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Preparing for the 2024

Global Securities Settlement
Cycle Crunch

Getting ready for the compression of the T+1

The rationale behind moving to T+1 is

securities settlement cycle in May this year requires largely investor-centric, aiming to curtail
. . . . . overall risk exposure to unresolved trades
careful consideration, particularly for firms engaging and mitigate the likelihood of price

fluctuations in the underlying securities
during the settlement process.

in US stock trading from other global locations in
non-USD base currencies. This consideration extends
to firms situated in the United Arab Emirates, which is
eight hours ahead of New York, the primary trading
centre in the US. Gerard Walsh, global head of
Client Solutions, Banking & Markets at Northern
Trust, delves into the crucial matters facing Abu
Dhabi based managers, and provides suggestions

for effective preparation.

By May this year, the trade settlement cycle for US listed securities is stated
to decrease from two days (T+2) to just one day (T+1). This change presents
a variety of challenges for managers investing in US assets, irrespective of
their global location. These challenges are especially acute for managersin
locations and time zones with limited overlap with the trading hours of US
markets, such as the European and Asia-Pacific markets. In the United Arab
Emirates, where The New York Stock Exchange is a primary trading hub,
the market opens at 9:30 am Eastern Daylight Time equivalent to 5:30 pm
in Abu Dhabi.

Background

The shift to the T+1 settlement cycle stems from the US Securities and
Exchange Commission (SEC) adopting an amendment to introduce T+1
to the US market by 28 May, while the Canadian Capital Markets Association
has declared that Canada will transition a day earlier on 27 May. India moved
toaT+1 environment earlier this year. The rationale behind moving to T+1 is
largely investor-centric, aiming to curtail overall risk exposure to unresolved
trades and mitigate the likelihood of price fluctuations in the underlying
securities during the settlement process.
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PREPARING FOR THE 2024 GLOBAL SECURITIES SETTLEMENT CYCLE CRUNCH

Considerations

Given that the US represents the world’s largest and most liquid market,
with the percentage of foreign-owned US equities surging by 50% in the
past 12 years to exceed USD12 trillion, this change will undoubtedly carry
a significant impact.

Abu Dhabi-based managers holding these securities will need to think
about several things in the run-up to the cycle shortening.

There are concerns that this change will escalate the cash funding costs of
the trade settlement lifecycle, introducing a new drag on fund returns.
The shift to US T+1 implies a necessity for funds to maintain larger cash
reserves to alleviate settlement-related funding strains and safeguard
against uncertainties like currency transaction costs associated with
trading. This can potentially lead to an unwelcome effect on fund
performance, making it less appealing to investors.

Another pertinent question arises: Who will bear these costs? It appears

probable that such increased expenses will be transferred to end investors,

whether through direct or indirect means.

Another process demanding meticulous thought and scrutiny is the

fund subscription process. Currently, it is commonplace for cash payments
related to fund subscriptions to lag behind the subscription itself by several
days. This is less of a concern within the existing T+2 settlement cycle, as
the necessity for overdrafts and other forms of funding is diminished.
Nevertheless, in a T+1 environment, trades initiated by subscriptions may
need to be settled several days before the receipt of inbound cash payments.
Managers must thoroughly evaluate the existing processes in conjunction
with their conventional sources of cash flow funding. In many instances,
managers rely on facilities such as overdrafts and agreed-upon cash reserves
from brokers and custodians. Managers must ascertain that the entities they
collaborate with for these provisions possess the capability and willingness
to accommodate any necessary increases within the T+1 framework.

This is especially true for managers running funds with lower levels of assets
under management (AUM) and in situations where there are restrictions
and limitations on a fund’s permission to hold cash. For example, the
European Union’s Undertaking for the Collective Investment in Transferable
Securities (UCITS) designated funds can hold a maximum of 10% of net
asset value (NAV) in cash. Clearly, that’s not an issue at scale, but for funds
with lower levels of AUM, subscriptions in size may raise issues.

Managers may also need to think carefully about market events such as

index rebalances, market holidays, and extended weekends where prolonged

settlement terms will necessitate extended cash facilities, which will come
at a cost.

There are concerns that this change will
escalate the cash funding costs of the trade
settlement lifecycle, introducing a new
drag on fund returns.

Managers may also need to think
carefully about market events such as
index rebalances, market holidays, and
extended weekends where prolonged
settlement terms will necessitate extended
cash facilities, which will come at a cost.
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PREPARING FOR THE 2024 GLOBAL SECURITIES SETTLEMENT CYCLE CRUNCH

Another factor amplifying the cash drag on funds is trade-related currency
transactions. The halving of the settlement cycle eliminates the two-day
buffer period during which managers were previously able to arrange
trade-related currency movements. Consequently, firms and funds will need
to reevaluate their FX trading arrangements. The objective should be to
execute trade-related FX transactions on the same day as the trade itself,
as closely aligned in timing as possible. It’s a quirk of the FX market that
significant trading volumes occur towards the end of the US market day,
and this poses a narrow operational window for firms located outside of
the US, particularly in Asia-Pacific nations. One sensible resolution might
involve adopting cash pre-funding processes similar to those necessary
in T+0 markets like Taiwan. However, this pushes the utilization of cash
even earlier in the settlement cycle, leading to extended reliance on
temporary loan facilities and higher associated costs.

Preparing for T+1

Having said all that, is there a viable path forward?

| believe there is. It seems almost too obvious that the best plan for US T+1

is to “review everything and prepare thoroughly.” Firms and funds — especially
those in time zones with the least overlap with US market hours such as
Abu Dhabi - will need to go through every step of the trading lifecycle and
ensure they understand all the moving parts. They’ll need to make sure they’ve
been through the whole process with a fine-toothed comb and find ways
to orchestrate an ecosystem that helps them mitigate as many of the
impacts of the shortening of the cycle as possible.

Workable solutions are available now from solution providers who can
support the full execution-to-custody lifecycle, with trading, matching,
clearing and settlement, and trade-related FX embedded in a single
seamless flow-through lifecycle. These full lifecycle solutions will be especially
effective where funds and managers orchestrate their activities alongside
providers with US resources supporting trading and trade-related FX in
US market hours.

Firms and funds - especially those in
time zones with the least overlap with
US market hours such as Abu Dhabi -
will need to go through every step of
the trading lifecycle and ensure they
understand all the moving parts.

Workable solutions are available now from
solution providers who can support the full
execution-to-custody lifecycle, with trading,
matching, clearing and settlement, and
trade-related FX embedded in a single
seamless flow-through lifecycle.
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About Northern Trust Banking & Markets

Northern Trust Banking & Markets offers trading and trade-related global FX with straight-through processing to
custody and administration systems. Our trading and FX solutions are offered on a fully outsourced, or component basis.

Our outsourced trading capability — Integrated Trading Solutions (ITS) - combines worldwide trading expertise in equities
and fixed income, exchange-traded derivatives, futures, and exchange-traded funds (ETFs) across global markets. It provides
coverage from multiple trading locations, access to high-quality liquidity and fully integrated middle and back-office service.

ITS can be paired with our Foreign Exchange services to provide asset managers and asset allocators with an end-to-end
fully outsourced solution - from trade execution to FX settlement.

To learn more

@ Gerald Walsh, global head of Client Solutions, Banking & Markets
To find out more about how our capital markets solutions can -— —

support your organisation, please contact your local Northern Trust
business development teams or:

@ northerntrust.com

IMPORTANT INFORMATION AND DISCLOSURES - MARKETING COMMUNICATION

Northern Trust Banking & Markets is comprised of a number of Northern Trust entities that provide trading and execution services on behalf of institutional clients, including foreign exchange,
institutional brokerage, securities finance and transition management services. Foreign exchange, securities finance and transition management services are provided by The Northern Trust
Company (TNTC) globally,and Northern Trust Global Services SE (NTGS SE) in the European Economic Area (EEA). Institutional Brokerage services including ITS are provided by NTGS SE in the
EEA, Northern Trust Securities LLP (NTS LLP) in the rest of EMEA, Northern Trust Securities Australia Pty Ltd (NTSA) in APAC and Northern Trust Securities, Inc. (NTSI) in the United States. For legal
and regulatory information about our offices and legal entities, visit northerntrust.com/disclosures.

This marketing communication is issued and approved for distribution in the United Kingdom and European Economic Area by The Northern Trust Company, London Branch (TNTC) or
Northern Trust Global Services SE (NTGS SE). TNTC is authorised and regulated by the Federal Reserve Board; authorised by the Prudential Regulation Authority; subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. NTGS SE is authorised by the European Central Bank and subject to the prudential supervision of the
European Central Bank and the Luxembourg Commission de Surveillance du Secteur Financier.

This communication is provided for the sole benefit of clients and prospective clients of TNTC and/or NTGS SE and may not be reproduced, redistributed, or transmitted, in whole or in part,
without the prior written consent of TNTC and/or NTGS SE. Any unauthorized use is strictly prohibited. This communication is directed to clients and prospective clients that are categorised as
eligible counterparties or professional clients within the meaning of Directive 2014/65/EU on markets in financial instruments (MiFID II). TNTC and NTGS SE do not provide investment services
to retail clients. This communication isa marketing communication prepared by a member of the TNTC or NTGS SE sales and trading departments and is not investment research. The content
of this communication has not been prepared by a financial analyst or similar; it has not been prepared in accordance with the legal requirements designed to promote the independence of
investmentresearch anditis notsubjecttoany prohibition on dealing ahead of the dissemination of investment research. This communication is not an offer to engage in transactions in specific
financial instruments; does not constitute investment advice, does not constitute a personal recommendation and has been prepared without regard to the individual financial circumstances,
needs or objectives of individual investors.

© 2024 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, lllinois 60603 U.S.A. Incorporated with limited liability as an lllinois corporation under number 0014019.
Products and services provided by subsidiaries of Northern Trust Corporation may vary in different markets and are offered in accordance with local regulation. This material is directed to
professional clients (or equivalent) only and is not intended for retail clients and should not be relied upon by any other persons. This information is provided forinformational purposes
onlyand does not constitute marketing material. The contents of this communication should not be construed as a recommendation, solicitation or offer to buy, sell or procure any securities or
related financial products or to enter into an investment, service or product agreement in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful. This
communication does notconstitute investmentadvice, does not constitute a personal recommendation and has been prepared without regard to the individual financial circumstances, needs
or objectives of persons who receive it. Moreover, it neither constitutes an offer to enter into an investment, service or product agreement with the recipient of this document nor the invitation
torespondtoitby making an offerto enter into an investment, service or productagreement. For Asia-Pacific markets, this communication is directed to expert, institutional, professional,
and wholesale clients or investors only and should not be relied upon by retail clients or investors. For legal and regulatory information about our offices and legal entities, visit
northerntrust.com/disclosures. The views, thoughts, and opinions expressed in the text belong solely to the author, and not necessarily to the author’s employer, organization, committee, or
other group orindividual. The following information is provided to comply with local disclosure requirements: The Northern Trust Company, London Branch, Northern Trust Global Investments
Limited, Northern Trust Securities LLP and Northern Trust Investor Services Limited, 50 Bank Street, London E14 5NT. Northern Trust Global Services SE, 10 rue du Chateau d’Eau, L-3364
Leudelange, Grand-Duché de Luxembourg, incorporated with limited liability in Luxembourg at the RCS under number B232281; authorised by the ECB and subject to the prudential
supervision of the ECB and the CSSF; Northern Trust Global Services SE UK Branch, UK establishment number BR023423 and UK office at 50 Bank Street, London E14 5NT; Northern Trust Global
Services SE Sweden Bankfilial, Ingmar Bergmans gata 4, 1st Floor, 114 34 Stockholm, Sweden, registered with the Swedish Companies Registration Office (Sw. Bolagsverket) with registration
number 516405-3786 and the Swedish Financial Supervisory Authority (Sw. Finansinspektionen) with institution number 11654; Northern Trust Global Services SE Netherlands Branch, Vifioly
7th floor, Claude Debussylaan 18 A, 1082 MD Amsterdam; Northern Trust Global Services SE Abu Dhabi Branch, registration Number 000000519 licenced by ADGM under FSRA #160018;
Northern Trust Global Services SE Norway Branch, org. no. 925 952 567 (Foretaksregisteret), address Third Floor, Haakon VlIs gate 6 0161 Oslo, is a Norwegian branch of Northern Trust Global
Services SE supervised by Finanstilsynet. Northern Trust Global Services SE Leudelange, Luxembourg, Zweigniederlassung Basel is a branch of Northern Trust Global Services SE. The Branch
has its registered office at Grosspeter Tower, Grosspeteranlage 29, 4052 Basel, Switzerland, and is authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA. The
Northern Trust Company Saudi Arabia, PO Box 7508, Level 20, Kingdom Tower, Al Urubah Road, Olaya District, Riyadh, Kingdom of Saudi Arabia 11214-9597, a Saudi Joint Stock Company -
capital 52 million SAR.Regulated and Authorised by the Capital Market Authority License #12163-26 CR 1010366439. Northern Trust (Guernsey) Limited (2651)/Northern Trust Fiduciary Services
(Guernsey) Limited (29806)/Northern Trust International Fund Administration Services (Guernsey) Limited (15532) are licensed by the Guernsey Financial Services Commission. Registered
Office: Trafalgar Court, Les Banques, St Peter Port, Guernsey GY1 3DA. Northern Trust International Fund Administration Services (Ireland) Limited (160579)/Northern Trust Fiduciary Services
(Ireland) Limited (161386), Registered Office: Georges Court, 54-62 Townsend Street, Dublin 2,D02 R156, Ireland.

northerntrust.com Q752150 (4/24)


mailto:gcw3@ntrs.com
https://www.northerntrust.com/united-kingdom/what-we-do/asset-servicing/capital-markets
https://www.northerntrust.com/united-kingdom/terms-and-conditions
https://www.northerntrust.com/united-kingdom/terms-and-conditions



