Pre-Settlement Plumbing
Must Be Ready for T+1:
ESMA
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The European Union’s broader shift to a T+1 settlement cycle is officially slated for October 11,
2027. However, for middle- and back-office operations teams, the real deadline arrives nearly a year

earlier.

The European Securities and Markets Authority (ESMA) has drawn a line in the

sand, mandating that market participants must finalize their allocations and ‘e ESM A
confirmations processes by Dec. 7, 2026. The regulatory logic is clear: if the pre- P
settlement plumbing isn’t upgraded to near-real-time speeds, the broader 2027

transition will undoubtedly break under the pressure of compressed timeframes.

An ESMA spokesperson told FTF News that the regulator prioritized this early deadline due to “the
direct relevance of pre-settlement processes to settlement efficiency and their operational feasibility by
December 2026.” Furthermore, the spokesperson notes that this date intentionally aligns with
proposed U.K. transition timelines to “facilitate the transition for market participants that are
simultaneously active in the EU and in the UK markets.”

There 1s a catch for asset managers, however: ESMA confirmed it 1s still “finalizing Level 3 guidance”
regarding the specific technical enforcement of these requirements. Yet, post-trade technology experts
warn that the buy side cannot afford to wait for the final regulatory rulebooks before ripping out their

legacy, end-of-day batch processing systems.



“You don’t need to wait for the finer details to be able to make a plan for this,” says Robin Hasson,
head of reconciliations product management at SmartStream Technologies. “The move to basically
go quicker is the crux of it. So that is looking systemically at the problem rather than waiting for the

exact details.”

According to Hasson, the compressed timeline means mid-tier European asset managers must rethink
their entire middle-office architecture rather than just buying software patches to speed up inherently

slow infrastructure.

“Quite often it’s better to try and look at this as a fully orchestrated workflow rather than solving point
solutions and trying to replace them one by one,” Hasson says. “The optimal solution often is to

orchestrate centrally with a backbone, managing the flow.”

If firms fail to modernize these allocation and confirmation workflows by the end of 2026, the market
faces a massive spike in costly settlement fails, CSDR penalties, and a miserable reality for operations

staff tasked with managing exceptions.

“What that really leads you to is a larger pool of work that has to be done in a shorter time frame, so
the stress on the team trying to solve those breaks becomes higher,” Hasson notes. “They’re
firefighting. It’s absolutely the worst scenario for your business because nobody works well in that

scenario.”

Ultimately, meeting ESMA’s 2026 pre-settlement mandate will require more than just faster software; it
demands ruthless data hygiene. Faster reconciliation engines are useless if the underlying standard
settlement mstructions (SSIs) and reference data are outdated. To combat this, some firms are actively

exploring artificial intelligence to clean up trade data before it hits the network.

“If you can identify that you’re missing data or you’ve got low-quality data... Al can help identify what
that 1s and take the action to make that change,” Hasson explains. “The best solution to fixing data-
related issues is to correct the data as early as you can. If the data is good, the problem doesn’t occur.

So it’s far better to remove the problem than to be quick at solving it.”

As the deadline approaches, a clear divide is emerging in how market participants tackle the challenge.
While the sell side 1s largely building in-house solutions, Hasson observes that the buy side 1s
increasingly looking to outsource these processes to third-party service providers. Regardless of the
operational strategy chosen, back-office teams have less than two years to completely rewire their pre-

settlement plumbing.



