T+1 Settlement

The implications of
faster USD asset
settlement for FX
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At the end of May 2024, the US and Canada are migrating from T+2 to T+1
settlement cycle for assets.

This change is driven by a focus to reduce risk and improve efficiency in
financial markets.

The SEC has said recent episodes of market volatility, for example, March
2020 or the ‘'meme stock' incident in 2021, “highlighted potential
vulnerabilities in the US securities market” and so shortening the

settlement cycle “can promote investor protection, reduce risk, and
increase operational and capital efficiency”

However, there are concerns within the industry as to how this will affect
financial markets.
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Given a disproportionate percentage of US equities trading occurs
near the New York close (4pm EST), these changes will lead to
less time to meet the FX requirements of these trades.

Source: BofA Securities, ‘T+1 Settlement: Impact on FX and Other Asset Classes', Nov 2023
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final 30 minutes of trading

I 25% Of volume in S&P 500 indexes is traded in the

% Less time to generate FX requirements from asset
sales/purchases and reconcile trades

“* European desks will have 2 business hours between the end
of the trading window and the start of the settlement
window, compared to 12 hours previously

< Only 1 hour to execute FX on the same day on a T+1 basis (in
late US hours), or have to trade T+0 the next day

*» Further operational challenges if there is a public holiday
on T+1

900/ Reduction in interbank FX liquidity from London
O time to 'Twilight' time (9pm - 10pm London)

Source: RBC Capital Markets, ‘'T+1: Shortening the Settlement Cycle’', Nov 2023
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Execute during US time zone

Expand operations to US time zone or move trading desks
to the US

Pre-fund US equities transactions

Estimate funding requirements pre-trade
Use subsequent ‘true up' trades for any mismatches post
trade

Execute with non-standard settlement
Borrowing or lending assets by trading further out than
spot

Outsource trading and settlement
Use third-party managers for FX and operational
management due to increasing complexity

Improve internal trade processing
Accelerated internal processing of asset trade booking to
facilitate t+0 trading the next day

None of these options are expected to decrease costs
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“The implications of this
change are affecting
companies in different
ways, but evidently the
operational
considerations are
becoming more complex,
and many of the knock-
on effects could lead to
an increase in portfolio
costs.

Using a specialist
currency manager could
help mitigate these
impacts”

Nathan Vurgest
Head of Trading
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' How will thislimpact FX
& markets? \ ‘
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Wider spreads
% With the same liquidity now spread over more hours there is

the possibility of wider spreads in normal market times

Irregular currency moves

T Increased volume during illiquid times could lead to more
l unexplainable, flow-driven currency moves, and ‘flash crashes'
(as previously seen during Asia hours)

Increased costs of execution
i More trading taking place in illiquid ‘twilight" hours

. Rise in non-standard settlement
Increased credit risk if trades are settled outside of CLS
(increasing credit costs)

Increased use of custodians
Higher execution costs as custodians are typically expensive

for executing FX

Outsourcing to specialist managers

Increased outsourcing of FX and operational management to
specialist managers as settlement becomes more complex
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Issued by Record Currency Management Limited. All opinions expressed are based on our views
as of 4t April 2024 and may have changed since then. The views expressed do not represent
financial or legal advice. We accept no liability should future events not match these views and
strongly recommends you seek your own advice to take account of your specific circumstances.
This material is provided for informational purposes only and is not intended to reflect a current
or past recommendation, investment advice of any kind, or a solicitation of an offer to buy or sell
any securities, or any of our products or investment services. Any reference to our products or
services is purely incidental and acts as a reference point only for the purposes of this note. The
views about the methodology, investment strategy and its benefits are those held by us.

All beliefs based on statistical observation must be viewed in the context that past performance
is no guide to the future. Changes in rates of exchange between currencies will cause the value of
investments to decrease or increase. Before making a decision to invest, you should satisfy
yourself that the product is suitable for you by your own assessment or by seeking professional
advice. Your individual facts and circumstances have not been taken into consideration in the
production of this document.

Regulated status

Record Currency Management Limited is authorised and regulated by the Financial Conduct
Authority in the UK, registered as an Investment Adviser with the Securities and Exchange
Commission in the US, registered as a Commodity Trading Adviser with the US Commodity
Futures Trading Commission, an Exempt International Adviser with the Ontario, Quebec and
Alberta Securities Commissions in Canada, and registered as exempt with the Australian
Securities and Investments Commission.
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