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7. Overview of RTGS-XG Project e

1-1. Project milestones

Nov 2005 Consultation paper
Feb 2006 Decision made to implement the project

Dec 2006 Functional specification for Phasel

Jan 2007 Specification on the computer-to-computer connection and file import/export functionality
(sent only to current/prospective participants)

Mar 2007 Functional specification for Phase 1 (2™ version)

Jul 2007 Overview of Interoperability Test

Overview of Running Test (RT)

* The above documents are available only in Japanese.



7. Overview of RTGS-XG Project e

1-2. Phased implementation

Phase 1 planned on Oct 14 '08 at the earliest

- Introduce liquidity-saving features into BOJ-NET Funds
Transfer System (BOJ-NET FTS)
- Incorporate FXYCS* payments into BOJ-NET FTS

(FXYCS will fully convert to RTGS mode, abolishing the current DNS mode) |

Phase 2 planned around 2011

(along with the launch of the sixth-generation Zengin System)
- Incorporate large-value Zengin payments into BOJ-NET FTS

The Zengin System will develop an interface for connection to BOJ-NET FTS.

* Foreign Exchange Yen Clearing system



7. Overview of RTGS-XG Project "%

1-3. New account 24 EEE)E ([FFFRF )

- Liquidity saving features (queuing and offsetting functionality) are provided at new
accounts under RTGS-XG.

- Each institution can hold only one new account.

- Liquidity needed for settlements is transferred from standard accounts. Overdrafts are not
available on new accounts.

- New accounts are available from 9:00 to 16:30. At the closing time, the outstanding
balances on new accounts will be transferred to standard accounts.

- Payment instructions for new accounts must be submitted online.

Branch X Bank A Branch Y Bank B

4 New account P. ‘q New account
x‘.b '." ““
0 OOX"
0'. RASES
3 ¢ LR

0. . 4
Standard account h } Standard account h 'd Standard account

Bank A cannot send payments from its new account to Bank B’s standard account.
5



7. Overview of RTGS-XG Project e

1-4. Type of payments settled through new accounts

- The following payment instructions will be settled through new accounts:

BOJ-NET Present RTGS-XG
8 ; e fa (EE RED)
(Interbank transfer) 22101 (Interbank transfer through new accounts) 33101
B 8 (D E T (B8 MR- (15 ET (RlEFAE D) (B8
(Third- party transfer) 22201 M: (Third-party transfer through new accounts) 33201
i B (TERE T GFA® [ 5500 IR R (T (RERRE D) GEAD)| 3500,
ird-party transfer) (Third-party transfer through new accounts)

" Seftlement obligations resulting from clearing systems and securities settlement systems will continue
to be settled through standard accounts by IfFE{f 5.

FXYCS Present RTGS-XG
CUSTOMER TRANSFER
o BANK TRANSFER
BANK TRANSFER 25102 (QUEUE OFFSET) 25302

* Payments related to CLS will continue to be settled using BANK TRANSFER<25102>.
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7. Overview of RTGS-XG Project 8
1-5. Operational timeline of BOJ-NET FTS

Time 9:00 12:00 14:00 16:30 17:00 19: 00
@300 Simultaneaus Processing ®12:00 ®15.00 :."ITZDD ™

] ®1200 ®12:30 ® 1615
3 Tokyo Financial Exchange BCCS Zengin System
= I
o
o
3] .
S : i
= Interbank transfers, third-party transfers extended
ﬁ : -;-------oooo---n---rﬁ' 2w e w @.E}EFE{FHQ....-

* Payments submitted via FXYCS . hours™

l -------------- I R R R EEEEE R N ] :

Initial liguidity transfer Liquidity transfer Autornatic liquidity transfer

from standard accounts to standard accounts

4

R NN NN FEFERFEFRFFEEEEEEEEEERERERRR L

(as necessary)

Interbank: transfers, third-party transfers

Fayments submitted wia FXYCS
Multilateral @ @ @ @
offsetting  10:30 13:30 14:30  15:30 y

*Bill and Check Cleating System
= Qnhifor padicipants allowed to have access {o the exdended operating hour.




2. Opening New Account e

2-1. Institutions expected to open a new account

® The following institutions are expected to open and use a new account,
regardless of their value and volume of transactions:

(a) Institutions settling money market transactions in BOJ-NET FTS

 Money market transactions include call loan transactions, NCD
transactions, the cash legs of securities transactions (non-DVP), margin
call transactions, the cash legs of pair-off nettings transactions, and OTC

option premiums transactions.
(b) "Affiliated banks" (direct participants) in FXYCS
(c) Participants* in the Zengin System

» Participants in the Zengin System are encouraged to start using a
new account under Phase 1 in preparation for Phase 2.

*Banks settling their net positions in BOJ-NET FTS.
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2. Opening New Account 8
2-2. Conditions and procedures

® Must be an online participant in BOJ-NET FTS.
® Choose one branch/office that will open a new account*.

® Submit necessary documents (e.g. application forms, account agreements)
to BOJ.

» A detailed guide on the procedures for opening a new account
will be available in mid-2008.

A transaction fee will be charged for each payment instruction sent,
as in the current system. There will be no special fee for holding a new account.

* Participants can change their branch/office after the start of Phase 1.
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2. Opening New Account %

2-3. Schedulve

Fiscal 2006 2007 2008 2009 2010 2011

Phase 1 Phase 2

L
#..
3

.
s
o
.
.

Introdutlon of I|qU|d|ty-saV|ng features i Incorporation of large-

__value Zengin payments

e, poration of FXYCS payments

o’
.
.
.
« A0C
L)
........
.....

System development by BOJ

N May '08 Running Test
, M%ar '08 Interoperability Test Oct. 14 Go live
Schedule for the release of related do;cuments
A Dec 2006 Final functional specificatiion

A Jul 2007 Overview of Interoi)erability Test/ Questionnaire on participation

A Jul 2007 Overview of Runn?ing Test
Nov 2007 Guide for Interoperability Test
A Nov 2007 Questionnaire on the participation in Running Test

A Feb 2008 Guide for Running Test
A Mid-2008 Procedures for opening new account

— aseyd
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2. Opening New Account %

2-4-1. User tests

® Participants with computer-to-computer connection and those using file import/export
functionality of the PC-based BOJ-NET terminal need to participate in Interoperability/VVolume
Stress Tests.

® Participants with computer-to-computer connection (including non-new account users) need
to participate in Regression Test.

® Participants submitting payment instructions manually through PC-based BOJ-NET
terminal are not subject to these tests.

Planned Testing Schedule

* Interoperability Test aims at verifying the ability of
users to send correctly formatted payment instructions to

e e the system and the interoperability between the system
Interoperability Test Sunday, Mar 9, 2008 and users’ internal systems.

Interoperability Test Sunday, Apr 6, 2008 * Volume Stress Test aims at verifying systems’

Volume Stress Test Sunday, Apr 27, 2008 processing capacity under heavy load conditions.
Regression Test Sunday, May 25, 2008
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2. Opening New Account 8
2-4-2. User tests

® All participants planning to open a new account need to participate in Running Test.

Planned Testing Schedule

Test Scheduled Date

Step | Test 1 Sunday, May 25, 2008

Step I Test 1 Sunday, Jun 15, 2008
Test 2 Sunday, Aug 3, 2008
Test 3 Sunday, Sep 7, 2008

Reserved for
contingency

Sunday, Sep 21, 2008

» Test 1in Step | aims at ensuring the readiness of users to
make use of new accounts from a procedural and an
operational point-of-view. Tests 1-3 in Step Il mainly
examine the management of payment flows (i.e. new
market guidelines) based on certain scenarios.

* A guestionnaire regarding participation in tests will be sent
to participants around November 2007.
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RTGS&

2. Opening New Account
2-5. Preparations by users

® Develop internal rules and procedures.

® Plan liquidity management for new accounts.

® Make necessary changes to internal systems (e.g. systems for trade
processing, submission of payment instruction)

» By the go-live of RTGS-XG Phase 1, all participants will have fully converted to the new
access methods, i.e. PC-based BOJ-NET terminals and TCP/IP-based computer- to-

computer connection.

 Participants with computer-to-computer connection or those using file import/export
functionality of the BOJ-NET terminal will need to convert to the new method and
complete the necessary preparations before the start of Interoperability Test. Participants
submitting payment instructions manually through PC-based BOJ-NET terminals are not

required to make any special arrangements.
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3. Settlement Process Using New Account ™%
3-1. A Call loan transaction from trading to settlement

- Successful \
- >

Unsuccessful
Error

n
—+
QD
>
o
QD
-
o
QD
o
(@]
(@)
c
>
—

N

)

[ 1. Execute trade ] Unsuccessful { 6. Test multilateral | _Successful 5
offsetting ) =
5. Centrallzed / ] REEEEEEEEEEE L R A SR L AL AR R D) . g
Time-driven : S
- queue : 7.Management of payment flows :| @
. | T
® 2. Fund new account : =t
s Event-driven Reorder/cancel : o
§ Unsuccessful | 2 @ ecccccccccccccccs S queued payments g
o : ®

§ [ Liquidity transfer ]

[ 3 Sl_meit pfiyment ] A Testbilateral | sass e sssnasaes R
instruction . . . .
offsetting Successful (including single gross settlement)
J
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3. Settlement Process Using New Account g
3-2-1 Trade execution

No significant change in the procedures related to trade execution.

® |f the agreed delivery/repayment time falls within the available hour of new
accounts (9:00-16:30), the trade will be settled through new accounts.

» Participants need to notify the counterparty in advance when settling a trade
through standard accounts.
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3. Settlement Process Using New Account 8
3-2-2. Funding

Transfer funds from a standard account to a new account using B C EIE B1iFE<33401>
(liquidity transfer).

® Funds can be transferred within the limit of standard account balances and deposited collateral.

» Participants can incur intraday overdrafts in standard accounts within the limit of their deposited collateral.

« Balances on a new account can be transferred to a standard account within the limit of new account
balances.

® |n new accounts, payment instructions will be settled immediately without being placed in a
queue if there is sufficient liquidity for settling these payment instructions.

Input screen Output image
_ o | B T EE R IF E R B A
33401 LEEE (FRRRED) o
B2 HSRES [Select 2" for Liguidity transfer from a} HR2 =78
standard account to & new account. P Z| %

[type of liguidity transter T

SEEE (EiERFO) 515 - SEMEAE: 1 e

1 .III-: = :.: P -'lr': = EH :I?' :I?' H 2 H’Rgljﬁﬁ

SEMESITE - GEEE (EERFED) A s
itrarsfer value] 18{F{RFrEEE 305

3 EEHE 1B{R{FAEEE (S5

= BE  FitEy = EERIE
Shows new account balances, standard account balances, EREREDD By —————
and armount of deposited collateral after the transaction. 16




RTGS&

3. Settlement Process Using New Account
3-2-3. Submission of a payment instruction

Use IRE{FB([EFAEDO) <33101=(Interbank transfer through new accounts) for making a request
for a funds transfer. The process for submitting payment instructions is the same as in the former i
B F8<22101> (Interbank transfer), except for the designation of payment priority.

Input screen

33101 LEEERNE (ElERRED)
IEEiE (ElAEO)

Hra|Z=iTH
FHERA 1 (Receiving institution)

[
[

e [ 1A (PY) / \
[

1 (Date)

For call loan transactions, select "1" (priority

1 i d .
LE ] (hansaction code) payments), and enter the relevant transaction
BEEE 5 [1] @%:0 {B3%: 1 code. For other transactions, select "0" (normal
(normal) (priority) payments). "0" is set as a default.
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RTGS&

3. Settlement Process Using New Account
3-2-4. Test bilateral offsetting algorithm

Upon receiving a payment instruction, the system automatically tests bilateral offsetting
algorithm.
® \When a payment instruction (either priority/ normal) satisfies the conditions for settlement, the system

immediately carries out settlement, and sends a debit advice to the sending institution and a credit advice to
the receiving institution.

Example of bilateral offsetting mechanism
Bank A submits a payment instruction of JPY 10 billion to Bank B

Payment instruction (A—B) 2leis el ol

have balances that
Receiving Institution: B are more than the Yes Settle
Value: JPY 10 billion netted value? A—B and B—A
Yes €.g. ) . .
NoO -If Bank B—A is JPY 9 billion, Bank A needs to have JPY 1 billion

on its account.

D Bank B h
0es Bl ave -If Bank B—A is JPY 12 bhillion, Bank B needs to have JPY 2

payment instructions

to Bank A (B—A) in No billion on its account.
its queue? g <
Does Bank A have more v Settle
than JPY 10 billion? es A—B
PI in
No | ace in queue

18



3. Settlement Process Using New Account

RTGS&

3-2-5. Centralized queue

A payment instruction that does not satisfy the conditions for settlement is placed in the
centralized queue. Both the sending and the receiving institutions will receive a notice

that the payment instruction is queued.

Queue mechanism

<Normal Payment>

C. Normal payment

<Priority Payment>

D. Priority payment

Priority payments go to the
end of other priority payments,
not the end of the queue.

A. Priority payment

B. Normal payment

C. Normal payment

A. Priority payment

D. Priority payment

B. Normal payment

C. Normal payment

Output image
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7 % iB F0 (iR B ik ¥ O
[queued payment]

BEERE é‘é\nnrnﬁlfp_rﬁ:l_rﬂ-ﬂ
BIEFESE

Ens |17 H(date) ————
FiTES FERE 't%ending institution)

[reference numkbet]

e F LA

(Feceiving institution)

[debit amount

i [trareaction code)

The reference number needed for making
inquiries and for reordering/canceling
gueued payments.




RTGS&

3. Settlement Process Using New Account
3-2-6. Test multilateral offsetting algorithm

The system automatically tests multilateral offsetting algorithm for queued payment
instructions at specified times during the day.

® Multilateral offsetting algorithm will run at 10:30, 13:30, 14:30, and 15:30.

» Multilateral offsetting algorithm will run for a maximum of about 10 minutes.

* When multilateral offsetting algorithm is complete, the system will send a completion notice to all
participants.

» While multilateral offsetting algorithm is running, the following types of payment instructions are blocked:

-~ {RES %8 (interbank transfer through new accounts)
HEEEE TSR E ST (interbank transfer through new accounts)
*CUSTOMER TRANSFER (QUEUE OFFSET)

‘BEANK TRAMSFER (QUEUE OFFSET)
B EERRES (liquidity transfer)
-BWiH (cancellation)

*a certain type of information inquiries

® The system immediately settles queued payment instructions that satisfy
the conditions for settlement, and sends a debit advice to the sending institution

and a credit advice to the receiving inzs()titution.



3. Settlement Process Using New Account 8
3-2-7. Management of payment flows

As in the current system, users can manage the settlement process by monitoring account

balances. Users can also reorder queued payment instructions and inject further liquidity in
new accounts.

HEME(RSRFD) FHL A S (Total balances) )] i I e <3395 > {(total balance report)
5|7 ————— - Balances on each type of account, value and
e =y @ ——— : )
B 2| % volume of debits and credits made from/to a new account.
L A (ER R RO P )
o R (B 18(32EE(C) iy SREENE (RlFF S D) Z1ARM —E <33961>
oo (New account total activity)
ES:b =
(ERHERZILIFREC D) BIREIEILTHEEE) - List of all payment instructions settled/queued.
S (A+B+D) 18R ST CE) e ol s T
i eaer— oy i) ZRENE (ERFAE D) Z1LBRH ({7 EHS18T) <33962>
ESn = | 5 ¥ 3 H 1
% B oy ; (transaction detail report)
AELil) A 7 - Details of each payment instruction including
3|35 28(C) { ) information attached to third-party transfers.
A& TEME — —
A& FESH) { 3
3 BT — ¢ — Shows balances on each account at the N
2 [FEF 28] { ) : S
2 BT ELARE = At D) time of inquiry, the valuc_e and volume of
LEHEE S RiIAESE B0+ gueued incoming/outgoing payments, and

the projected balance assuming all
gueued payments are settled.

J
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3. Settlement Process Using New Account g
3-2-8. Reordering queued payments

Input screen

Users can reorder queued payments with =& B
FFZr<33301 =(Reorder queued payments).

33301 ZEENE (ElERAFED)
B R =

RITES [ 1 (reference number)
Reorder queued payments TEEH [ 1 #88:1 B&R: 2
(top of queue)  (end of quUele)
A. Priority payment Output image
Select C. Priority payment Select The system sends {F#EIEEZF850 (queue order

. - "top of the queue” . ) o ) ST
end of the queue B. Normal payment change notice) to the sending/receiving institution.

» The change notice is sent to the receiving institution only
when the priority of the payment instruction is changed from
"normal” to "priority".

.........................................................................................................................................................

3-2-9. Cancellation Input screen

Users can cancel queued payment instructions with g;lél (EEE% (ElEAARD)
B E (R {f8) <331 11> (cancellation). ’ -

D. Normal payment

.....................................................................

ZTES [ ] (reference number)

® The sending institution needs to notify the
receiving institution of the cancellation of the
queued payment. The system sends HREBED (IRE (#%8) (cancellation
notice) to the sending/receiving institution.
22
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3. Settlement Process Using New Account 8

3-2-9. End-of-day processing

The available hour of new accounts ends at 16:30*, 30 minutes ahead of the closing time of
BOJ-NET FTS. At 16:30, the system automatically transfers balances on new accounts to
standard accounts, and cancels all payment instructions left on the queue.

* On days when the settlement time of the Zengin System starts later than the regular starting time, the
available hour of new accounts is extended by the same time length.

® \When necessary, participants can re-enter/resend the cancelled payment instructions to settle in

standard accounts.

Output image

Automatic liquidity transfer to standard accounts

Automatic cancellation of queued payment instructions

B CANERHEEFIBR 8 #hiFE )

& |527TH
78 |5E E—
il —

2 HERNE
ia g ETEHS SEEE

(EFRAO = £0.
S EEE

B2 iR

—— LEHERS ———————
BieRNE 0 o———————

B 1R{R % (B ———————
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RTGS&

3. Settlement Process Using New Account

3-3 . Market guidelines for money market transactions

Market participants will continue to follow market guidelines such as "one-hour rule*' and "repayment first
rule**", which facilitate the smooth flow of payments in the current BOJ-NET FTS. For an effective use of
new accounts, lenders should submit the payment instruction for a new loan as soon as it acknowledges that
the payment instruction for repayment of a former loan is placed in the queue.

*Lenders should release the funds within an hour after a contract is made. **Borrowers of call loans should start repayment
immediately after the opening of the system and complete the repayment by 10:00 at the latest.

Present
9:00 10:00 11:00
Borrower Repayment
Trade Execution >
Lender Trade Execution De"very of funds
P
Lenders should submit the payment instruction for a new loan as
soon as it acknowledges that the payment instruction for
RTGS-XG repayment of a former loan is placed in the queue.
/
Borrower Submit payment instruction/repayment
Trade Execution /
C _ _ _ T >
Lender | Trade Execution / Submit payment instruction/ deliver af funds
> >

[ Initial funding ] { Bilateral offsetting, single gross settlement } {Multilateral offsetting
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3. Settlement Process Using New Acc:oun;m)g

3-4. Initi

al funding

Users need to transfer liquidity from standard accounts to new accounts before sending payment
instructions, typically immediately after the opening of the system.

® At a minimum, the value of "Total value of outgoing payments — Total value of incoming payments”

will be transferred to new accounts by 10:00.

<Example> Payments to be settled

betw

/" [Outgoing payments]

een 9:00-10:00

Transaction Type

Value

Call loan

JPY 10 billion (payment to A)

Call loan

JPY 5 billion (payment to B)

JPY 5 billion

DVP for non-JGB

JPY 5 billion

@
@
®| DVP for JGB
@
[

Incoming paymen

ts)

Transaction Type

Value

Call loan

JPY 5 billion (payment from A)

Call loan

JPY 5 billion (payment from B)

Q@@

DVP for non-JGB

JPY 5 billion

Present

JPY 25 billion is required on a standard account (account
balances + deposited collateral ) in order to settle all
payment instructions sent between 9:00 and 10:00
without using incoming funds.

RTGS-XG

JPY 10 billion is required on a standard account in order
to settle all payment instructions without using incoming
payments.

Need to transfer JPY 5 billion to a new account from its
standard account before sending payment instructions.
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4. Overview of Phase 2

In Phase 2, large-value Zengin payments (e.g. above JPY 100 million) will be settled on
a real-time basis through new accounts via the Zengin System’s new interface.

Sending bank

o

.......................

Payment
Instruction

J ’

Debit
Advice

——
PRERE

Quatnmer Payments Dep}

BaEE
{ Treasury Dep)

information)

2.Payment Instruction
(without customer

Zengin System

Receiving bank

Small value
coce Send

3. Completion ¢ Net positions
Notice

New account

. : Payment
’; Instruction  :

.
cesd
.......
.. .o
.........

Credit
Advice

PIRERE

Quatnmer Fayments Dew

HaiE
( Treasury Dep.)

BOJ-NET Funds Transfer System

. Sending bank sends a payment instruction to the Zengin System.
. If the payment instruction is large-value, the Zengin System sends a payment instruction without customer

information to BOJ-NET FTS for settlement through new accounts.

System.
Upon receiving the completion notice, the Zengin System sends a debit advice with customer information to

the sending bank and a credit advice to the receiving bzaénk.

. The BOJ-NET FTS debits/credits the relevant new accounts and sends a completion notice to the Zengin



References %

1. Proposal for the NEXT-Generation RTGS Project of
the BOJ-NET Funds Transfer System,
Dec 2005, Bank of Japan

2. Framework for the Next-Generation RTGS Project of
the BOJ-NET Funds Transfer System,
Feb 2006, Bank of Japan

3. Japan’s Next-Generation RTGS,
Oct 2006, Bank of Japan

The above documents are available on the Bank of Japan website
(www.boj.or.jp/en/index.htm) . Click “Payment, Settlement, Market Infrastructure”—
“Payment and Settlement Systems”—"Operation of BOJ-NET".

27


http://www.boj.or.jp/en/index.htm

Contact Information g

Bank of Japan

Payment and Settlement Systems Department
E-mall: post.payment@boj.or.jp

Telephone: 03-3279-1111 (ext. 2963 )
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