Introduction

Overview of Previous Activities

This report is an outcome of the Phase 3 discussion of the ASEAN+3 Bond Market Forum
Sub-Forum 2 (ABMF SF2)." ABMF SF2 was launched in 2010 with the goal of implementing
cross-border straight-through-processing (STP). ABMF SF2 is under the framework of the
ASEAN+3 Finance Ministers and Central Bank Governors’ Meeting. ABMF SF2 members
and experts are listed in the Appendix 1. An outline of ABMF SF2, including its purpose and
governance structure, is also included in the Appendix 2.

During Phases 1and 2, ABMF SF2 conducted surveys of bond market infrastructures and
practices in ASEAN+3 (Figure 1).2 The results revealed that robust and sound bond market
infrastructures, such as central securities depository (CSD) and real-time gross settlement
(RTGS) systems, are already in place in the 10 surveyed economies. Figures 2 and 3 present
the market infrastructure for the government bond market and corporate bond market,
respectively, in each ASEAN+3 economy.

Figures 4 and 5 present interest-payment-related entities in the government bond market
and corporate bond market, respectively, in each ASEAN+3 economy.

Follow-Up on Phase 2 Policy Recommendations

Based on the survey results, the Phase 2 Report identified a total of 19 policy
recommendations in six categories. These six categories include (i) bond market
infrastructures; (ii) delivery-versus-payment (DVP) flows; (iii) interest payment flows;
(iv) message standards, including numbering and coding; (v) market practices and other
issues; and (vi) cross-border STP and local currency liquidity.

Bond Market Infrastructures
1. Pre-settlement matching system (PSMS). In accordance with the policy

recommendation of the Phase 2 Report, PSMS is included as a part of the reference
DVP flow.

1 ASEAN+3 comprises the 10 members of the Association of Southeast Asian Nations (ASEAN) plus
the People’s Republic of China, Japan, and the Republic of Korea.

2 The following documents cover in more detail the activities of ABMF SF2 during Phases 1and 2:
ASEAN+3 Bond Market Guide (ABMF Phase 1 Report). http://www.adb.org/publications/asean3
-bond-market-guide; ASEAN+3: Information on Transaction Flows and Settlement Infrastructures (ABMF
SF2 Phase 2 Report). http://asianbondsonline.adb.org/features/abmf_phase_2_report/subforum2
_asean+3_information_transaction_flows_settlement_infrastructures.pdf#search=’ASEAN3%3A+Inf
ormation+on+Transaction+Flows+and+Settlement+Infrastructures
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Figure 1: Outline of Activities of ABMF-SF2

[ Implementation of Cross-Border STP in ASEAN+3 ]

| Phase 1 |

1. Survey on bond market infrastructures in ASEAN+3

2. Survey on DVP flows from trade to settlement of government bonds

| Phase 2 |

1. Survey on government and corporate bonds

2. Add interest payments and redemption flows in addition to DVP flows
3. Conduct fit and gap analyses in line with international standards
4

Propose policy recommendations and roadmap

| Phase 3 |

1. Harmonize and standardize bond trade and settlement flows and
message items in ASEAN+3

2. Survey on cross-border DVP, collateral, and repo

ASEAN+3 = Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the
Republic of Korea; DVP = delivery-versus-payment; STP = straight-through-processing.
Source: ABMF SF2.

2. Central counterparty (CCP). Since the Phase 2 Report pointed out that developing

CCP is currently not an urgent priority for straight bond trade and settlement, CCP
remains out of the scope of ABMF SF2.

Central and local matching. Though both central and local matching models are
regarded as standards for ASEAN+3, central matching seems to be the de facto
standard in ASEAN+3.

Bond settlement using central bank money. In accordance with the policy
recommendation of Phase 2 Report, government bonds are to be settled with
central bank money in ASEAN+3.

Price discovery and transparency. Strengthening price discovery and transparency
was one of the recommendations of the Phase 2 Report, but continues to be a
challenge—survey methodology appropriate for ASEAN+3 markets has not yet
been developed—and may be further discussed with regard to the Information
Platform.

DVP Flows

Enhancing STP in CSD-related data flows. Enhancing STP was recommended in
the Phase 2 Report. The reference DVP flow will contribute to implementing STP in
the region.

Developing a reference model for DVP flows. Developing a reference DVP

flow was one of the most important recommendations of the Phase 2 Report. A
reference DVP flow was proposed and accepted by members and experts as a result
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Introduction

of Phase 3 activities. The reference DVP flow is supposed to be implemented when
each market infrastructure is in the process of being reconstructed. Harmonization
of the DVP flow in the region will be accomplished gradually.

Interest Payment Flows

1.

Survey on the roles of the paying agent, account management agent, and tax
withholding agent across economies. According to the recommendation of the
Phase 2 Report, the roles and functions of the paying agent, account management
agent, and tax withholding agent were supposed to be clarified during Phase 3, but
instead will be proposed as a part of next steps in relation to repo transactions.
Harmonization of interest payment flows. The harmonization of interest payment
flows was identified as an important issue by the Phase 2 Report, but it remains a
challenge due to differences in tax regimes across the region; for example, the rules
for a tax withholding agent differ from economy to economy. It will be one of the
most important issues for cross-currency repo and cross-border STP.

Message Standard Including Numbering and Coding

1.

Migration to ISO 20022. Migration to ISO 20022 was proposed as one of the
most important recommendations for Phase 3 activities and has been progressing
significantly. All CSD and RTGS systems in ASEAN+3 are to adopt international
standards (ISO 20022) by 2020.

Standardization of message items. Message items to effect DVP settlement
were supposed to be standardized. Essential and minimum message items to be
standardized have been proposed as a result of Phase 3 discussions.

International Securities Identification Number (ISIN). Based on the
recommendations of the Phase 2 Report, allocation of ISIN as a unique
identification number in accordance with the Association of National Numbering
Agencies’ (ANNA) recommendation (within 24 hours) is expected to be followed
by CSDs in the region by 2020. Brunei Darussalam, Cambodia, the Lao People’s
Democratic Republic, and Myanmar do not yet have a national numbering agency
(NNA); they will be supported by Asian Development Bank and ANNA efforts to
establish one in each ASEAN+3 economy.

Business Identifier Code (BIC). The Phase 2 Report recommended using BIC as
the financial institution identification code. This recommendation was accepted and
will be followed by all CSD and RTGS systems in the region by 2020.

Market Practices and Other Issues

1.

Harmonization of market practices. The harmonization of market practices, which
was recommended by the Phase 2 Report, will be a subject of discussion during the
next phase, with a particular focus on cross-border collateral and cross-currency
repo.

Investor identification. The harmonization of investor identification was
recommended by the Phase 2 Report. This is also a subject for discussion during the
next phase along with further development of the Global Legal Entity Identifier.
Account structure. The harmonization of account structures was recommended

in the Phase 2 Report. This remains a challenge due to differences in taxation and
regulations that may reflect different policy stances among authorities in the region
and different circumstances in each economy. Also, there is an emerging trend in the
region to adopt a segregated account rather than an omnibus account.
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4. Language for bond settlement instruction. The standardization of language was
also recommended in the Phase 2 Report. This remains a very difficult issue because
there are many local languages and scripts in the region. English is becoming a de
facto standard; for example, ISIN is to be published in English and payment system
communication is conducted in English in many economies in the region. Hopefully,
the advancement of technology will overcome language barriers.

Cross-Border STP and Local Currency Liquidity

1. Cross-border collateral and repo services. The promotion of cross-border
collateral and repo services was recommended in the Phase 2 Report. This remains
an issue for the next phase and also will be discussed by ABMF Sub-Forum 1and the
Cross-Border Settlement Infrastructure Forum.

2. Capital and cash controls. Capital and cash controls were recommended to be
removed gradually while keeping in step with developments in the markets.

Expected Work Items of Phase 3

Among the policy recommendations, work items chosen for Phase 3 were (i) harmonizing
message flows, (i) standardizing message items for ISO 20022 migrations, (iii) adopting
common rules on ISIN, and (iv) studying cross-border collateral and repo services. The
Phase 3 roadmap to implement the aforementioned working items is shown in Figure 6.

Harmonize
message
flows

Standardize
message
items

Common
rule on ISIN

Study cross-
border
collateral
and repo

Compile
Phase 3

report

Figure 6: Roadmap for Phase 3

2014 2015
Discuss Propose Agree on
reference reference reference
model model model

Propose . . Propose basic
Discuss Standardize ;
TIEEERIFES 1D be message items message items requirements
standardized of G/W
Discussion Dgcuss how Develop
with ANNA to disseminate roadmap
ANNArule
Survey current Identify Discuss barriers Propose policy
: . from cross-border -
services barriers STP perspective recommendations

Draft interim
report

Complete

Draft report report

ANNA = Association of National Numbering Agencies, G/W = gateway, STP = straight-through-processing.

Source: ABMF SF2.




Introduction

The schedule and meetings of ABMF SF2 from the start of Phase 3 through August 2015 is

shown in Table 1.

Jan

Table 1: Schedule of ABMF SF2

Meeting Schedule Tasks

Feb

Preparation of questionnaire items

Mar

15th ABMF SF2 in Manila, Philippines

Apr

May

Reply to questionnaire from each
economy

Jun

2014

Jul

Aug

Economy Visits
(Philippines, Malaysia, Indonesia)

Survey on message items

Sep

16th ABMF SF2 in Hong Kong, China
Economy Visits (Hong Kong, China)

Oct

Nov

Drafting the report and supplemental
surveys

Dec

Jan

17th ABMF SF2 in Manila, Philippines

Feb

Interim report

Mar

Apr

18th ABMF SF2 in Manila, Philippines

2015

May

Jun

Jul

Aug

19th ABMF SF2 in Manila, Philippines

Phase 3 report

ABMF SF2 = ASEAN+3 Bond Market Forum Sub-Forum 2.

Source: ABMF SF2.

9



