition process for the Bank’s statutory oversight role
21.

There is some overlap between these five criteria and those that are used by HM Treasury when

assessing whether to recognise a payment system so that it is overseen by the Bank under the Banking
Act 2009. However, this does not imply that the judgement on whether a system is of sufficient systemic
importance to be recognised for oversight will exactly match the judgement on whether it should be
provided with settlement agent services by the Bank. Whilst recognised systems will settle at the Bank, the
Bank may chose to provide settlement agent services for other systems that are not recognised.
Settlement in central bank money can be a worthwhile risk mitigant even for a system that is not
recognised. So, there is a lower threshold for settlement agent service provision than recognition for
oversight.

Bank of England
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4.
22.

Eligibility criteria for a Bank of England settlement account
In deciding whether to provide a settlement account to an institution, the Bank will be guided by the

following eligibility criteria. However, access to a settlement account remains at the sole discretion of the
Bank.
(a)

The applicant:
5

(i) is a bank or building society and holds a Bank of England reserves account;

6 7

or

8

(ii) is a broker-dealer and holds a Bank of England reserves account; or
9

(iii) is a CCP and holds a Bank of England reserves account; or
(iv) is a Financial Market Infrastructure (FMI) entity that is ineligible for a reserves account but that
provides a function that is systemically important and the Bank considers that financial stability
would be enhanced if it settled in central bank money by becoming a direct member of a system for
which the Bank acts as settlement agent.

10

Any application for a settlement account by an FMI that

is ineligible for a reserves account would be considered on its merits and would be at the sole
discretion of the Bank. Provision of a settlement account does not automatically infer provision of
deposit facilities or intraday liquidity;
and
(b)

The applicant is a member of a payment system (or is in the process of applying to join a payment

system) for which the Bank has chosen to act as settlement agent;
and
(c)

The applicant has the operational capacity to participate in and efficiently settle transactions in the

Bank’s RTGS system.

23.

The Bank limits the number of settlement accounts granted to a group. Generally, the Bank will be

willing to grant a settlement account to more than one entity where in the Bank's opinion there is a clear
legal or regulatory motivation for doing so (e.g. where the group contains a ring-fenced entity). This is
consistent with the Bank’s policy on access to reserves accounts.

11

5

Defined as a deposit-taking institution that is required to report its eligible liabilities (see Bank of England Act 1998,
Schedule II paragraph 1).
6
Eligible institutions may apply to the Bank for a reserves account and a settlement account simultaneously.
7

At the discretion of the Bank, the requirement to hold a reserves account may not apply if another entity in its banking
group already holds a reserves account.
8
Defined as an investment firm which is designated by the Prudential Regulation Authority for prudential supervision in
accordance with Article 3 of the PRA Regulated Activities Order.
9
Defined as a central counterparty operating in UK markets which is either authorised under EMIR by a competent
authority or recognised under EMIR by the European Securities and Markets Authority. EMIR means Regulation (EU)
No 648/2012 of the European Parliament and of the Council of 4 July 2012 on OTC derivatives, central counterparties
and trade repositories.
10
This policy is in line with internationally agreed Principles for financial market infrastructures as set out in the CPSSIOSCO principles at: http://www.bis.org/publ/cpss101a.pdf
11
See the ‘The Framework for the Bank of England’s Operations in the Sterling Money Markets’ at
http://www.bankofengland.co.uk/markets/Pages/sterlingoperations/redbook.aspx
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5.
24.

The criteria for institutions being granted intraday liquidity
Access to intraday liquidity is mandatory for reserves account holders that are members of

payment systems which use the real time gross settlement model. To ensure timely settlement, settlement
banks must be able to access a plentiful supply of intraday liquidity on demand. So all CHAPS and CREST
settlement banks must have the necessary infrastructure and legal arrangements in place with the Bank so
that intraday liquidity can be obtained on demand.

12

This does not impose a requirement to draw on the

intraday liquidity routinely, but to have the facility to access it in the event that it is necessary.

25.

The Bank’s provision of intraday liquidity and of overnight liquidity via Operational Standing

Facilities (OSFs) are both means by which its counterparties can convert eligible collateral into central bank
money. Criteria for accessing intraday liquidity are the same as for becoming an OSF participant. The full
criteria and details of these facilities are available in the SMF documentation.

13

On a case-by-case basis,

the Bank may provide intraday liquidity to an FMI entity that is ineligible for a reserves account but that
holds a settlement account. Any application by an FMI that is ineligible for a reserves account would be
considered on its merits and would be at the sole discretion of the Bank.

6.
26.

Settlement account charges
The Bank sets charges for the provision and operation of settlement accounts on a full cost

recovery basis. These include operational costs, an appropriate share of overheads and any other direct
costs (such as legal agreements or a fair share of the installation of dedicated new equipment) associated
with the establishment of new facilities. The tariffs are reviewed annually and set in advance for the coming
year. Currently, separate tariffs are set for settlement banks’ participation in CHAPS and CREST,
consisting of an annual account management fee plus a per-item usage fee, whilst for participation in DNS
systems, the tariff consists solely of an annual charge.

12

Note that CREST settlement banks must have access to at least one of intraday repo of collateral or CREST autocollateralised repo.
13
See the ‘The Framework for the Bank of England’s Operations in the Sterling Money Markets’ at
http://www.bankofengland.co.uk/markets/Pages/sterlingoperations/redbook.aspx
and ‘Documentation for the Bank of England’s operations under the Sterling Monetary Framework’ at
http://www.bankofengland.co.uk/markets/Pages/money/documentation.aspx
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