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EXECUTIVE SUMMARY:

1. The Philippine payment, clearing and settlement infrastructure consists of
systemically important financial market infrastructures and retail payment systems. The
Philippine Payment and Settlement System (PhilPaSS) is the real time gross settlement (RTGS)
system, the fulcrum of the interbank payment system in which interbank, customer payments and
the clearing obligations from the various retail payment systems and markets settle in central bank
money. The PhilPaSS is owned and operated by the Bangko Sentral ng Pilipinas (BSP). The National
Registry of Scripless Securities (NRoSS), a Central Securities Depository (CSD) and Securities
Settlement System (SSS) for Government Securities (GS), is owned and operated by the Bureau of
Treasury (BTr). The BTr operating the NRoSS is under the supervision of the Department of Finance
(DoF). The Securities Clearing Corporation of the Philippines (SCCP), the central counterparty
(CCP) operating in the equity market (PSE-listed stocks), is a wholly-owned subsidiary of the
Philippine Stock Exchange (PSE) and is under the regulatory supervision of the Securities and
Exchange Commission (SEC) of the Philippines. The Philippine Depository & Trust Corp. (PDTC)
operates as a Depository and Electronic Book-entry Transfer System (for all kinds of securities or
financial instruments)?, a system for the centralized handling of securities which supports the
settlement of securities by book-entries in the records of PDTC. The PDTC operates under the rules
and regulations of the SEC. The Philippine Domestic Dollar Transfer System (PDDTS) - operated
by the Philippine Securities Settlement Corp. (PSSC) [Philippine Dealing System Group (PDS) is the
holding company], supports real-time, gross electronic transfers of US dollars domestically and
also supports the settlement of domestic interbank US Dollar-PHP trades on a payment-versus-

payment (PVP) basis.

2. The PhilPaSS was implemented in 2002 and is operated by the Payments and
Settlements Office (PSO) of BSP and the oversight function is with the Payment System
Oversight Department (PSOD) of BSP. The amended Rules and Regulations governing the

T This was a two-step full FSAP with the WB mission and the joint IMF-WB Basel Core Principles (BCP) for
Effective Banking Supervision assessment mission taking place during June-July, 2019, prior to the IMF missions.
In addition, the WB mission and the joint IMF-WB BCP assessment mission predated the outbreak of the global
COVID-19 pandemic. The WB Technical Notes and the BCP Detailed Assessment of Observance have not been
updated, but the FSA reflects the relevant policy reforms undertaken since the WB mission, and the findings and
recommendations remain pertinent in light of the COVID-19 developments.

2 Source PDTC. Prior to August 2018, PDTC settled PESO GS spot trades as well as USD onshore dollar bonds (ODB)
traded and listed with PDEx. Since August 2018, i.e., post the launch of NRoSS, settlement of PESO GS spot trades
is being settled in NRoSS. Since February 2019 settlement of ODB trades are done in NRoSS. Repo trades appear
to have still not migrated to NRoSS. PDTC as a Depository maintains an account with NRoSS for GS. GS investors
are not prevented by BTr to have their securities lodged with PDTC for safekeeping either for purposes of
consolidating their GS holdings with their corporate holdings or for purposes of availing PDTC value added
products such as collateral management.
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PhilPaSS, May 2019 provide for self-assessment of the PhilPaSS against the Principles for Financial
Market Infrastructures (PFMI).

3. The CPMI-10SCO PFMI have been used in carrying out an assessment of the PhilPasSs.
Recommendations for improving the safety and efficiency of PhilPaSS, based on the

assessment are given below.

Legal, Governance and comprehensive risk management:

4. The rules and regulations for implementation of the National Payment Systems Act
(NPSA) have to be notified by the BSP on an immediate basis to provide a high degree of
certainty for payment systems in Philippines, including each material aspect of PhilPaSS’
activities. The NPSA (Republic Act No.11127), the Act for Regulation and Supervision of Payment
Systems, came into effect in December 2018, but the absence of promulgation of the rules® and
regulations for the effective implementation/ administration of the Act has led to ambiguity and

uncertainty in the legal framework.

5. The BSP should obtain the approval of the Monetary Board (MB) for the operations
of PhilPaSS$ as laid down under Section 8 of the NPSA. The Section 8 of the NPSA provides for
the BSP to own and operate a payment system if the MB deems it necessary. Accordingly, BSP

needs to obtain approval of the MB for operating PhilPasSs.

6. The PhilPaSS existing rules and regulations have to be reviewed, revised and
reissued under NPSA after obtaining the approval of the MB. The NPSA provides legal
certainty as it explicitly provides on irrevocability and settlement finality. In the absence of this
measure, PhilPaSS continues to operate under the existing rules and regulations (not notified
under NPSA) and therefore is subject to a "high” degree of legal uncertainty for each material

aspect of its operations.

7. It is recommended that BSP issue necessary secondary legislation under the NPSA
covering the registration of payment systems. The rules and regulations governing USD-PHP
PvP system has to be well laid down and notified, including settlement finality, irrevocability, and

other material aspects as per the NPSA.

8. In order to ensure that the current governance framework adequately represents the
interests of the relevant stakeholders in PhilPaSS, BSP may take suitable measures such as
considering stakeholder representation in the Board Risk Oversight Committee (BROC) or
in the Digital Payments Transformation Steering Committee (DPTSC) for direct participants

or alternately constitute user committees and undertake a public consultation process.

3 BSP has placed a draft Circular on the registration of payment operators of payment systems in the public domain
requesting for comments by April 26, 2019. The same is yet to be finalized and issued.
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9. The MB should establish a clear, documented risk-management framework that
includes the PhilPaSS’ risk policy, assigns responsibilities and accountability for risk
decisions, and addresses decision-making in crises and emergencies. It is accordingly
recommended that: (i) the Enterprise Risk Management (ERM) Framework to include legal risk,
credit risk, liquidity risk, settlement risk, custody risk and reputational risk for PhilPaSS, apart from
operational risk; and (ii) consider strengthening the BROC to enable it to also function as a risk

committee for PhilPaSS in addition to its existing role.

Credit and Liquidity risk

10. PhilPaSS$ should monitor Intraday Liquidity Facility (ILF) repayment by participants.
Participants who frequently fail to repay the ILF should be levied a penal rate of interest
when it is converted to overnight repo. The ILF/ Overdraft Credit Line (OCL) can lead to potential
future exposures even when the PhilPaSS/ BSP accepts collateral to secure the credit. PhilPaSS/
BSP would face potential future exposure if the value of collateral posted by a participant to cover
ILF/ OCL will fall below the amount of credit extended to the participant by the PhilPaSS/ BSP,

leaving a residual exposure.

11. The BSP should consider providing liquidity support by way of ILF for all settlement
of transactions happening in PhilPaSS rather than using two methods - the ILF and OCL. The
ILF is provided against GS whereas OCL is provided against both GS and other assets, including
physical assets (unencumbered real estate properties in the name of the bank, mortgage credits,
etc). The acceptance of physical and mortgage credit as collaterals has potential delays in
accessing the collateral due to the settlement conventions for transfers of the asset. In case of

default by the bank the BSP may have to take legal remedies in order to collect its exposure.

12. BSP should undertake a holistic review and frame a comprehensive collateral policy
covering both ILF and OCL facilities. The elements of such a policy should comprise: (i) adopting
harmonized collateral valuation practices for valuation of GS by the different departments of BSP;
(i) framing a valuation and haircut methodology taking into account procyclicality and wrong-way
risks; adopting the practice of independent validation of haircut methodologies on an annual

basis; and (iii) monitoring of concentration limits.

13. PhilPaSS/ BSP should use a well-designed and operationally flexible collateral
management system (CMS). To this end the BSP should engage with BTr to develop an action
plan for the introduction and operationalization of a revamped and redesigned automated CMS
system. Such a redesigned automated CMS system should (i) provide for automated straight-
through process (STP) to mitigate operational risk prevalent in the current manual practices; (ii)
facilitate implementation of concentration risks, haircut methodologies; and (iii) have the
functionality to accommodate the timely deposit, withdrawal, substitution, and liquidation of

collateral. The current system is lacking in the above features.
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14. PhilPaSS should provide clear and certain final settlement of payment obligations
on the value date. PhilPaSS rules should prevent backdating of transactions. The BSP has a
practice of deferring final settlement to the next day — this can create both liquidity and credit risk
leading to settlement and systemic risk and impacting the financial stability. The settlement of the
return clearing file from Check Image Clearing System (CICS) and some of BSP’s own transactions
are settled on the next business date, but value-dated to the previous day. In line with the PFMI,
BSP should adopt the finality of settlement for all settlement in PhilPaSS on an intra-day basis but

no later than end of day.

15. BSP should have prompt access to its assets and the assets provided by the
participants for ILF/ OCL even in extreme but plausible market conditions. The
Memorandum of Agreement (MoA) entered by BSP with the BTr should be reviewed to
ensure that the rights of the BSP are secured under all circumstances. PhilPaSS should
ensure that collateral management being provided by NRoSS protects the interests of
participants and BSP from custody risk. The BSP’s collateralized liquidity support to banks in
PhilPaSS is subject to the collaterals transferred by the banks to BSP account in the NRoSS.
However, the MoA the BSP has with the BTr for NRoSS has clause for limiting liability, including
but not limited to, system or telecommunication problems, power outage, etc. Access to its assets

in case of an eventuality is uncertain due to the limiting liability clause.

16. PhilPaSS should provide clear and certain final settlement of payment obligations
on the value date. PhilPasS$ rules should prevent backdating of transactions. In line with the
PFMI, BSP should adopt the finality of settlement for all transactions in PhilPaSS on a real-time

basis but no later than at the end of the value date.

17. The USD-PHP system should have a robust framework to manage risk from its

participants, settlement bank and liquidity provider.

Settlement and default management

18. PhilPaSS rules should clearly define the point after which unsettled payments,
transfer instructions, or other obligations may not be revoked by a participant. In the

absence of such rules, participants are exposed to liquidity risks.

19. Measures to mitigate principal risk in the existing USD-PHP PvP settlement
arrangement should be taken to ensure that the final settlement of one currency PHP occurs
if and only if the final settlement of the linked currency obligation in USD also occurs. Under
the current arrangement, while the PHP settlement in PhilPaSS is irrevocable and final and happens
intra-day, the settlement of the USD leg in the books of the Citibank happens only at the end of

the day exposing participants to principal risk.
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20. The PhilPasSSs rules and regulations should cover the action that PhilPaSS can take
when a participant defaults to repay the ILF by the end-of-the operating day. There is a need
for well laid and documented process for addressing/ handling default. The BSP provides ILF
and OCL against acceptable collaterals which the members of PhilPaSS are required to repay by

the end-of-day.

Operational risk

21. PhilPaSS should establish a robust operational risk-management framework with
appropriate systems, policies, procedures, and controls to manage operational risks. Based
on the current elements of operational risk management framework, PhilPaSS cover only the
following aspects: (i) business interruption, (ii) fraud, (iii) IT Security (unauthorized access or
tampering of systems with malicious intent to perpetuate fraud or sabotage), etc. They do not take
into account the following: (i) participants, (ii) other FMIs and (iii) the retail payments operator, etc.
and interdependency and consequent operational risk. A robust operational risk management

framework should encompass all these elements.

22. PhilPaSS should identify, monitor, and manage the risks that key participants,
NRoSS, SWIFT and other critical service providers might pose to its operations and action
to be initiated. In addition, PhilPaSS should identify, monitor, and manage the risks its
operations might pose to other FMIs. For example, the non-availability of BTr could pose
problems for the safe and efficient functioning of the PhilPaSs for effective collateral management
as well as for completing the DvP settlement in GS. PhilPaSS business continuity plans and its
periodic testing should accordingly adopt a holistic perspective and address the non-availability
and interdependency scenarios outlined. The existing operational risk management framework is

focusing only on the central system and is not addressing these issues.

23. The secondary site should be set up at a geographical distance from the primary site
which has a distinct risk profile; operations from the secondary site should be resumed

within two hours and with a near to zero data loss.

24. It is necessary to have a holistic BCP plan and conduct BCP exercise covering central
system, participants other FMIs and the retail payments operators to take into account for
interdependency and consequent operational risk. This should also cover the critical service
provider — SWIFT as also the solution provider. The scenarios used for the BCP need to be
strengthened to include scenarios like market-wide stress. There should be a mandatory
requirement on the participants to test their BCP and operate from DR site to check on its

readiness and availability.

25. The BSP should consider subjecting: (i) key elements of PhilPaSS’ operational risk-

management framework; and (ii) PKI infrastructure to periodical external audits. BSP should

10
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also consider adopting the CPMI strategy to reduce the risk of wholesale payments fraud related

to endpoint security.

Access and efficiency

26. BSP should review and revise its participant access criteria based on appropriate risk
consideration to permit fair and open access to PhilPaSS’ services by both direct and indirect
participants. The NPSA now provides flexibility to BSP to determine who shall be allowed to
participate in payment systems owned and operated by it and who shall be allowed to open an
account with it for settlement purposes. Accordingly, BSP may review to see whether more
participants can be provided direct access based on appropriate risk criteria — legal, financial and

operational aspects.

27. PhilPaSS$ should establish mechanisms for the regular review of its costs and pricing

structure.

28. PhilPaSS should complete regularly and disclose publicly responses to the CPMI-
I0SCO Disclosure framework for financial market infrastructures. PhilPaSS should provide
comprehensive and appropriately detailed disclosures to improve the overall transparency of

PhilPaSs, its governance, operations, and risk-management framework.

New RTGS
29. BSP while designing the new RTGS system should provide for sufficient flexibility to

respond to changing demand and new technologies and also take into account the
recommendations made as part of this technical note. The new system should be well-

designed and operated to meet the needs of the participants and the markets it serves.

Responsibilities of authorities

30. The authorities (BSP, DoF and SEC) should publicly disclose their policies with
respect to the regulation, supervision and oversight of the FMIs under their respective
jurisdiction. In addition, the authorities should also publicly disclose their adoption of PFMis
for the safe and efficient functioning of the FMIs — PhilPass, NRoSS (CSD/SSS for GS), PDTC
(CSD for all securities) and SCCP — the CCP for corporate securities.

31. The oversight framework for payment systems, should be finalised after public
consultation and placed in the public domain by BSP. BSP should expedite the preparation and

finalization of the same on a priority basis.

32. There is a need for strengthening capacity building and expertise for the regulation
and oversight of PhilPaSS and FMIs and payment systems in general in the PSOD of BSP.
The other authorities should also take appropriate measures for strengthening human resources

and expertise in their respective organisations.

11
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33. BSP, DoF and SEC should cooperate with each other in promoting the safety and
efficiency of FMIs. There is currently a MoA between the BTr (as operator of NRoSS) and BSP for
the ILF and for Treasury operations of BSP. However, there are no formal arrangement of
cooperation between the DoF (the authority under which BTr functions) and BSP and between BSP

and SEC (under which PDS operates) for the FMIs regulated and overseen by them.

34. BSP should, as soon as it is practicable, inform Federal Reserve Bank, New York, on
the USD-PHP settlement arrangement in Philippines, to promote the safe and efficient
operations of this arrangement. The peso leg is settled in PhilPaSS while the USD leg is settled
in the books of Citibank.

12
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collateral framework policy covering both ILF and OCL facilities. The
elements of such a policy should comprise: (i) adopting harmonized

Recommendation Timing/ Entity

Priority

Theme in bold

General organization — PFMI Principles 1-3

The rules and regulations for implementation/ administration of the | ST/ High | BSP

NPSA have to be enacted by BSP on an immediate basis to provide a

high degree of legal certainty for each material aspect of PhilPaSS’

activities.

The BSP as operator of PhilPaSS should, on an immediate basis, obtain | ST/High | BSP

the approval of the Monetary Board for the operations of PhilPaSS as

laid down under Section 8 of the NPSA.

The existing PhilPaSS rules and regulations need to be reviewed and | ST/Medi | BSP

reissued after the approval of the Monetary Board, to ensure | um

consistency with the NPSA.

There is inconsistency in the nomenclature of the account designated | ST/ High | BSP

for settlement of transactions in PhilPaSS which needs to be

harmonized to ensure enforceability of the underlying contractual

settlement obligations.

It is recommended that BSP issue necessary secondary legislation | MT/ BSP

under the NPSA covering the registration of payment system. High

In order to ensure that the current governance framework adequately | MT/ BSP

represents the interests of the relevant stakeholders in PhilPaSS, BSP | Medium

may take suitable measures such as considering stakeholder

representation in BROC or DPTSC for direct participants or alternately

constitute user committees and undertake a public consultation

process.

The Monetary Board should establish a clear, documented risk- | ST/ High | BSP

management framework that includes the PhilPaSS's risk policy,

assigns responsibilities and accountability for risk decisions, and

addresses decision making in crises and emergencies.

Credit and Liquidity Risk Management - PFMI Principles 4 to 7

PhilPaSS/BSP  should monitor ILF repayment by participants. | MT/ BSP

Participants who frequently fail to repay should be levied a penal rate | Medium

of interest when it is converted to overnight repo.

The BSP should consider providing liquidity support by way of intraday | MT/ BSP

ILF for all settlement of transactions happening in PhilPaSS rather than | High

using two methods, ILF and OCL.

The BSP for providing routine liquidity support in PhilPaSS should MT/ BSP

accept collateral with low credit, liquidity, and market risk. High

BSP should undertake a holistic review and frame a comprehensive | ST/ High | BSP

13
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collateral valuation practices for valuation of GS by the different
departments of BSP; (ii) framing a valuation and haircut methodology
taking into account procyclicality and wrong-way risks; adopting the
practice of independent validation of haircut methodologies on an
annual basis; (iii) monitoring of concentration limits.

BSP should have prompt access to its assets and the assets provided | ST/ High | BSP
by the participants for ILF/ OCL even in extreme but plausible market

conditions. The PhilPaSS/ BSP should secure it rights to the collateral

provided by the participants. To this end, the MoA entered by BSP with

the BTr should be reviewed to ensure that the rights of the BSP are

secured under all circumstances.

PhilPaSS should ensure that collateral management being provided by | MT/ BSP
NRoSS protects the interests of participants and BSP from custody risk. | High

To this end the suggested review of the MOA should also take into

account custody risk issues.

PhilPaSS/ BSP should use a well-designed and operationally flexible | ST/High | BSP
CMS.

PhilPaSS/ BSP should apply financial penalties to participants that fail | MT/Medi | BSP
to repay intraday credit by the end of the operating day. um

PhilPaSS should provide clear and certain final settlement of payment | ST/High | BSP
obligations on the value date. PhilPaSS rules should prevent

backdating of transactions.

BSP to undertake monitoring the participants for any misuse of the | MT/Medi | BSP
incoming queue viewing facility/ system which impacts the liquidity in | um

the system.

The USD-PHP system should have a robust framework to manage risk | ST/High | BSP
from its participants, settlement bank and liquidity provider.

BSP should undertake measures to mitigate credit risk while extending | ST/Medi | BSP
clean liquidity support to participant Japanese banks in PhilPasSs. um
Settlement and exchange-of-value settlement systems - PFMI

Principles 8 to 12

PhilPaSS rules should clearly define the point after which unsettled | ST/High | BSP
payments, transfer instructions, or other obligations may not be

revoked by a participant.

The PhilPasSs rules and regulations need to explicitly indicate that for | ST/High | BSP
settlement of InstaPay transactions, the separate designated account

(distinct from the regular settlement account) would be used for

settlement in PhilPasSs.

Default Management (PFMI Principles 13-14)

The PhilPaSS rules and regulations should cover the action that | MT/Medi | BSP
PhilPaSS can take when a participant defaults to repay the ILF by the | um

end-of-the operating day. There is a need for well laid down process

14
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for addressing/ handling default by way of a well laid down
documented plan.

General business and operational risk management (PFMI
Principles 15-17)

PhilPaSS should have prompt access to its assets and information | ST/High | BSP
provided by the participants.

PhilPaSS should establish a robust operational risk-management | ST/High | BSP
framework with appropriate systems, policies, procedures, and
controls to manage operational risks.

PhilPaSS should identify, monitor, and manage the risks that key | ST/High | BSP
participants, NRoSS, SWIFT and other critical service providers might
pose to its operations; manage the risks PhilPaSS' operations might
pose to other FMIs.

PhilPaSS should have clearly defined operational reliability objectives | ST/High | BSP
and should have policies in place that are designed to achieve those
objectives. PhilPaSS' operational objectives should be periodically
reviewed to incorporate new technological and business
developments.

The secondary site should be set up at geographical distance with a | ST/High | BSP
distinct risk profile; operations from the secondary site should be
resumed within two hours and with a near to zero data loss.

It is necessary to have a holistic BCP plan and conduct BCP exercise | ST/High | BSP
covering Central system, participants other FMIs and the retail
payments operator to take into account for interdependency and
consequent operational risk.

The BSP should consider subjecting: (i) key elements of PhilPaSS' | MT/High | BSP
operational risk-management framework; and (ii) PKI infrastructure to
periodical external audits. BSP should also consider adopting the CPMI
strategy to reduce the risk of wholesale payments fraud related to
endpoint security.

The manual processes for triggering ILF/ OCL requests have the | MT/High | BSP
potential of high operational risk.

The practice if any of two simultaneous sessions operating on a | ST/High | BSP
business day should be discontinued as it has a high potential of
operational risk.

Access, efficiency and transparency (PFMI Principles 18-23)

BSP should review and revise its participant access criteria based on | MT/Medi | BSP
appropriate risk considerations based on legal, financial and | um
operational aspects to allow for fair and open access to PhilPaSS
services by both direct and indirect participants. Such revised access
criteria should also provide for rules covering the suspension and
orderly exit of a participant.

15
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BSP should put in place a monitoring mechanism to manage the risks | MT/Medi | BSP

that could emanate from any tiering arrangements. um

PhilPaSS should establish mechanisms for the regular review of its | ST/High | BSP

costs and pricing structure.

PhilPaSS should meet the needs of its participants and the market. MT/Medi | BSP
um

PhilPaSS should use standardised messaging formats to improve the | MT/Medi | BSP

quality and efficiency of the clearing and settlement of transactions. um

PhilPaSS should complete regularly and disclose publicly responses to | ST/Medi | BSP

the CPMI-IOSCO Disclosure framework for financial market | um

infrastructures.

Futuristic - New RTGS

BSP while designing the new RTGS system should provide for sufficient | ST/High | BSP

flexibility to respond to changing demand and new technologies.

Recommendation for USD-PHP PVP system

It is recommended that BSP issue necessary secondary legislation | ST/High | BSP

under the NPSA covering the registration of payment system.

Measures to mitigate principal risk in the existing USD-PHP settlement | ST/High | BSP

arrangement should be taken to ensure that the final settlement of

one currency PHP occurs if and only if the final settlement of the linked

currency obligation in USD also occurs.

The USD-PHP system should have a robust framework to manage risk | ST/High | BSP

from its participants, settlement bank and liquidity provider.

Credit and liquidity risk arising from the use of commercial bank | ST/High | BSP

money should be strictly monitored to ensure that participants are not

exposed to these risks.

The PSSC should be overseen by the BSP as a payment system | ST/High | BSP

operator.

BSP should advise the operator of the USD-PHP payment system to | ST/Medi | BSP

prepare default rules and procedures for the system. um

Responsibilities of authorities

The oversight policy framework document under development should | ST/High | BSP

also include adoption of PFMI for the regulation, supervision and

oversight of FMIs. The BSP after a process of public consultation

should finalise the oversight policy framework document at the earliest

and place it in the public domain.

BSP should: (i) clearly define and publicly disclose the criteria used to | ST/High | BSP

identify FMIs that will be subjected to regulation, supervision, and

oversight; and (ii) publicly disclose its adoption of PFMI for the

regulation and supervision of the FMIs under its jurisdiction.

The administrative implementation rules and regulations for NPSA | ST/High | BSP

should include adoption of international standards, say the PFMIs.
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There is a need for strengthening capacity building and expertise for
the regulation and oversight of PhilPaSS and FMIs and payment
systems in general in the PSOD of BSP. The other authorities should
also take appropriate measures for strengthening human resources
and expertise in their respective organisations.

MT/High

BSP

The PSOD should monitor the settlement of transactions in the USD-
PHP PvP payment system, in order to mitigate credit, liquidity and
principal risks.

MT/High

BSP

The other authorities DoF and SEC should also take necessary steps as
indicated at 136 (i) and (ii) above.

DoF and SEC

The authorities (BSP, SEC and DOF ) should have sufficient resources
to fulfil their regulatory, supervisory, and oversight responsibilities
over the FMIs

MT/High

BSP/DoF/SEC

The Financial Sector Forum (FSF) and Financial Stability Coordination
Council (FSCC) should ensure coordination and cooperation among
the authorities for promoting safety and efficiency of the FMIs in turn
containing systemic risk.

MT/High

BSP/DoF/SEC

BSP, DoF and SEC should cooperate with each other in promoting the
safety and efficiency of FMIs through an appropriately framed MoU
including revising the mandates of FSF and FSCC (if required). The
Section 9 of the NPSA provides for cooperation among authorities and
should be exercised.

ST/Medi
um

BSP/DoF/SEC

BSP should, as soon as it is practicable, inform Federal Reserve Bank,
New York, on the USD-PHP operation in Philippines.

ST/Medi
um

BSP

Note: Short-term (ST) = within one year; medium-term (MT) = one to three years
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I INTRODUCTION

A. Assessor, objectives and scope of the assessment

35. This technical note is an assessment of the Philippine Payment and Settlement
System (PhilPaSS)* based on the CPSS*-10SCO Principles for Financial Market Infrastructure
(PFMI). This technical note does not provide a detailed assessment of PhilPaSS and the
responsibilities of authorities in the form of a Report on Observance of Standards and Codes
(ROSC). The assessment was undertaken in the context of the International Monetary Fund and
World Bank Financial Sector Assessment Program (FSAP) of the Philippines in June 2019. The
assessor would like to thank all the counterparts in the Philippines for their excellent cooperation

and generous hospitality during the mission.

36. The objective of the assessment was to identify areas of gaps and the potential risk
related to PhilPaSS that may affect financial stability. “While safe and efficient FMIs contribute
to maintaining and promoting financial stability and economic growth, the FMlIs also concentrate
risk. If not properly managed, FMIs can be sources of financial shocks, such as liquidity dislocations
and credit losses, or a major channel through which these shocks are transmitted across domestic

and international financial markets”®.

Scope of the assessment

37. The scope of the assessment covered PhilPass$, the Systemically Important Payment

System (SIPS) in Philippines and the Responsibilities of the authorities based on the PFMI.

B. Methodology and the information used for assessment

38.  The information used in the assessment includes relevant national laws, regulations,
rules and procedures governing PhilPaSS. These include the National Payment Systems Act
(NPSA)’, the new Central Bank Act® Rules and Regulations governing the PhilPaSS®, PhilPaSS

Primer'™®, BSP Manual of Regulations'!, responses to the WB questionnaire, the agreements

4 The assessor was Nilima Ramteke, Senior Financial Sector Specialist, Payment Systems Development Group,
World Bank.

> The CPSS has since been renamed as Committee for Payments and Market Infrastructures (CPMI) in September
2014.

6 Principles for Financial Market Infrastructures, CPMI-IOSCO, BIS, April 2012

7 https://www.officialgazette.gov.ph/downloads/2018/100ct/20181030-RA-11127-RRD.pdf
8 http://www.bsp.gov.ph/downloads/regs/New Central Bank Act.pdf and
https://www.officialgazette.gov.ph/downloads/2019/02feb/20190214-RA-11211-RRD.pdf
9 http://www.bsp.gov.ph/payments/PhilPaSSRules.pdf

10 http://www.bsp.gov.ph/financial/payments/PhilPaSS.pdf

" http://www.bsp.gov.ph/requlations/reqg MORB.asp
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between the BSP and the participants'?, agreement with BTr, and information available on the
websites of BSP and other stakeholders. At the request of the World Bank, the authorities
conducted a self-assessment of the PhilPaSS, which also formed a basis for the assessment. The
mission team had extensive discussions with the Payments and Settlements Office (PSO) and
Payment System Oversight Department (PSOD) of BSP. Discussions were also held with the
Bankers Association of the Philippines (BAP), Philippine Payments Management Inc. (PPMI),
Philippines Clearing House Corporation (PCHC), BancNet, Bureau of the Treasury (BTr),
Department of Finance (DoF), two commercial banks, a rural bank and a few fintech companies.
This technical note assesses PhilPaSS and provides high level recommendations on the
Responsibilities of the authorities in Philippines. While this technical note provides an overview