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Category/Catégorie: Non-Sensitive/Non-Délicat

Mandate, ToR, Composition

| [Name  [institution
¢ The Fail Fee Subgroup held its inaugural in-person meeting on Oct 6 B Co-Chairs

m Ciaran Dayal Scotia
— Meetings will be bi-weekly (mostly virtual) e BEnRiGHGahada
[ Members - Buyside
E Philippe Lapalme PSP
Gordon Neill OTPP
% Mandate of the Subgroup (from draft ToR): I
. . .. . . ; 77 Members - Dealers
1. Finalize the remaining calibration aspects of the fail fee framework EI Angus McMillan RBC
, . [ Ted Avramidis D
and support CDS’s infrastructure build Aaron Carter CIBC
.. . FI Amit Gandhi BMO
2. Develop and administer the governance of the framework during the o NBF
trial period and in steady state, if required. This includes monitoring ) —
the trial period and making recommendations to CIMPA/CFIF on = .

Lo . . Members - Custodian/Agent Lender
potential improvements, as well as when to activate fail fee FEI James Thursfield CIBC Mellon
payments g Ali Emadi Moghaddam RBC IS

. . . . - Members — Infrastructure
3. Develop and maintain best practices and documentation for the g Louise Waterhouse cDs
framework - Members - Industry Associations
E Todd Evans SIMA
. - Additional Supporting Members/Observers

Does CIMPA have any views on the proposed mandate, ToR and B Loren Rita Clc
i [ Nadia Lall RBC IS
subgroup composition? — s il
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Category/Catégorie: Non-Sensitive/Non-Délicat

Tentative timeline for fail fee trial period and specific Subgroup tasks (non-exhaustive)

Oct 2025 Q4 2025 Q12026 Q1 2027 a3 2027 Q32028
ct o . *  First stage of trial period for fail *  Assessment of initial trial period * Potential second stage of  *  Determination by the subgroup
*  Subgroup formed * Finalize fails definition and determination by subgroup the trial period; fail fee of whether to keep the fail fee

fee: “dry-run” for 12 months (no
fee exchange) - TBC

* Fails tracking + fail fee build
implemented in new PTM system

elements, format of CDS
reports and fail rate
publication

e Tracking + fail fee
build underway

whether to move to fee exchange for 12 months active post-trial on a permanent

exchange (with 6 months’ notice) basis _
« Recommendation made to * Recommendation made to

CIMPA and CFIF CIMPA and CFIF

Potential Fee-exchange Stage of Trial Phase

Tasks

Prep Phase

Tasks Tasks

Finalize subgroup membership

Review fail definition (e.g., exclude USD
trades)

Review/refine elements of proposed CDS
fails report

Decide on format of CDS public fails
reporting and set up Bloomberg Index
Get updated cost estimates from CDS

Finalize calibration of dynamic component threshold
Provide guidance on bilateral claims process
Investigate potential tax implications of fail fee payments to non-
Canadian entities
Develop and publish associated best practices, incl. on:
* Treatment of partial fails
* Bilateral claims process
* Dispute resolution
* Abuse avoidance
* Fee pass-through
Work with CDS/OSC on CDSX rulebook changes
Produce a report reviewing the Dry-run Stage and recommend
whether to proceed with fee exchange

* In consultation with market participants, monitor for
operational issues and impacts on market functioning, e.g.,
* Repo specialness
* Uneven passthrough of the fail fee
* Formulate a recommendation of whether to keep the fail fee
permanently on after the end of the trial period
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Category/Catégorie: Non-Sensitive/Non-Délicat

Trial period for the fail fee framework and potential transition to steady state

Governance Group
recommends to proceed
to fail fee exchange
without delay ’

’I

If approved by CFIF, after a 6-
month notice period, fail fee
exchange is turned on for 12
months at 50bps

Final review after full trial period
(24-30 months), with CFIF
decision point on whether to
keep fail fee exchange active

“
~
b

Fail fee exchange kept active

Plumbing is built, CDS issues
test invoices with a 50 bps fee
for 18 months minimum (no fail
fee payments are exchanged)

Governance group monitors
and, after review, recommends
when to proceed to fail fee
exchange

Governance Group
recommends to
postpone fail fee
exchange

CDS continues to publish fail rates
and provides audit trail

If conditions deteriorate,
Governance Group could
recommend to CFIF to activate fail
fee exchange. If approved,
activation could be on short notice

Full framework (including

dynamic component) is in effect
and fail fee exchange is active

== I == T

Decision points to ensure
appropriateness

Subgroup to recommend
to CIMPA/CFIF when to
proceed with fee exchange
and whether to keep it
active

Subgroup monitoring to
identify and remedy any
issues arising during
implementation

Custodians and other fiduciaries may require
infrastructure builds to facilitate fee pass-through
to clients

These builds would have to occur during the dry-
run and would therefore not benefit from lessons
learned

Revised setup operationalizes the important
central CDS infrastructure, but provides flexibility
on when to turn on the fee exchange

While the framework has been developed
carefully and consultatively, the Subgroup will
monitor for any issues during the trial phase and
recommend adjustments, if necessary
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