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[IM operation] Why T+1 as transfer timing doesn't work for Asian banks ?

[Case Study]

- Japanese bank located in Tokyo makes a collateral demand on US bank located in New York. All communications are made by emails

(RI#E)

| | Business hours |

| Business hours |

| Business hours |

| Business hours |

| Business hours |

| Business hours |

T (Today)

@®Portfolio Data

<llllllllllllllllllllllllllllll

>

T+1

@Portfolio Data

<IIllllIlllllllllllllllllllllll

®Reconciliation

T+2

@Reconciliation

®Margin Call

®Reply

T+3

@Agreement

®Collateral Delivery

T+4

®Collateral Delivery

T+5

(Custodian for Japanese Bank)

(Custodian for US Bank)

| | Business hours |

| Business hours |

| Business hours |

| Business hours |

| Business hours |

| Business hours |

Pre-Portfolio Reconciliation Process Collateral Negotiation Process Collateral Delivery Process

< Note >
Pre-Reconciliation

T+1

T+2

T+3

T+4

- This is a new process which is required to fix the portfolio subject to IM calculation between the parties. It will take at least two days if the parties exchange the trade data
by email due to the time zone difference between Tokyo and New York.
- It is assumed that the portfolio as of T-1 will be used. There is a possibility, however, that some parties cannot gather the trade data on a group basis globally and finish
the IM calculation on the day T. In that case, the portfolio as of T-2 is supposed to be used inevitably.

Collateral Negotiation

- This process is normally made via emails. Due to the time zone difference between Tokyo and New York, the collateral details to be delivered cannot be agreed
during the business hours of the day of the margin call being issued.
- The above case is the best case where no dispute occur. In case any dispute arises, it may possibly take more few days to agree on any collateral delivery until the

dispute is solved.

Collateral Delivery

- Delivery timing may differ depending on the collateral type(Cash, Security, etc), In case of JGB, which is most likely to be mainly used for IM by Japanese banks,

it will be delivered in two days after the agreement according to the market practice as illustrated above. As for other type of collaterals such as cash, it may be able to

be delivered on the following day after the agreement.
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