ISITC – Settlements WG – Business Case 
a. Origin: Company and Contact

ISITC - US
b. Nature of Request

Non Deliverable Forwards cleared through a CCP – Dodd/Frank
List of open questions from discussions within ISITC to be confirmed with SMPG S&R Payments/FX sub-group to determine EMIR or other jurisdiction requirements for NDFs or Forwards.  Additional open questions from discussions around SWIFT NDF MUG documentation previously created from global feedback. 
c. Message Types:

MT300/304
d. Business Context:

Discussions underway within ISITC to document the best practice around business process and messaging standard for Investment Manger to Global Custodian instruction of Non-Deliverable Forward Foreign Exchange instruction that is required to clear through a CCP as part of Dodd Frank mandate expected for early, 2014. 

There is no longer a settlement on the close leg of the NDF.  When Investment Manager sends MT304’s with this code the custodian will know not to settle the FX on custody or to duplicate the gain loss already captured through the clearing process.
It is also suggested that the manager not report any payment instructions on the message, in order to safe guard against a custody movement.

Note:  The clearing process is very similar to SWAPS cleared through CCP, just a different product with the nuances of FX being noted above.
e. Examples:
Standard Flow of an NDF: 
1. Initial Trade sent

2. Fixing Trade sent, linking with initial trade and reporting the NET difference for settlement.

CCP Flow of an NDF: 
1. Initial trade sent, indicating cleared NDF, the Exchange, the clearing broker.
2. Fixing ticket sent with the same linking/netting logic as regular NDF, but also indicating cleared NDF, the Exchange & clearing broker.
*Current workaround is to leverage field 72 of MT304 to provide CCP exchange and clearing broker.  New structured fields within MT300 and MT304 for SR2013. 
f. List of open questions for SMPG: 

1. High level review of Non-Deliverable Forward Market Practice draft documented

· Scope– MT300 vs. MT304, Spot vs. Forward, Opening Instruction vs. Closing/Fixing Instruction for Cleared vs. Non-Cleared CCP trades. 

Further clarity on Deliverable (EMIR requirement) vs. Non-Deliverable CCP clearing requirement to be discussed with global SMPG WG.

	MT Type
	Scope of Operation
	Open Indicator
	Usage Requirement?

	MT300 - Execution Confirmation
	-
	Open  
	Yes, included in MP data elements, field recommendations. 

	MT300 - Execution Confirmation
	-
	Close
	Yes, included in MP data elements, fields recommendations. 

	MT304 Forward (Non-NDF) Advice
	Spot or Forward
	Open and Close
	CCP Cleared Forwards. 

Not required in US. Need confirmation within EMIR or other global regulation?

	MT304 – NDF Advice
	Spot
	Open  
	SWIFT MUG has documented as valid usage of ASET for NDF processing globally outside of CLS or CCP clearing.  

Need to confirm markets that this is a valid business scenario as US only recommends Open as a AFWD. 

	MT304 – NDF Advice
	Forward 
	Open  
	CCP Cleared. 

US recommendation to always open NDFs as AFWDs. 

	MT304 –NDF Advice
	Forward
	Open
	Non-CCP Cleared.  

ISITC determined scope of CCP clearing requirement still too preliminary to declare all NDFs as cleared. Other markets may also have NDFs that don’t require CCP clearing.  MP will highlight filed recommendations and samples for Non-CCP cleared NDFs as well. 

	MT304 – NDF Advice
	Spot
	Close
	Most common to occur to close within T+2 of settlement, but not instructed as a Spot deal b/c SWIFT requires Netting indicator to be on a AFWD deal. 

US will recommend MT304 ASET should not be used for closing/fixing an NDF either cleared or non-cleared. 

	MT304 – NDF Advice 
	Forward
	Close
	Most common to occur to close within T+2 of settlement, but not instructed as a Spot deal b/c SWIFT requires Netting be a AFWD deal. 

US recommendation will be to always close NDF with AFWD.


2. MT300 Seq E – Field 17E::Clearing Threshold field usage rule: 

· This field is only required for a non-financial counterparty (as per European Markets Infrastructure Regulation).

· What is considered a non-financial counterparty?

Need EMIR definition of a non-financial counterparty

3. If NDF cleared local to local, settlement required in local? Use of /SRCE/ as outlined in SWIFT user handbooks: 

· Optionally the settlement rate source for cross currency NDF can be confirmed on the third line.

· The settlement rate source is only to be used:

· in conjunction with a bilaterally agreed master confirmation agreement and

· where the transaction is a cross currency NDF, that is, where /SETC/ is not followed by USD.

· ISITC Settlements previously discussed in May, 2012 if there are any scenarios in which the /SRCE/ value is needed on an NDF? For example, a cross currency NDF trade where FX is against a currency other than USD. Usage of /SRCE/ for settlement rate source. 

· Most of the IMs on the call felt a cross currency NDF would not include a third currency in the /SETC/. But, one IM confirmed this may be possible. 

· SWIFT Standards noted the cross currency FX scenario mentioned above was raised as a common occurrence by a German firm during the original development discussions.  Agreed the SETC would be used for this scenario. There is a usage rule that SETC must be populated if VALD is stated in the field 72.  But, agreed both would either be omitted or included. 

Only applicable to Non-Cleared NDFs?  Need further business case usage of CCP or non-CCP. 
4. Clearing House Identification  for CCP cleared NDFs

· New SR2013 Field 81a of Seq. A on MT304 allows for BIC, LEI or Name

· New SR2013 Field 81a of Seq. E on MT300 allows for BIC, LEI or Name

· Previously documented within ISITC to provide CCP name in field 72 as CME, ICE, LCH.

· Noted that CME and LCH both have multiple BICs available to be used potentially for different product types being cleared? 

· Do we recommend using generic names (CME, ICE or LCH) still or is more granularity needed to differentiate the CCP BIC per product type

· Agreed actual CCP BICs should not be stated in market practice, but recommendation to use BIC format will be included. Statement to be made that correct BIC usage to be determined by individual firms within their reference data systems. 
Potential BICs suggested for usage: 

	XCMEUS4C
	CHICAGO MERCANTILE EXCHANGE
	CHICAGO,IL
	UNITED STATES
	Connected

	CCEXGB2L
	CME CLEARING EUROPE LIMITED
	LONDON
	UNITED KINGDOM
	Connected

	ICEUGB2L
	ICE CLEAR EUROPE LIMITED
	LONDON
	UNITED KINGDOM
	Connected

	BOTCUS44
	THE CLEARING CORPORATION
	CHICAGO,IL
	UNITED STATES
	Connected

	LCHLGB2L
	LCH.CLEARNET LIMITED
	LONDON
	UNITED KINGDOM
	Connected


· Should always be the same BIC at that CCP regardless of product type (Swap vs. NDF vs. Forward).  Need to identify the CME, ICE and LCH BICs to be published similar to SMPG PSET BIC list or MIC code list as a CCP ID list. 

· Are all three CCPs identified (CME, ICE, LCH) able to support cleared NDFs?

1. CME and LCH only able to support Local to USD cleared NDFs?  

No CCPs are currently supporting non-USD today. Potential for use of non-USD to avoid clearing requirement, then using /SRCE/ as third currency to identify USD.
2. What about local to JPY or local to EUR support?

No CCPs are currently supporting non-USD today.
· Any other CCPs that need to be identified in the Market Practice?

Eurex?
5. LEI usage on NDF

· Scope of usage – MT300 vs. MT304, Spot vs. Forward, Opening Instruction vs. Closing/Fixing Instruction

· What parties are required to be identified through use of the LEI of the MT304 Advice

1. Fund – Field 83a of Seq. A

Most Managers have LEIs for their accounts now. But, not expected to be included in MT300/304 for now.
2. Fund Manager – Field 82s of Seq. A

3. Executing Broker – Field 87a of Seq. A 

4. Clearing House/CCP – Field 81a of Seq. A

5. Clearing Broker at CCP – Field 89a of Seq. A – Potentially yes to use LEI in future
6. Amount Sold Beneficiary – Field 58a of Seq. B2

7. Net Amount to be Settled Beneficiary – Field 58a of Seq. E

· What parties are required to be identified through use of the LEI on the MT300 Confirmation

1. Party A/Fund Manager – Field 82a of Seq. A

2. Party B/Executing Broker – Field 87a of Seq. A

3. Fund or Beneficiary Customer – Field 83a of Seq. A
- Most Managers have LEIs for their accounts now. But, not expected to be included in MT300/304 for now.
4. Amount Sold Beneficiary – Field 58a of Seq. B2

5. Dealing Branch Party A – Field 84a of Seq. C

6. Dealing Branch Party B – Field 85a of Seq. C

7. Broker Identification – Field 88a of Seq. C

8. Beneficiary Institution on Split Settlement – Field 58a of Seq. D

9. Reporting Party of Trade to Repository – Field 91a of Seq. E

10. Clearing House/CCP – Field 81a of Seq. E

11. Clearing Exception Party – Field 96a of Seq. E

12. Clearing Broker Identification of Client Leg– Field 22S of Seq. E – Potentially use LEI in future
13. Clearing Broker Identification of CCP Leg – Field 22S of Seq. E – Potentially use LEI in future
No, immediate implementation expected, so BIC will continue as recommendation for identified of above mentioned fields other than Fund ID which is specific to the custodian fund identification.  
