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Agenda

 SWIFT offering for payment
market infrastructures

« HKMA latest financial
iInfrastructure development

 RBA same day settlement for low-
value payment

 How SWIFT products and
services help Mis in their

transformation How SWIFT helps HKMA and
RBA deliver the next
* Q&A generation of payments
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SWIFT offering




SWIFT for high and low value
Overview of the SWIFT offering
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Messaging platform and standards supporting

« Payments processing

» Cash management
/ * Reference data
* Reporting

Govt entities Flows between the MI and its participants
» Financial institutions
» Ancillary systems

—h— &

Direct Participants Indirect Participants

SWIFT offering in LVP
Messaging platform and standards supporting
» The processing and the exchange of

Low Value Payments flows
between
» The MI and its participants, or
» Participants in bilateral




PMI using SWIFT
Typical high-level topology

Institution A

Institution B

Payments Payments
Transactions Transactions
And/or And/or

. (SWIFT Files

MT / MX MT / MX
Settlement MT / MX/HTTPS

*
MT /MX() requests

How HKMA
& RBA use
the SWIFT
offering
today and
will use
SWIFT
tomorrow ?

SWIFT interface

/\

Payment Settlement server

Central web

System %
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Real-time query and
control

Reporting and
browsing

Legend

FIN/FIN Copy or IA
InterAct/Browse/FileAct

(*) IAY-copy SWIFTNet R7
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A global trend to develop payment platform into
high degree of interoperability

Major keys for financial infrastructure development
= standards
= seamless end-to-end transmission
= economies of scale

= increasingly adopted by local market infrastructure, besides for
cross border payments and securities transfers
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HKMA'’s experience In migrating
RTGS systems to SWIFTNet

* Proprietary platform of RTGS systems to migrate to the
open platform of SWIFTNet (Phase 1: 25 May 2009,;
Phase 2: mid-2010)

« An iImportant move to maintain Hong Kong as an
International financial centre

SWIFT for PMIs - 14 September 2009
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Overall responses from bank users

The migration is well received by the banking industry:

enhancing the interoperability of the RTGS systems

facilitating straight-through processing

Increasing operational efficiency of the RTGS system
bank users as most of them have been using SWIFT for
International payments for many years
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Hong Kong as a regional payment hub

The enhanced financial infrastructure can help
facilitate Hong Kong’s platform to go regional :

Attracting more overseas financial institutions to join Hong

Kong's RTGS systems as the access becomes more open
and convenient

Enhancing the efficiency of settling cross-border payments
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m Hong Kong as a regional payment hub

Euroclear / Clearstream
e Users of HK’s USD RTGS system
to settle USD transactions for

Mainland

Cross-border links and arrangement
with foreign currency payment
systems in Mainland China for HKD,
USD, EUR, GBP payments

their Asian clients

e Payment system linkages and joint

cheque clearing with Mainland’s ASIa Region

Eu rophe/g -

Guangdong Province and Shenzhen

» Regional CHATS

\ payment service helps
\ dexhelop HK into a

regional correspondent

banking centre

Macau
|« HKD & USD joint
cheque clearing

Mainland

Asia _
Taiwan

N o
Dubai

Dubai

Infrastructure co-
operation initiatives
being pursued by HK-
Dubai Working Group on
Financial Infrastructure

Taiwan

e Taiwan banks being
encouraged to use
HK’s payment platform

Maca

Klong Kong

Malaysia
Indonesia

Malaysia
e Ringgit/USD PvP and DvP
links developed

Indonesia
e Rupiah/USD PvVP link to be
launched in early 2010
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® Lessons learnt from global financial crisis
.

 High degree of resilience of global payment and settlement systems
under the stressed market conditions

« The smooth functioning of the systemically important systems during
the turmoil has reflected the benefits of continued efforts in
strengthening the financial infrastructure in the past decade

 Policymakers however are required to continue to closely review and
examine:

— global surveillance, market regulation, macroeconomic policies, systemic
risk management and multilateral co-ordination.

— building on the good track record, further improvement in the payment and
settlement systems is included as one of the prescriptions to ensure
healthy recovery of the world economy.
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" New service for unit trust funds in Hong Kong
.

» Financial products are usually handled more efficiently with fewer contagion
problems in a well-established processing system.

* There are financial intermediation channels which have been less thought of
in the past and have not been included in formal and well-established
systems.

New service for unit trust funds in Hong Kong

» Lack of a standardised processing platform for unit trust funds:

— involving high operational risks and back-office costs and limits the scope for
shortening the settlement cycle;

— may come under pressure during times of heavy subscription and redemption in
financial crisis

 The HKMA launched the CMU Fund Order Routing and Settlement Service
in August 2009:

— providing a standardised platform for the processing
— enhancing the safety and efficiency
— streamlining the processing flows among market participants

SWIFT for PMls - 14 September 2009 13
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Low Value Feeder (LVF) Project Background

» Legacy low-value (retail) clearing and settlement arrangements in
Australia implemented in 1993 before the advent of RTGS.

» Files are exchanged bilaterally and summaries for each retail clearing
streams (direct entry, ATM/EFT, cheques) sent to the RBA acting as
National Collator (no ACH).

» A single net obligation for each bank is settled at 9 AM the following
morning.

* Previously considered that the low value inherent in retail payments
did not justify the cost of moving away from net deferred settlement
arrangements.

* Long term trend for increasing value in direct entry payments and
banks concerned at residual settlement risk.

* The industry undertook a Risk Mitigation Project in 2004 but there
were no reforms agreed at that time.
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LVF Project Background

 Remains demand for reform of low value (retail) settlement
arrangements

— Operational risk

— Settlement risk

— Reduce barriers to entry
— Facilitate innovation

 RBA has sought to provide alternative same-day settlement options as
part of RITS Evolution Program

— Batch feeder (live 2006)
— FileAct Copy (announced Aug 2007)
— LVF (announced Nov 2008)

e Migrate away from 9 AM settlement

* Network replacement following withdrawal of low speed DDN service

SWIFT for PMls - 14 September 2009
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s SWIFT FileAct Header Copy
a Y-Copy model

G

Paying bank

File held until after settlement

Gt

A :
D 3
File header copy Settlement "
i notification FIN message . :
Settlement Instruction notifying of = =
deferred "
paymenton & =
E queue -
‘IIIIIIIIIIIIIIIIIIIIIIIIIIIII;
RITS FIN message to

change ESA status
; SWIFT for PMls - 14 September 2009

Receiving bank
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Industry network upgrade

a o ® %@

Member Member settler

Member Member @
@ Member
DR site

Indirect
Settler
Member Member
Limited support for widespread use Industry-preferred model is to
of SWIFT for low value payments. upgrade from low-speed bilateral

links to Community of Interest
Considerations of concentration, RBA Network (COIN) IP cloud.
price, and the functionality needed |

for card payments. Some institutions prefer to use

SWIFT.
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_ Settlement Interconnector Dl

Indirect
@ E Settler
Member Member @
Member E
@ =__.L".’ _ Indirect
Indirect Tran-s‘iTT:tions Transactions Settler
Settler
‘ =
—7 WL N
=0
Member ement Member
instruction
Using the Settlement @ Only where both banks use the
Interconnector, RITS will accept RBA SWIFT network will Y-Copy service

same-day settlement instructions be available.
from multiple networks. ‘
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s Clearing Interconnector
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Member Settler

Member Member @
@ Indirect
Settler
Indirect ,
Settler

o | B

Member iiiﬁf?.iﬂt Member
=
5=
Transactions
@ RBA will provide a switch for members that
_ do not connect to a common network or do
RBAto act as a clearing RBA not support common protocols.

interconnector to provide industry
connectivity across networks. ‘

Will facilitate access for smaller institutions,
reduce overheads and facilitate network

RITS migration.
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How SWIFT offering supports
MIs’ transformation

Payment models Standardised Easy to build-

platform
Increase or renewed

Best practice Increase

~ Facilitate operational
interoperability efficiency

Discipline & standardardization

Customer centricity and innovative processes will
enable SWIFT to continue alignment with market
SWIFT for PMIs - 14 September 2009 dem and
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SWIFT Q & A
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