Minutes of UK & IE Securities Market Practice Group 

Transition Settlement - Meeting 3 – 29th August 2003

· Attendees:

Fund Managers

Joanne Scammell
Barclays Global Investors

Garry Ainsworth
Goldman Sachs Asset Management

Kathryn Hardwick
Legal & General

Helen Long
Legal & General

Andy Petch
Legal & General

Chris Elmore
State Street Global Advisors Ltd

Custodians

Peter Chapman
HSBC GIS

SWIFT

Bill Gourlay
SWIFT IM Relationships 

Edward de Courcy
SWIFT Securities Division (London)

Tim Taylor
SWIFT Standards Department (London)

Apologies

Clifford Fisher
UBS Asset Management

Paul Topley
Bank of New York

Doug Warrington
Citibank

Val Busby
HSBC GIS

Andy McCartney
JPM Chase

Chris Leaton
JPM Chase

Katrina McMillan
Legal & General

Martin Bell
Morgan Stanley

Jim Peterson
State Street

Mandy Gardner
State Street Global Advisors Ltd

· Agenda

1. Introduction

2. A review the draft settlement market practice for transitions (section 6 of the 31 July minutes)

Note that this includes post meeting updates from the Message Maintenance Working Group

3. A review the non-settlement areas discussed at the 31 July meeting (section 4 of the 31 July minutes), and detailed in the attached spreadsheet: 

4. AOB

1. Introduction
The group consists fund managers, custodians and brokers who have expressed an interest in agreeing a market practice for settlement of stock movements resulting from the transition of funds, otherwise known as ‘new business’.  The group meets as a working group of the UK & Irish Securities Market Practice Group (UK&IE SMPG).  Other areas of transition business may also be considered.

2. A Review The Draft Settlement Market Practice For Transitions (Section 6 Of The 31 July Minutes)

2.1 Comments on Draft Market Practice

The draft market practice was agreed with minor changes to the section describing transition with a transition manager.  These have been added in italics, see section 5 of these minutes.

2.2 Post Meeting Update on Message Maintenance Working Group
The transitions market practice group requested dedicated message codes, for the SWIFT 2005 Standards Release, which would allow identification of a transition instruction.

The decision of the SR2005 Message Maintenance Working Group is that two new Settlement Transaction TYPES (ie SETR codes) PORT and INSP will be made available.  The codes and their proposed definitions are:

22F::SETR//PORT - Portfolio Move – 

The transaction relates to a portfolio move from one investment manager to another and/or from an account servicer to another. It is generally charged differently than another account transfer (OWNE, OWNI), hence the need to identify this type of transfer as such.

This will cover Take-On, with a Receive instruction (MT540, MT541).

And will cover Take-Off, with a Deliver instruction (MT542, MT543).

22F::SETR//INSP - In speci/share exchange – 

The instruction relates to a movement of stock into, or out of, a pooled account. The stock is generally used, instead of cash, to purchase or redeem unit holdings.

Before the SR2005 Standards Release the new codes may be used with an SMPG Data Source Scheme, ie 

:22F::SETR/SMPG/PORT

:22F::SETR/SMPG/INSP

This is valid on the SWIFT Network.

The draft market practice has been updated to reflect this decision.

3 Other Areas of Transition Business Where a Market Practice May Apply
Regarding the following:

· Provisional Stock List;

· Provisional Cash List;

· Final Stock list;

· Final Cash list;

· Settlement Details;

· Corporate Actions during Transition;

· Trade Confirmation.

The group felt that, at present, there was no need to have a market practice for the exchange of asset lists.  They have agreed to go back to their institutions to confirm that this is the case. 

There is a need and would be an automation advantage to standardising Settlement Details Lists that are received from custodians.  It was agreed that SWIFT would approach Custodians in the UK/IE market to discuss if there is an interest in creating a template for the production of these details. 

4 AOB

None 

5. DRAFT MARKET PRACTICE FOR TRANSITION - Requirements for Settlement of Stock in Transition – Take-On/Off & In Speci
Section 5 of these minutes is the draft market practice for Transition Settlement updated to reflect the discussion points of the meeting.

5.1 SMPG Book Transfer Definitions
The starting point for Transition Market Practice is the global SMPG paper on Book Transfer, [reference X, Book Transfer Market Practice, Status Final, Prepared December 2001].  Available on www.smpg.info and www.swift.com 

5.2 Settlement Instructions
· The message formats discussed are those sent by a fund manager or transition manager to custodian;

· Settlement Transaction Type (SETR) is either PORT or INSP depending on the type of transition, and the settlement chain is formatted according to the definitions in the SMPG Book Transfer market practice paper and local settlement market practice;

· Until the PORT and INSP codes become available in the SR2005 Standards Release the new codes may be used with an SMPG Data Source Scheme, eg 

:22F::SETR/SMPG/PORT

:22F::SETR/SMPG/INSP

This is valid on the SWIFT Network;

· Use of PORT or INSP indicates the type of transition, used to determine the charging applied by the receiver of the message for the transfer:

· Portfolio transfer (also known as take-off and take-on) defined below;

· In speci transfer (also known as share exchange)defined below;

· There is no business requirement to indicate in the settlement instruction whether a transition manager is involved in the transfer;

· The settlement transaction type in the onward instruction may be different in the onward message.

5.3 Settlement Instruction Message Flows
· There are four types of transition flow.  Any of them may be a portfolio transfer (take-off or take-on of stock) or an in speci transfer.

· The Type of Settlement Transaction indicator and settlement chain format used is given by the following table:

Change of ACCOUNT
Change of FM?
Change of CUSTODIAN?
SETR//
Settlement Chain Formatted as OWNI, OWNE or TRAD?

Yes
No
No
PORT or INSP
OWNI

Yes
No
Yes
PORT or INSP
OWNE

Yes
Yes
No
PORT or INSP
TRAD

Yes
Yes
Yes
PORT or INSP
TRAD

5.4 Definition of Transition Transfer: Portfolio Transfer (Take-On, Take-Off) and In Speci Instructions
Stock moved in a transition instruction is identified as one of the following for charging purposes at the custodian (the receiver of the instruction):

· Portfolio transfer deliver (Take-Off) - the fund manager is passing management of a fund to another fund manager:

:22F::SETR/SMPG/PORT - with a Deliver instruction (MT542, MT543);

· Portfolio transfer receipt (Take-On) - the fund manager is taking on management of a fund from another fund manager:

:22F::SETR/SMPG/PORT - with a Receive instruction (MT540, MT541);

· In Speci (share exchange) – segregated holdings of stock are moved into the pooled fund of a fund manager, or value is given for movement out of a pooled fund (all or part) as stock, rather than cash.  A change of fund manager may also be involved.  

The movement into the pooled fund may also be supported by the sending of the contract note to the custodian for the purchase of the segregated stock by the pooled fund.

The value out movement may be given as segregated lines of stock pro rata to the composition of the pooled fund, or as a concentration of stocks, typically in the case of a move out of a fund tracking a large number of stocks.

:22F::SETR/SMPG/INSP - with Deliver or Receive instruction.

5.5 Length Of Settlement Chain 
The Settlement Chain is formatted according to the local market practice rules for settlement.  Note that the majority of country specific market practices recommend the use of the full settlement chain.

Thus a three or more party chain may be sent, eg identify DEAG, DECU and SELL parties in a receive instruction; and REAG, RECU and BUYR parties in a deliver instruction.  Additional parties may be included following the ISO 15022 Standard.

It was affirmed that there is no restriction on the length of the settlement chain for transition instructions.  The standard market practice rules for settlement apply.
5.6 Change of Beneficial Owner
Change of Beneficial Owner follows standard use of ISO 15022 and may be indicated in the settlement instruction as required:

Qualifier and Code
Definition

22F::BENE//NBEN
· If standing instruction in place: though standing instruction is CBO, this transaction is NCBO

· If no standing instruction in place, it means NCBO

22F::BENE//YBEN
· If standing instruction in place: though standing instruction is NCBO, this transaction is CBO

· If no standing instruction in place, it means CBO

It was affirmed that the standard market practice rules for change of beneficial owner apply for transition instructions.

5.7 Stamp Duty Reserve Tax
There are no special message format rules to indicate stamp in a transition instruction, the UK&IE Settlement Market Practice is followed to indicate stamp accountability.  Note that the business process has not been changed by the migration to ISO 15022 settlement messages.

It was affirmed that the standard market practice rules for stamp apply for transition instructions.

5.8 Settlement of Stock in Transition - with a Transition Manager
· A transition manager may act on behalf of the fund for its transition from one fund manager to another.

· The message flows follow those for take-off and take-on or in speci.  There is no requirement to indicate that a party acts as a transition manager in the settlement instruction.

· The transition manager controls stock in a segregated account at either the custodian of the take-off or take-on fund manager or in their own account.

· Stock is transferred from the take-off fund manager to a segregated account  or own account under the control of the transition manager.

· The stock may be transferred from a pooled or segregated account.

· The fund is rebalanced and the stock transferred to the take-on fund manager.

· The segregated account may be at the custodian of the take-off or the take-on fund manager.

· The same custodian may act for both the take-on and take-off fund managers.  This is determined by the fund (the client of the fund manager).

· The transfer to the transition manager may also be instructed by the fund (the client of the fund manager) directly to the custodian, giving control of the account at the custodian to the transition manager.  This does not involve the use of ISO 15022 settlement instructions by the fund or the custodian.  Transfer of control of the fund account at the custodian is then an administrative operation.
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