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	Use of the Template

This template guides assessors in the preparation of documents related to the assessment of observance of the Committee on Payment and Settlement Systems (CPSS) Core Principles for Systemically Important Payment Systems (CPSIPS), undertaken as part of the Bank-Fund Financial Sector Assessment Program (FSAP). Its structure and content draw form the annexes to the Guidance Note for Assessing Observance of the Core Principles for Systemically Important Payment Systems (August 2001).

Two main documents are prepared as part of the CPSIPS assessment:

· The Report on the Observance of Standards and Codes (ROSC), which comprises Section I of the template (including Tables 1A and 2).

· The Detailed Assessment, which comprises Section I of the template (including Tables 1B and 2) as well as Section II (including Table 3).

Attention of assessors and mission chiefs is drawn to the difference between Table 1A (for ROSCs), which does not include gradings, and Table 1B (for detailed assessments), which includes them. Section I of the template can otherwise be identical for detailed assessments and ROSCs. In keeping with page limits set for the ROSCs, Section I should be approximately five pages in length.

The assessor should begin by completing Table 3, the detailed assessment table, and then return to the beginning of the template to complete the background and summary.


I.    Summary, Key Findings, and Recommendations

1.      A one-paragraph executive summary should highlight the key relevant findings of the assessment. 

Introduction
2.      This section should state the objective and the context of the assessment, the systemically important payment systems (SIPS) being assessed, particulars of the counterparty agencies, and particulars of the assessors.

Information and methodology used for assessment

3.      The main information sources used in making the assessment should be detailed: self-assessments, relevant laws, regulations and instructions, and other documentation (reports, studies, public statements, websites, responses to pre-mission questionnaires, non-published guidelines, directives and assessments), discussions with the central bank, other domestic authorities, relevant government, financial institutions and industry associations (such as bankers association, card association, clearinghouse organization, payments council).

4.      The assessor should discuss the tools, including the methodology used for making the assessment; mention any adaptations made to the assessment methodology given the specific country circumstances and the reasons thereof; mention the use made of the self-assessment and assess its relevance; indicate the use made of other financial sector standards assessed as part of an FSAP that were found relevant for the assessment.

5.      The factors, if any, limiting the assessment process should be mentioned in this section, and whether the assessor or mission team faced any problems in making its assessment, either as a result of problems in gathering data and access to information, or other inputs (including availability of non-published information relevant to the assessment, such as operational guidelines for operators, oversight assessments for payment systems companies), or from a lack of cooperation (these factors could limit the accuracy of the assessment).

6.      The factors used to identify a SIPS should be clearly indicated. It is likely that a system is of systemic importance, if at least one of the following is true: (i) it is the only payment system in a country, or the principal system in terms of the aggregate value of payments; (ii) it handles mainly payments of high individual value; (iii) it is used for the settlement of financial market transactions or for the settlement of other payment systems.

Institutional and market structure

7.      This section should provide a general description and overview of the payment system environment. It should mention the reforms and market developments that have a bearing on the payment system structure, trends affecting the industry, and the regulatory and observance of Core Principles.
8.      Some of the key indicators of the operations of the payment sector should be assessed—volume of cash, noncash instruments, interbank exchanges as a percentage of GDP, etc.
9.      This section should evaluate the prerequisites for effective payment systems (macroeconomic issues, infrastructure, legal framework and cost). Specifically, in the presence of relevant shortfalls, the situation should be assessed in terms of:

· The public or private infrastructure (legal, automation and payment system oversight practices);

· Procedures for the efficient resolution of problems in case of fraud, errors, delays, failure (particularly in the case of bankruptcy);

· Effective market discipline (transparency and governance practices);

· Cooperation and information sharing arrangements among domestic financial authorities relevant for sound and efficient payment systems;

· Cooperation and consultative arrangements between the central banks and market operators; and 

· Sound and sustainable developmental policies (those aspects that could affect the structure of the payments system in the future, for example, the introduction of a new system).

10.      The assessor should elaborate on the reform required to improve observance with individual core principles (CPs). This discussion can be presented in a box in this section entitled “The Use of the Core Principles in the Context of the Reform of the Overall Payments System.” The box would cover issues dealt with in Section 10 of the CPSS Report. Particular issues that can be covered include: (i) using the CPs as part of payment system review or reform; (ii) the effect of payment system design and organization on implementation of the CPs; (iii) institutional roles and organizational issues; (iv) major programs of payment systems reform or development – payment systems and the markets they serve; (v) implementation issues.

Main findings

11.      This section should summarize the key findings of the detailed assessment. 

12.      Using a descriptive style, the assessor should state the main findings of the detailed assessment of observance of the CPs under the following main groupings: legal framework (CP 1); understand and management of risks (CP II–III); Settlement (CP IV–VI); Operational reliability and efficiency (CP VII–VIII); Access and governance (CP IX–X); and Central bank responsibilities (Resp. A–D). The summarized assessment must bring out the main aspects of the strengths and weakness. 

13.      The discussion should be qualitative, allowing a judgment on whether a CP is observed in practice and not just in form. Under each category, the assessment should:

· Indicate the practices and highlight the achievements and the deficiencies, as applicable;

· Indicate the efforts underway to enhance observance, i.e., an assessment of efforts that will lead to improving observance and would strengthen the system further;

· Indicate the risk factors that might influence the significance and materiality of observance or non-observance;

· Comment separately on the CPs and Central Bank Responsibilities where there is less than full observance and provide the main reasons for partial or non-observance; indicate whether or not their non-observance is being addressed, as well as the degree of observance that will be achieved if current efforts proceed as envisaged.

14.      Assessors should refer to Table 1, which offers, principle-by-principle, a summary of assessment results:
· Table 1A, to be included in ROSCs, does not include explicit gradings. This table should convey a clear sense of the degree of compliance, providing a brief description of the main strengths and, especially, weaknesses with respect to each principle;
· Table 1B, to be included in detailed assessments, offers a summary of the main findings, including a column for gradings.
 TC "1A. Summary Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs—ROSCs"\f A Table 1A. Summary Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs—ROSCs

	Core Principle/Responsibility
	Comments

	Legal foundation
	

	CP I – The system should have a well‑founded legal basis under all relevant jurisdictions
	

	Understand and management of risks
	

	CP II – The system’s rules and procedures should enable participants to have a clear understanding of the system’s impact on each of the financial risks they incur through participation in it.
	

	CP III – The system should have clearly defined procedures for the management of credit risks and liquidity risks, which specify the respective responsibilities of the system operator and the participants and which provide appropriate incentives to manage and contain those risks.
	

	Settlement
	

	CP IV – The system should provide prompt final settlement on the day of value, preferably during the day and at a minimum at the end of the day.
	

	CP V – A system in which multilateral netting takes place should, at a minimum, be capable of ensuring the timely completion of daily settlements in the event of an inability to settle by the participant with the largest single settlement obligation
	

	CP VI – Assets used for settlement should preferably be a claim on the central bank; where other assets are used, they should carry little or no credit risk and little or no liquidity risk.
	

	Operational reliability and efficiency
	

	CP VII – The system should ensure a high degree of security and operational reliability and should have contingency arrangements for timely completion of daily processing
	

	CP VIII – The system should provide a means of making payments, which is practical for its users and efficient for the economy.
	

	Access and governance
	

	CP IX – The system should have objective and publicly disclosed criteria for participation, which permit fair and open access.
	

	CP X – The system’s governance arrangements should be effective, accountable and transparent.
	

	Central bank responsibilities
	

	Responsibility A – The central bank should define clearly its payment system objectives and should disclose publicly its role and major policies with respect to systemically important payment systems.
	

	Responsibility B – The central bank should ensure that the systems it operates comply with the core principles
	

	Responsibility C – The central bank should oversee observance with the core principles by systems it does not operate and it should have the ability to carry out this oversight.
	

	Responsibility D – The central bank, in promoting payment system safety and efficiency through the core principles, should cooperate with other central banks and with any other relevant domestic or foreign authorities.
	


 TC "1B. Summary Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs—Detailed Assessments"\f A Table 1B. Summary Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs—Detailed Assessments

	Core Principle/Responsibility
	Grading
	Comments

	Legal foundation
	
	

	CP I – The system should have a well‑founded legal basis under all relevant jurisdictions
	
	

	Understand and management of risks
	
	

	CP II – The system’s rules and procedures should enable participants to have a clear understanding of the system’s impact on each of the financial risks they incur through participation in it.
	
	

	CP III – The system should have clearly defined procedures for the management of credit risks and liquidity risks, which specify the respective responsibilities of the system operator and the participants and which provide appropriate incentives to manage and contain those risks.
	
	

	Settlement
	
	

	CP IV – The system should provide prompt final settlement on the day of value, preferably during the day and at a minimum at the end of the day.
	
	

	CP V – A system in which multilateral netting takes place should, at a minimum, be capable of ensuring the timely completion of daily settlements in the event of an inability to settle by the participant with the largest single settlement obligation
	
	

	CP VI – Assets used for settlement should preferably be a claim on the central bank; where other assets are used, they should carry little or no credit risk and little or no liquidity risk.
	
	

	Operational reliability and efficiency
	
	

	CP VII – The system should ensure a high degree of security and operational reliability and should have contingency arrangements for timely completion of daily processing
	
	

	CP VIII – The system should provide a means of making payments, which is practical for its users and efficient for the economy.
	
	

	Access and governance
	
	

	CP IX – The system should have objective and publicly disclosed criteria for participation, which permit fair and open access.
	
	

	CP X – The system’s governance arrangements should be effective, accountable and transparent.
	
	

	Central bank responsibilities
	
	

	Responsibility A – The central bank should define clearly its payment system objectives and should disclose publicly its role and major policies with respect to systemically important payment systems.
	
	

	Responsibility B – The central bank should ensure that the systems it operates comply with the core principles
	
	

	Responsibility C – The central bank should oversee observance with the core principles by systems it does not operate and it should have the ability to carry out this oversight.
	
	

	Responsibility D – The central bank, in promoting payment system safety and efficiency through the core principles, should cooperate with other central banks and with any other relevant domestic or foreign authorities.
	
	

	Aggregate: Observed (O) – #, Broadly observed (BO) – #, Partly observed (PO) – #, Not observed (NO) – #, Not applicable (N/A) – #.


Recommended actions and authorities’ response
Recommended action plan
15.      This section should list the suggested steps for achieving observance. Improving safety and efficiency is a major goal of each payment reform and thus linked with the observance of accepted international standards such as the Core Principles. If a major payment reform is being undertaken or is considered highly desirable in the country, the assessor is, therefore, invited also to provide some advice and recommendations to improve the reform process, where appropriate, based on the guidelines included in the CPSS report on General Guidance for Payment System Development. The institutional responsibility for each suggested action should also be clearly indicated in order to prevent overlap or confusion. Only those areas and corresponding CPs should be listed, with respect to which specific recommendations are being made (Table 2).

 TC "2. Recommended Action Plan to Improve Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs"\f A Table 2. Recommended Action Plan to Improve Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs
	Reference Principle/Responsibility
	Recommended Action

(sequencing)

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


Authorities’ response to the assessment

16.      The assessment should be a genuine consultative process and therefore the assessment team should have had a number of discussions with the stakeholders during the assessment so that the assessment should also reflect the comments and concerns of all participants, policy makers and operators of the system. Any technical errors should be corrected and any remaining qualitatively differences of views should be listed.

II.    Detailed Assessment

17.      For the preparation of the detailed assessment report, the assessor should use the “Guidance Note for Assessing Observance of Core Principles for Systemically Important Payment Systems and The Structure and Scope of the Assessment Report” (August 2001). 

18.      In case more than one SIPS has been identified, the assessor should assess each SIPS separately, presenting the assessments in separate tables.
19.      The assessment of observance of each CP should be made on a qualitative basis using the following five categories: observed, broadly observed, partly observed, non-observed, and not applicable.
· A CP will be considered observed whenever all assessment criteria are generally met without any significant deficiencies. 
· A CP will be considered broadly observed whenever only minor shortcomings are observed, which do not raise major concerns and when corrective actions to achieve full observance with the CP are scheduled and realistically achievable within a prescribed period of time. 
· A CP will be considered partly observed whenever the shortcomings are sufficient to raise doubts about the system’s ability to achieve observance within a reasonable time frame. 
· A CP will be considered non-observed whenever major shortcomings are found in observing the assessment criteria. 
· A CP will be considered not applicable whenever it does not apply given the structural, legal and institutional conditions.

20.      In addition to assessing the observance of an SIPS, either operated by the central bank or privately run, against the ten CPs, an assessment should also be made of the four Central Bank Responsibilities in applying the CPs. For each Responsibility, the assessor should present a qualitative assessment of the degree of observance using the same general framework as for the assessment of the CPs. Assessment of the observance of the responsibilities is only made once, regardless of how many payment systems are assessed.

21.      Recommendations should be proposed for achieving observance whenever a system is assessed to be broadly, partly or non-observed with a CP. The assessor should elaborate on efforts that are underway to achieve observance, and what the overall situation would be if the current efforts were successfully implemented. In some cases, the assessor may wish to note that observance is complete except for a specific exception that is being addressed. In such cases, the assessment might state “the CP will be fully observed when…” but even then, the discussion should note how important the exception is with respect to the assessment of overall observance with the CPs.

22.      The detailed assessment should provide a “description” of the system with regard to a particular Principle, a grading or “assessment”, and a “comments” section (Table 3): 

· Description. This section should provide information on the practice as observed in the payment system or the Central Bank Responsibility being assessed. The narrative describing the practice should bring out all elements contained in the assessment criteria.
· Assessment. This section should contain only one line, presenting a qualitative assessment of the degree of observance of the given CP or Central Bank Responsibility.

· Comments. Additional information should be provided to describe the actual practice followed by payment system operators and users or by the overseer (for Central Bank Responsibilities); in cases where shortcomings have been identified, explanatory comments will be useful, highlighting why observance with a particular criterion could not be adequately assessed. The discussion should cover specific areas of non-observance, and the importance of those shortcomings, as well as actions that are being taken or contemplated to address these issues, and the timetable within which these changes are envisaged. The assessment should always be based on the current situation, recognizing the recent steps taken to strengthen the system. Envisaged changes should not be used as a reason to alter the assessment of observance. Where the CPs are subject to a particular interpretation taking into account country or jurisdiction specific circumstances, the reasons along with the alternative treatment should be clearly spelt out. This section might also highlight the urgency of a particular reform, of key significance and materiality of observance and non-observance in light of circumstances.

 TC "3. Detailed Assessment of Observance of the CPSIPS and Central Bank Responsibilities in Applying the CPs"\f A Table 3. Detailed Assessment of Observance of the CPSIPSS and Central Bank Responsibilities in Applying the CPs

	CP I - The system should have a well‑founded legal basis under all relevant jurisdictions.

	Description
	

	Assessment
	

	Comments
	


	CP II - The system’s rules and procedures should enable participants to have a clear understanding of the system’s impact on each of the financial risks they incur through participation in it.

	Description
	

	Assessment
	

	Comments
	

	CP III - The system should have clearly defined procedures for the management of credit risks and liquidity risks, which specify the respective responsibilities of the system operator and the participants and which provide appropriate incentives to manage and contain those risks. 

	Description
	

	Assessment
	

	Comments
	

	CP IV - The system should provide prompt final settlement on the day of value, preferably during the day and at a minimum at the end of the day.

	Description
	

	Assessment
	

	Comments
	

	CP V ‑ A system in which multilateral netting takes place should, at a minimum, be capable of ensuring the timely completion of daily settlements in the event of an inability to settle by the participant with the largest single settlement obligation.

	Description
	

	Assessment
	

	Comments
	

	CP VI – Assets used for settlement should preferably be a claim on the central bank; where other assets are used, they should carry little or no credit risk and little or no liquidity risk.

	Description
	

	Assessment
	

	Comments
	

	CP VII - The system should ensure a high degree of security and operational reliability and should have contingency arrangements for timely completion of daily processing.

	Description
	

	Assessment
	

	Comments
	

	CP VIII - The system should provide a means of making payments, which is practical for its users and efficient for the economy.

	Description
	

	Assessment
	

	Comments
	

	CP IX - The system should have objective and publicly disclosed criteria for participation, which permit fair and open access. 

	Description
	

	Assessment
	

	Comments
	

	CP X – The system’s governance arrangements should be effective, accountable and transparent.

	Description
	

	Assessment
	

	Comments
	

	Central Bank Responsibilities in applying the CPSIPS

	Responsibility A – The central bank should define clearly its payment system objectives and should disclose publicly its role and major policies with respect to systemically important payment systems.

	Description
	

	Assessment
	

	Comments
	

	Responsibility B – The central bank should ensure that the systems it operates comply with the core principles.

	Description
	

	Assessment
	

	Comments
	

	Responsibility C – The central bank should oversee observance with the core principles by systems it does not operate and it should have the ability to carry out this oversight.

	Description
	

	Assessment
	

	Comments
	

	Responsibility D – The central bank, in promoting payment system safety and efficiency through the core principles, should cooperate with other central banks and with any other relevant domestic or foreign authorities.

	Description
	

	Assessment
	

	Comments
	


� This section should be completed after the authorities have had a chance to comment on the draft assessment report. It should also bring out those issues on which the authorities disagreed with the assessment and the reasons for it.


� If no such response is provided within a reasonable time frame, the assessors should note this explicitly and provide a brief summary of the authorities' reactions at the time the assessment is taken up for final discussion.






