 Business Case Template

Description of Business Issue: 
a. Participants: Company and Contact
ISITC Settlements Co-chair – Jason Brasile
jbrasile@statestreet.com
UK NMPG co-chair – Simon Burke

Simon.T.Burke@jpmorgan.com
JPMC Global Custodian – Roger Cowie
Roger.Cowie@jpmorgan.com
State Street Custodian – Kevin McCormick
KRMcCormick@StateStreet.com; 

BBH – Tim Fuller and Kim Dowd Glaiel

Timothy.Fuller@bbh.com, Kimberly.Dowd-Glaiel@bbh.co, 

SWIFT Standards: 
Anik Mehta and Ravi Subramanian 

Anik.MEHTA@swift.com,   Ravi.SUBRAMANIAN@swift.com
India NMPG representative:

 Hitesh Lad and Dev Barat  


dev.barat@citi.com, hitesh.lad@citi.com, 
b. Nature of Request
Request to document a market practice for the business process and potentially messaging best practice around certain products requiring bidding in India. Example of products requiring the process outlined in business context include: Offer for Sales (OFS), Initial Public Offerings (IPOs), IPP and Bid Fees.  Currently all of these products require manual (fax/MT599) processing which differ between global custodians and their sub-custodians. 
Further discussions have determined the IPO process should be discussed as a separate distinct process since there are key differences in the process that would likely impact the messaging solution
Security Identification differences:   

· An IPO is a Primary market activity – i.e. there is no existing Asset ID.

· An OFS is a Secondary market activity where an institution is already listed on the market and is looking to increase the % of equity in shareholder ownership. It is therefore not treated in the same way as issuance of a new stock line. Confirmed an existing street recognized security ID is available and used on the initial bid instructions. 
Bidding process differences: 

· Maximum 3 bids can be submitted within the IPO process, while unlimited number of simultaneous bids can be submitted within the OFS process. 

Therefore, this business case will focus exclusively on the OFS process. 
c. Message Types:

MT380 vs 54x FXIS vs. 599 for FX

Pre-funding of INR account for bidding
MT502 vs. MT541 vs. MT564/565

Initial Bid instructions and final bid offer
Hybrid approach to use 54x/502 or 599 for the initial bid and then use the MT541 for final bid instruction only is being considered by India NMPG via the SMPG WG as well.  They have asked we hold off on any solutioning decisions until the SMPG has had an opportunity to consolidate feedback from a presentation held in Osaka in November, 2012. 

d. Business Process: 

	Bid Date-1
(T-1)
	Specific to the Indian market, certain products require local currency funding to be in place at the sub-custodian prior to bid instructions being sent to the custodian to submit to the broker and exchange.  
Client sends custodian FX instruction by below stipulated deadline for same day value (Bid Date -1) 

· The bidding window for the OFS event closes on 13:29 IST or earlier on Bid Date  

	 Bid Date (T)
	Client sends bid instruction(s) to global custodian electing broker, who communicates through their sub-custodian to the broker to submit bid instruction(s) to exchange. Client will not instruct broker or exchange directly.  The bid needs to be sent via their custodian to ensure bid is adequate prior to sending to the broker.  IM can submit unlimited number of simultaneous bids at different prices on bid date.  Any bids below determined cut off price will be rejected.  Any bids at the exact offer price can be partially or completely filled at the discretion of the offeror.  Any bids above the offer price will be filled completely assuming sufficient INR position is available.  

	 
	Client sends custodian initial bid trade instruction(s) by below stipulated deadline.  
If the client is able to book an FX for the total consideration as part of the bid instruction, which is only where the OFS event bidding window closes on 13:30 IST on Bid Date or later, then the instruction must request that an FX be booked. 

	 
	Clients wishing to modify their bid(s) will need to send through a cancel/rebook with the new bid details and contact their broker to revise the bid. If they do not have sufficient INR as long balance to cover additional margin (if appropriate) an additional FX instruction will need to be submitted. If these instructions are received after the stipulated deadlines they will be actioned on a Reasonable Endeavors Basis.

	 
	Once all bids are received the confirmed bids are provided with their allocation, confirmation is sent to the brokers.

	 Bid Date +1 (T+1)
	Based on their allocation if the client received a partial allocation for bid offer at the cutoff price the client will need to cancel the original bid instruction and send in a new instruction for the allocated amount by the below stipulated deadlines.  

	 
	Any unused INR due to clients’ bids being rejected or partially accepted will be credited back to clients. These funds will remain on the clients cash account until such time as the client sends in an instruction to repatriate. 


e. Potential Solutions: 
1. Using the MT380 and MT54x: 
Concerns raised by India NMPG around 54x usage for similar IPO business process which may also apply to OFS transactions in India: 
· IMs risk management systems are not allowed to send 541 trade settlement instructions to custodians without a confirmation from the broker of a confirmed trade. 

· As bids can be accepted partially, fully or not at all, clients will in almost all cases need to send in a cancellation of the MT541 and replace with the amount awarded in the market, which also creates a problem, given the above. 

MT380/541 Solution proposed: (JPMC)

Bid Date – 1: Funding long INR in account at sub-custodian: 
· The Indian market requires foreign institutional investors to include purpose of the FX on all FX instructions.  A specific sequence B2 REASON was added to the MT380 to allow senders to include field 70D::REAS// with a 6*35x narrative explaining the purpose of the FX. 
· On bid date, the bid instruction is sent by the Investment manager to their global custodian who forwards to the local sub-custodian and on to the exchange via a counterparty/broker.  The broker must be identified in the MT54x instruction from the Investment Manager to the Global Custodian as the IM elects the broker to submit the bid to the exchange on behalf of the sub-custodian. The MT54x will need to be clear not to execute standing instructions to fund via FX which may be in place with the custodian in this Indian market. This should be done by omitting the 11A::FXIS field and include 22F::FXCX//SINO field.   
· Need to confirm if this is sufficient to ensure the custodian will not execute standing instructions FX or if additional 22F::STCO//SPDL and 70E::SPRO// or 70E::FXIN// with narrative within Seq. B (FIA) should be included?  This will likely depend on how the individual custodian determines if standing instructions to execute an FX are detected on a MT54x instruction by relying on the 11A field or triggering off the currency alone.  To reduce risk, populating the SPDL and narrative would be ideal to ensure no FX is executed by the global custodian regardless if trigger is currency driven or presence of the 11A field.  However, this eliminates any potential for STP by using the 22F::STCO//SPDL and narrative. 
· Another potential field usage to clarify the initial bid process under consideration is to use the Place of Trade field 94B::TRAD within the Seq. B of the MT541.  This field could include a place code of PRIM (Primary) or SECM (Secondary) with a narrative that could include a market practice agreed codeword to state if the trade is an IPO or OFS initial bid trade.  Example:  94B::TRAD//SECM/OFS. 
· Should the bidding price/cost be greater than any of the initial bids and/or insufficient local currency is available with existing long position INR in the account, the following will occur:  
 
· Bid will be rejected entirely and MT54x bid instructions will need to be canceled by the Investment manager?  New MT380 repatriating the funding that was not used will need to be instructed separately to the global custodian with the field 70D::REAS.  This is preferred over sending FX instructions to repatriate funding INR via the MT54x cancel (23G::CANC) field 22F::FXCX//FXYE since the original MT54x did not contain FX instructions as funding was done via separate MT380. 
-Or-
· Investment manager may decide to revise a bid during bidding process by sending a cancel MT54x with a new MT54x with acceptable bid price amount. Should the bid price be increased, additional MT380 would need to be sent to fund any additional INR long balance required including the 70D::REAS within Seq. B2. The MT54x cancel (23G::CANC) must omit the 11A::FXIS and include 22F::FXCX//FXNO to avoid any FX standing instructions being executed on the cancellation.  In addition, the replacement MT54x with new bid amount must omit the 11A::FXIS and include 22F::FXCX//SINO to avoid any standing instruction FX from being executed. 
· Note it was clarified in discussions with the India NMPG the IM can submit unlimited number of simultaneous bids at different prices on bid date.  Any bids below determined cut off price will be rejected.  Any bids at the exact offer price can be partially or completely filled at the discretion of the offeror.  Any bids above the offer price will be filled completely assuming sufficient INR position is available.  
· If sufficient long INR was available within the account at the sub-custodian the bid could be accepted as a full allocation request or a partial allocation.  
· If only partial allocation of the bid request was filled, the investment manager must cancel the original MT54x bid instruction and replace with a new MT54x containing the actual share/net amount and price that the bid was partially filled at.  Also should be noted that the MT54x cancel (23G:CANC) should not include 11A::FXIS and the 22F::FXCX//FXNO should be included to avoid any FX standing instructions being executed on the cancellation. The MT54x replacement must omit the 11A::FXIS and include 22F::FXCX//SINO to avoid any FX standing instructions being executed on the new 54x replacement. 
· On Bid Date + 1, any remaining long INR balance that is held either due to the original bid being rejected or due to only a partial allocation bid being accepted will require specific instructions to repatriate if required by the Investment Manager. This FX repatriation should be done via MT380 with the appropriate 70D::REAS// within the Seq. B2. 
2. Using the MT502: 

· SWIFT recommended communication flow for somewhat similar IPO process in India is the MT502 instruction subscription in recent SMPG discussions presented by India NMPG. 

· Fields within MT502 allow for structured fields to clarify bidding process through use of field 22F in Seq. B to reduce narrative usage. 
· 22F::BUSE//BUYI - buy

· 22F::PROC//OPEP – open a position

· 22F::TTCO//DIOR – trade is to be executed with a specific trading party

· 22F::TOOR//ALNO – instruction to broker to fill or kill in entirety or not all. Dependent on if the potential for a partial allocation could be filled at bid price instead of full asking share amount?

· 22F::TOOR//DISC – order in which broker decides on quantity and price

· 22F::TILI//FAKI or FIKI – fill and kill (as much as possible) vs. fill and kill (all or none)
· 22F::PAYM//APMT or //FREE– Versus Payment or FoP
	BUSE
	Buy/Sell Indicator
	Specifies whether the transaction relates to the sale or purchase of financial instruments.

	PAYM
	Payment Indicator
	Specifies whether the instruction is free or against payment.

	PROC
	Processing Indicator
	Specifies additional information relative to the processing of the trade.

	TILI
	Time Limit
	Specifies from/until when an order must be executed.

	TOOR
	Type of Order
	Specifies the type of instruction to a broker/dealer to buy or sell a financial instrument.

	TTCO
	Trade Transaction Condition Indicator
	Specifies the conditions under which the order/trade is to be executed.


3. Using the MT564: 

· Business process description of an OFS seems very similar to a public offering which is a corporate action event. Potentially use the MT564 notification, 565 instruction process. 
· Concerns raised by India NMPG around 54x usage for similar IPO business process which may also apply to OFS transactions in India: 
· CA events are only meant to be applicable to existing underlying financial instrument – OFS transactions do appear to be related to existing security lines so should not be an issue. 
· An MT564 can only be sent if there is an eligible position to be notified on – not sure a specific position could be reported on for an offer for sale.  Need to confirm if a notification for an unspecified amount for sale would be consistent within definition. 

· Operational concerns with Corp. Action processing teams/systems needing to handle the OFS business process workflow. 

f. Other considerations: 

· Status messaging back from the sub-custodian to the global custodian as well as from the global custodian to the IM needs to be defined within a best practice as well.  For example:

· Status notifications on unaccepted bids that need to be cancelled 

· Other status notifications that would be applicable to be defined here

g. Examples:

Full examples to be added once confirmation of potential business process options on Bid date confirmed and valid potential messaging solutions agreed. 
