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Minutes of UK & IE Securities Lending & Borrowing SETTLEMENT

Market Practice Group - Meeting 1 – 02 May 2002

· Attendees:

Jim Peterson
State Street

David Baldwin
State Street

Paul Fanti
Bank of New York 

Keith Gravett
Bank of New York 

Emma Bridges
JPMorgan Chase 

Jonathon Galpin
JPMorgan Chase 

Doug Warrington
Citibank 

Brad Redding
HSBC GIS

Dominic Drum
Morley Fund Management 

Kirsty Watts
Goldman Sachs Asset Management

Susan Slater
AIG, by telephone

Tim Taylor
SWIFT Standards Department

Catherine Marks
SWIFT

Luke Hirst
SWIFT

· Apologies from:

Richard Phillips
Morgan Stanley (+ comments)

Bally Gill
Goldman Sachs

Nicola Schofield
M & G Asset Management

Michael Kempe
CREST

Vincent Lucas
Lehman Brothers

· Agenda

1. Introduction

2. Scope

3. UK&IE security lending & borrowing settlement market practice

4. SWIFT Security Lending and Borrowing Strategy

5. Any Other Business

6. Next Meeting

1. Introduction

For information on the Securities Market Practice Group (SMPG) initiative see the website at <www.smpg.info>.

2. Scope

Market practice for settlement of security lending & borrowing transactions in the UK&IE markets only.  Other markets are addressed by their national market practice group.

Does the SMPG paper (Final Draft 1.0 February 2002) support the UK&IE market?  

Are any additional business data required?

3. UK&IE Security Lending & Borrowing Settlement Market Practice
3.1. General Comments

a. The group would like to see a single securities lending and borrowing practice that applies to all markets.  This is in line with the SMPG mission to “create globally agreed harmonised market practices for the securities industry”;

b. The comments on the SMPG paper relate to the message flows before the interface with CREST, which uses proprietary messages;

c. There is no loan return instruction in the UK&IE market – the return instruction is created automatically at CREST;

d. The loan initiation and return settlement instructions follow the local settlement market practice where necessary, e.g. the agent (party) identifiers.

e. CREST’s comments on the SMPG paper are eagerly awaited;

3.2. Specific Comments

a. Need the collateral against the delivery of securities in a stock lending operation be restricted to cash?

b. The SMPG practice, based on the ISO 15022 MT54x settlement instructions do not support block settlement of stock loans.  (The block parent and block child syntax in settlement messages applies only to security trades.)  The UK&IE group would wish to see this supported in the standard;

c. An indicator is required to show whether suppression of the automatic daily revaluation of the stock loan has been selected or not.  This is an option in the loan settlement instruction into CREST.  Selection of suppression of revaluation allows the lender and borrower to manage the margin calls themselves;
Action Tim Taylor: contact SWIFT Securities Standards Development to determine how to carry the indicator.

d. The loan return date and the loan margin should be optional fields in the practice;

e. The group agree that the return confirmation contains a linking reference to the loan instruction.   There is no requirement to link partial returns of the same loan instruction to each other, linking to loan instruction is sufficient.  

Some of those present identify partial returns by appending ‘:n’ to the loan instruction reference, where n is an integer incremented for successive partial returns of the same loan.  This format may be used in internal systems and on messages sent to and received from the account servicer

4. SWIFT Security Lending and Borrowing Strategy

Catherine Marks outlined SWIFT’s future strategy to model securities lending and borrowing operations from end to end.

The group discussed the following requirements:

a. In particular a standard message that details the securities a lender has available for loan;

b. The ability to break out the stock loan position in a corporate action notification.  Note - this is possible in the MT564;

c. Recall functionality;

d. The ability to change the lending account (at a custodian) whilst the stock is out on loan.

5. AOB
None

6. Next Meeting
Date to be decided.  Likely to follow the global SMPG meeting in June where feedback from other national market groups will be discussed.
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