For the attention of the Compliance Department

10" January 2012

To our Clients and Counterparties,

Notice regarding charges for failures to deliver agency debt and agency mortgage-backed
securities

We are writing to inform you of an important change that we are making with respect to our
transactions involving U.S. Treasury Securities, debentures issued by Fannie Mae, Freddie Mac
and the Federal Home Loan Banks and agency mortgage-backed securities (“MBS”) issued or
guaranteed by Fannie Mae, Freddie Mac or Ginnie Mae (“U.S. Treasury”, “Agency Debt” and
“Agency MBS,” respectively). As you may know, the Treasury Market Practices Group (the
“TMPG”) and the Securities Industry and Financial Markets Association (“SIFMA”) have
published the “U.S. Treasury Securities Fails Charge Trading Practice” and the “Agency Debt
and Agency Mortgage-Backed Securities Fails Charge Trading Practice” which can be viewed at
http://www.sifma.org/Services/Standard-Forms-and-Documentation/Securitized-
Products/Securitized-Products-Fails-Charge-Trading-Practice/, (collectively the “Fails Charge
Trading Practices”).

We have decided to adopt these Fails Charge Trading Practices for purposes of our
transactions with you, and accordingly, are notifying you that any delivery-versus-payment or
delivery-versus-transfer transaction in U.S. Treasury, Agency Debt or Agency MBS entered into
or remaining unsettled between you and us on or after 12:01 a.m. New York time on 1% February
2012 (the “Effective Date”) shall be deemed to be subject to the Fails Charge Trading Practice,
unless otherwise agreed in respect of a particular transaction, as described more fully below.
Please note that you may have previously agreed to be subject to the U.S. Treasury Securities
Fails Charge Trading Practice. If so, such agreement remains in full force and effect and is not
affected by this Notice.

By way of background, the Fails Charge Trading Practices provide standardized procedures that
market participants may elect to follow in order to assess and pay “Fails Charges” in connection
with delivery failures involving U.S. Treasury, Agency Debt or Agency MBS. The TMPG and
SIFMA have recommended the Fails Charge Trading Practices in order to reduce the overall
incidence of fails in the marketplace, which prevent efficient market clearing and undermine
overall market liquidity, and to compensate a non-failing counterparty for the potential economic
harm to it resulting from a fail (which is difficult to ascertain). The Federal Reserve Bank of New
York participated in the development of and endorses the Fails Charge Trading Practices, and has
adopted the U.S. Treasury Securities Fails Charge Trading Practice in connection with its
transactions in U.S. Treasuries and has indicated that it will adopt the Agency Debt and Agency
Mortgage-Backed Securities Fails Charge Trading Practice in connection with its transactions in
Agency Debt and Agency MBS.



By entering into or failing to timely deliver in any transaction with us for the delivery of U.S.
Treasury, Agency Debt or Agency MBS against the payment of funds or the transfer of securities
on or after the Effective Date (including any cash purchase or sale, reverse repo transaction,
bonds borrow or loan transaction, forward purchase or sale (including with respect to Agency
MBS any to-be-announced (TBA) transaction, specified pool transaction or dollar roll), or option),
you will be deemed to have agreed that such transaction will be subject to the respective Fails
Charge Trading Practice, unless explicitly agreed otherwise with respect to a specific transaction.
Similarly, by entering into or failing to timely deliver in any such transaction, we shall be deemed
to have agreed that such transaction will be subject to the respective Fails Charge Trading
Practice, unless explicitly agreed otherwise with respect to a specific transaction. Both of us also
shall be deemed to have agreed for any such transactions that the failure to enforce such a Fails
Charge in any one transaction or in multiple transactions shall not constitute a waiver of the
foregoing rights with regard to any other transactions subject to a Fails Charge. The claim of a
Fails Charge shall be without prejudice to any other rights or remedies under the applicable
agreement governing the transaction or applicable law, and shall not constitute a waiver of the
non-failing party’s right to exercise any other remedy.

We will follow TMPG Guidance when calculating any Fail Charges and will aim to submit any
claims by the tenth business day of the following month. Payment or notice of claim rejection
must be submitted to us by the last business day of that month. We will not submit or respond to
any fails charge claims which have been calculated in accordance with the relevant TMPG
guidance and are for less than or equal to USD 500.

A copy of this letter has been translated into Japanese and is available at our website,
www.daiwacm.com.

We appreciate your anticipated cooperation and understanding and thank you for your continued
business and support. Should you have any questions regarding the foregoing, please contact:

Tony Baldwin - Head of Funding:
Tel: +44 20 7597 7703 Email: tony.baldwin@uk.daiwacm.com

Phil Deans — Head of Bond Sales:
Tel: +44 20 7597 7714 Email: phillip.deans@uk.daiwacm.com

David Churchill - Head of Settlements
Tel: +44 20 7597 8212 Email: david.churchill@uk.daiwacm.com

Chris Hudson - Compliance Department
Tel: +44 20 7597 8019 Email: chris.hudson@uk.daiwacm.com

Yours Faithfully

Compliance Officer
Daiwa Capital Markets Europe Limited


http://www.daiwacm.com/
mailto:tony.baldwin@uk.daiwacm.com
mailto:phillip.deans@uk.daiwacm.com
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