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1
Introduction

This document contains the template for UK and Irish Market Practice for the Instruction to Settle a Third Party Loan/Deposit (MT321) message, produced by the National Market Practice Group for UK and Ireland as part of the Securities Market Practice Group (SMPG) initiative.

1.1
The SMPG Process

The SMPG is open to all participants interested in creating globally agreed market practices for the securities industry.  This objective includes the harmonisation of non-regulated geographic differences as well as consistent implementation by securities industry participants for processing within and across all markets.

The detail process begins with National Market Practice Groups' analysis and documentation of local practices.  SWIFT then collates common elements, specifies additional country requirements, and identifies further opportunities for harmonisation of non-regulated differences.  After final review and refinement by the SMPG the documents are published at: www.swift.com/standards.

1.2
Structure of the Document

The document consolidates the minutes of meetings held on 20th January, 12th March, 16th May and 9th June 2003; it is in three main parts:

· General decisions made about the market practice;

· A template of the MT321 detailing market practice decisions made about the use and formatting of fields;

· A series of examples showing the use of the message is various scenarios – to be included.

2
Contributing Institutions

Custodians

Citibank;

JPMorgan Chase;

Northern Trust;

State Street.

Investment Managers

Deutsche Asset Management;

Fidelity Investments

Gartmore Investment Management; 

Goldman Sachs Asset Management;

HSBC Asset Management;

Morgan Stanley Investment Management;

State Street Global Advisors Limited.

3
References

1. SWIFT User Handbook September 2002 category 3 volume 1.  Shipped to all SWIFT members in September 2002.

4
General Decisions - MT321 – Instruction to Settle a Third Party Loan/Deposit

This sections details general decisions made about the market practice of the MT321 Instruction to Settle a Third Party/Loan Deposit.

4.1 Type of Rollover

May be for the same amount, may be compound the interest with the principal; principal may be increased/decreased/not change.

There is no common practice for rollover, thus the practice must cover all types.

4.2 The MT321 does not need an accompanying MT202

The MT321 instruction from the fund manager also acts an order to the custodian to move funds to the beneficiary institution, thus an accompanying MT202 is not required.  The custodian may construct an MT202 from the details in the MT321 to order the subsequent movement of funds.

4.3 Should The Settlement Details Be Required For Amounts And Interest Payable By The Loan Deposit Company To The Custodian? 

In the settlement details supplied for the amount payable by the loan/deposit company (:22H::PRIT//APCP) to the custodian for the benefit of the fund, the identity of the institution to which the payment is made is mandatory in the message.  

Many custodians do not require this information to be specified by the fund manager, as they will have made their own arrangements for receipt of payments from the loan/deposit company.

Thus there is a requirement for the fund manager to indicate that the custodian should use Standing Settlement Instructions for the receipt of the payment.  

The market practice group agreed to use the code SSIS in the narrative format of the party to indicate this, ie

95Q::ACCW//SSIS

4.4 The MT320 Details Are Used To Populate The MT321

The business data in the MT320, exchanged by the fund manager and the loan/deposit company when confirming the loan/deposit contract, may be used to format the MT321 sent by the fund manager to the custodian.  Illustrated in the examples.

4.5 When Is An Instruction Required At Maturity?

Will IMs send a Maturity message for every MT321?  A custodian would like to suggest to the UK MT321 market practice group to make the instruction of the maturity piece itself required MT321 market practice.  If the custodian does not get the instruction of the maturity itself to become part of best practice, then is there a field available on the message which clearly calculates for the custodian what wire is due back to us upon maturity (e.g. Principle + Interest)?

Decision

The group agreed that if both settlement parties are ‘complete’ in the initial message, then no maturity instruction is required from the IM (an auto-maturity).  Otherwise the loan/deposit is considered to be open and a maturity or rollover instruction must be sent by the IM to the custodian.

The settlement parties are both mandatory in the message.  They are:

APFM - Settlement Instructions for Amounts Payable by the Investor;

and APCP - Settlement Instructions for Amounts Payable by the Loan/Deposit Counterparty.

The settlement party details are ‘incomplete’ when the mandatory party field for the return of the loan/deposit contains ‘NONE’ 95Q::ACCW//NONE (see section 2.5 in minutes of 20 January 2003), thus this indicates an open loan/deposit.

4.6 How To Show The Direction Of The Rollover Payment

Section 2.6 of the minutes of 20th January 2003 reproduced below:

“When the rollover includes an increase or decrease of the principal either the fund manager or the loan/deposit company will pay the settlement amount.  Without reference to the preceding message, or to the base data of the loan/deposit to determine the whether the principal is increased or decreased, the party paying the settlement amount is the one whose settlement details are included, and the one required to make NO payment is identified as above.”

A clean solution is to use separate messages for the interest and principal increase/decrease payments, however, the group wish to instruct in one message without changing the published definition of any existing fields, eg interest amount to remain next interest amount and not change to current interest payment (ie part of the settlement amount).

The interim market practice agreed is, until a more complete solution can be implemented in SR2005, to codify the only narrative field in the message.  This is the party contact narrative :70C::PACO// associated with the appropriate settlement details of the Account With party (95a::ACCW//).  

The type of settlement details is indicated by field 22H::PRIT//4!c

The message must include settlement details for:

APCP Settlement Instructions for Amounts Payable by the Loan/Deposit Counterparty;

APFM Settlement Instructions for Amounts Payable by the Investor.

The message may include settlement details for:

IPCP Settlement Instructions for Interests Payable by the Loan/Deposit Counterparty.

IPFM Settlement Instructions for Interests Payable by the Investor.

The business data required is:

· the current interest amount component of the settlement amount, signed;

· whether the interest and principal are netted, paid gross or compounded.

There is no requirement for the direction of the settlement amount, indicated by a debit/credit indicator.  This can be derived from the occurrence of the various settlement details.  This is sufficient to determine the direction of the settlement amount.

The agreed format is:

70C::PACO//CINT//[N]3!a15d

//SETT//4!c

Where [N] is an optional sign, 3!a is a currency and 15d the amount; 

and 4!c is NETC, or GRSC or CMPD, indicating Netted, Gross or Compounded respectively.

The interim solution is summarised in the following tables.


19B::PRIN
19B::SETT
PRIT//APFM

95a::ACCW 
PRIT//APCP

95a::ACCW
70C::PACO//SETT
PRIT//IPCP

95a::ACCW
70C::PACO//CINT

SETT

Rollover Same Amount








No interest settlement 
Principal
Zero
NONE
NONE




Interest compounded
Principal + Current Interest
Zero
NONE
NONE
CMPD



Interest settled
Principal
Zero
NONE
NONE

SSIS
N   and Current Interest

GRSC

Rollover Increase








No interest settlement
New Principal
Increase
Broker’s Agent
NONE




Interest compounded
New Principal + Current Interest
Increase
Broker’s Agent
NONE
CMPD



Interest netted
New Principal
Increase – Current Interest
Broker’s Agent
NONE
NETC



Separate Interest 
New Principal
Increase
Broker’s Agent
NONE

SSIS
N   and Current Interest

GRSC

Rollover Decrease








No interest settlement
New Principal
Decrease
NONE
SSIS




Interest compounded
New Principal +

Current Interest
Decrease
NONE
SSIS
CMPD



Interest netted
New Principal
Decrease + Current Interest
NONE
SSIS
NETC



Separate Interest
New Principal
Decrease
NONE
NONE

SSIS
N   and Current Interest

GRSC

Maturity Settlement to One Institution
Principal
Principal +

Current Interest
NONE
SSIS
N   and Current Interest

NETC



Maturity Settlement to Two Institutions
Principal
Principal 
NONE
SSIS

Other Agent
N   and Total Interest

GRSC


19B::PRIN
19B::SETT
PRIT//APFM

95a::ACCW 
PRIT//APCP

95a::ACCW
70C::PACO//CINT

SETT
PRIT//IPCP

95a::ACCW
70C::PACO//CINT

SETT

Interest compounded








Rollover Same Amount
Principal + Current Interest
Zero
NONE
NONE
CMPD



Rollover Increase
New Principal + Current Interest
Increase
Broker’s Agent
NONE
CMPD



Rollover Decrease
New Principal +

Current Interest
Decrease
NONE
SSIS
CMPD





Interest netted








Rollover Increase
New Principal
Increase – Current Interest
Broker’s Agent
NONE
NETC



Rollover Decrease
New Principal
Decrease + Current Interest
NONE
SSIS
NETC





Maturity (One Settlement)
Principal
Principal +

Current Interest
NONE
SSIS
NETC





Interest separate








Rollover Same Amount
Principal
Zero
NONE
NONE

SSIS
N   and Current Interest

GRSC

Rollover Increase
New Principal
Increase
Broker’s Agent
NONE

SSIS
N   and Current Interest

GRSC

Rollover Decrease
New Principal
Decrease
NONE
NONE

SSIS
N   and Current Interest

GRSC

Maturity (Separate Settlement)
Principal
Principal


NONE
SSIS

Other Agent
N   and Current Interest

GRSC

No Interest settlement








Rollover Same Amount
Principal
Zero
NONE
NONE




Rollover Increase
New Principal
Increase
Broker’s Agent
NONE




Rollover Decrease
New Principal
Decrease
NONE
SSIS




5
Fields and Formatting - MT321 – Instruction to Settle a Third Party Loan/Deposit

This template shows the fields a fund manager should supply to a custodian in an instruction to settlement a third party loan/deposit.  It is not a definitive MT321 as defined in the SWIFT User Hand Book (see Reference 1).  Where necessary notes detail the market practice format and use of fields.  

There are three types of data:

· The business data mandated by the SWIFT User Hand Book, are in bold, (see Reference 1).

· Additional data supplied by fund managers.  The M/O column indicates if a field is mandatory or optional in the market practice. 

· Structural fields required by the message syntax in italic, e.g. start and end of sequence and identification of the settlement instruction as a trade, (see Reference 1).  

Field Tag
Format
M/O
Field Name/Description
Note

:16R:GENL

M
Sequence A General Information – start


:20C::SEME//
16x
M
Sender’s Message Reference, the Fund Manager’s message reference


:23G:NEWM

M
Function of Message, NEWM indicates a new message, (not a cancellation)


:22H::TLDE//
4!c
M
Type of Loan/Deposit Event, whether first confirmation, rollover or maturity


:16R:LINK

O
Subsequence A1 Linkages – start
5.1

:13A:LINK

O
MT Number of )Linked Message


:20C::PREV//
16x
O
Reference of Message previously sent


:16S:LINK

O
Subsequence A1 Linkages – end


:16S:GENL

M
Sequence A General Information – end


:16R:LDDET

M
Sequence B Deposit Details – start


:22H::DPLO//
4!c
M
Lender/Borrower Indicator, whether Sender pays principal and receives interest (LEND) or vice versa (BORR)


:22H::MICO//
4!c
O
Method of Interest Computation
5.2

:98A::TRAD//
8!n 
M
Trade Date   


:98A::VALU//
8!n 
M
Value Date  


:98A::MATU//
8!n 
M
Maturity Date  


:98A::INTR//
8!n 
O
Next Interest Due Date  
5.3

:19B::PRIN//
3!a15d
M
Principal Currency and Amount  where 3!a is the currency and 15d the amount
5.4

:19B::SETT//
3!a15d
O
Currency and Amount to be Settled  where 3!a is the currency and 15d the amount
5.4
5.5

:19B::INTR//
3!a15d
O
Currency and Interest Amount where 3!a is the currency and 15d the amount
5.4
5.6

:92A::INTR//
4!c//[N]15d
M
Interest Rate


:16R:LDPRTY1

M
Subsequence B1 Loan/Deposit Parties 1 – start


:95a::LDCO
Various
M
Loan/Deposit Counterparty
5.7

:16S:LDPRTY1

M
Subsequence B1 Loan/Deposit Parties 1 – end


:16R:LDPRTY2

M
Subsequence B2 Loan/Deposit Parties 2 – start


:95a::INVE//
Various
M
Loan/Deposit Counterparty
5.7

:16S:LDPRTY2

M
Subsequence B2 Loan/Deposit Parties 2 – end


:16S:LDDET

M
Sequence B Deposit Details – end


:16R:SETDET

M
Sequence C Settlement Details – start


:22H::PRIT//APCP

M
Settlement Instructions for Amounts Payable by the Loan/Deposit Counterparty


:16R:SETPRTY

M
Sequence C1 Settlement Parties – start


:95a::ACCW//
Various
M
Account With Institution
5.8
5.9

:97A::CASH//
35x
O
Cash Account
5.11

:16S:SETPRTY

M
Sequence C1 Settlement Parties – end


:16R:SETPRTY

M
Sequence C1 Settlement Parties – start


:95a::CDEA//
Various
M
Cash Delivery Agent
5.10

:97A::CASH//
35x
O
Cash Account
5.11

:16S:SETPRTY

M
Sequence C1 Settlement Parties – end


:16S:SETDET

M
Sequence C Settlement Details – end


:16R:SETDET

M
Sequence C Settlement Details – start


:22H::PRIT//APFM

M
Settlement Instructions for Amounts Payable by the Investor


:16R:SETPRTY

M
Sequence C1 Settlement Parties – start


:95a::ACCW//
Various
M
Account With Institution
5.8
5.9

:97A::CASH//
35x
O
Cash Account
5.11

:16S:SETPRTY

M
Sequence C1 Settlement Parties – end


:16S:SETDET

M
Sequence C Settlement Details – end








Notes

5.1 Length Of Linkage Chain At Rollover

How long should the linkage chain of references be?  Other messaging areas with potential long chains of messages (e.g. Corporate Actions) recommend that no more than one reference to a preceding message be required in the market practice.  This convention followed for the MT321.

5.2 Method of Interest Computation
Do we need to account for this field (accrual method)?  Will investment managers (IMs) realistically be providing this field on their instructions to banks?  If so, should we use it as an override to the existing accrual methods for the fund/security as our system would know them?

[MICO, Method of Interest Computation Indicator, specifies the number of days which are taken into account for the calculation of the interest. The Day Count Fraction as per ISDA definitions.  

And A001 is '30/360', '360/360' or 'Bond Basis'.]

Decision

The field is optional in both the message validation and the practice, so handle on an SLA basis.

5.3 Next Interest Due Date
Why would this field ever differ from maturity date?  Is it a realistic market scenario that an IM would want to take in the interest on a date other than maturity date?.

Decision

In practice IMs agreed that the interest date would not differ from the maturity date.  This becomes the practice and any deviation from it should be handled on an SLA basis.

5.4 The Amounts Are Unsigned

Note that the format of the principal, settlement and interest amount fields does not include a sign.

5.5 The Settlement Amount Does Not Break Out The Principal And Any Accompanying Interest Payment

The Settlement Amount in the Loan/Deposit Details section of the message is the sum of the principal and interest payments to be made.  If the principal and interest payments are made by different parties (the fund manager and the loan deposit company) then a separate message for each settlement should be used.

5.6 The Interest Amount

The Interest Amount is the NEXT interest payment amount that will be due for confirmation of new instructions and rollovers.  At maturity it is the final interest payment amount.

5.7 Loan/Deposit Counterparty and Investor

The preferred party format is a BIC.

5.8 How To Format The Mandatory Settlement Party Details When No Payment Is Required By The Party

In some cases, e.g. a rollover which increases or decreases the principal, the settlement amount may be paid by either party (the fund manager or the loan deposit company).  Both the sequences for Amount Payable by the Fund Manager and the Amount Payable by the Loan/Deposit Company are mandatory in the message.

The Account With Institution Party is mandatory within these sequences.

The market practice group agreed to indicate the non-paying party by the use of a code in the narrative format for the party, eg:

95Q::ACCW//NONE

5.9 Identification of Settlement Party By Sort Code &/or BIC

In many systems the instruction to pay a BIC defaults to a payment to the Head Office account of the bank rather than to a particular branch.  For GBP settlement it is possible to specify a sort code in the proprietary format of the party field, e.g. :95R::ACCW/GBSC/185008 however, there is then no space for the related BIC.  

The group agreed on the following practice for identification of settlement parties.

The identification of a settlement party for non-GBP deposit or loans a party should be identified by its BIC (format 95P).

For GBP deposits or loans a party may be identified by its BIC, its sort code or both.  

· Identification by BIC may be by the BIC 8, eg

16R:SETDET

22H::PRIT//4!c

16R:SETPRTY

95P::ACCW//ABCDXXEF

16S:SETPRTY

16S:SETDET

· Identification by sort code, eg

16R:SETDET

22H::PRIT//4!c

16R:SETPRTY

95R::ACCW/GBSC/123456

16S:SETPRTY

16S:SETDET

If there is a requirement to identify both the BIC 8 and the branch, the following applies.

· As agreed at the meeting on 16 May 2003, the BIC 11 may be used which includes the 3 character suffix to the BIC 8 identifying the branch, eg

16R:SETDET

22H::PRIT//4!c

16R:SETPRTY

95P::ACCW//ABCDXXEFGHI 

16S:SETPRTY

16S:SETDET

where GHI is the branch code.

If the branch does not have an allocated BIC 11 the group agreed two further options to identify the branch.

· Firstly (as agreed at the meeting on 16 May 2003) by use of the IBAN of the beneficiary, this includes the sort code for GB IBANs.  Note that the IBAN is included with the details of the beneficiary settlement party, the account owner, eg

16R:SETDET

22H::PRIT//4!c

16R:SETPRTY

95P::ACCW//ABCDXXEF

16S:SETPRTY

16R:SETPRTY

95a::BENM//beneficiary identifier
97A::CASH//GB99ABCD12345687654321

16S:SETPRTY

16R:SETDET

where 99 is the check number, ABCD is the first four characters of the BIC, 123456 is the bank code (sort code) and 87654321 is the account number.

Note that the code word ‘IBAN’ is excluded from the format.

Further information on IBAN is available on www.swift.com under the Standards Tab and <www.apcas.org> under 'other payment issues';

· Secondly a further option was agreed at the meeting for the case where an IBAN is not available and the is to be identified by both its BIC 8 and sort code.  The sort code is carried in the account field associated with the Account With party.  The code GBSC indicates that a sort code follows.  Note that this is an abuse of the message standard, a standards compliant solution will be implemented in the 2005 standards release, see agenda item.  Example

16R:SETDET

22H::PRIT//4!c

16R:SETPRTY

95P::ACCW//ABCDXXEF

97A::CASH//GBSC/123456

16S:SETPRTY

16R:SETDET

Where both a BIC and a sort code are supplied the group agreed that in case of discrepancy between the BIC and the sort code, that the sort code takes precedence.

A formal solution will be provided for the SWIFT Standards Release in 2005.

5.10 Settlement Parties

The five settlement parties in the MT321 map from those available in the MT320.

The account with institution (ACCW) is mandatory in the message.

Decision

Of the others the group agreed to mandate the use of Cash Delivering Agent (CDEA), the cash correspondent of the loan/deposit counterparty, when funds are to be received by the custodian (ie payable by the Loan/Deposit Counterparty) on maturity and auto-maturity (of loans).

The other settlement parties are optional in both the message and in practice.  They are:

BENM
Beneficiary of Money - the institution in favour of which the payment is done, at the ACCW;

ACCW
Account With Institution - the institution to which the payment is to be made, would appear between the custodian and the Beneficiary - the only mandatory settlement institution;

INTE
First Intermediary - the first intermediary institution for the transfer of the funds, would appear between the custodian and the Account With Institution;

INT2
Second Intermediary - the second intermediary institution for the transfer of the funds, would appear between the custodian and the First Intermediary – cannot be used if first intermediary is not present (not validated for MT 321 but for MT 320);

CDEA
Cash Delivery Agent - the agent of the custodian (start of deposit), would appear between Custodian and the other settlement parties.

5.11 The Settlement Cash Account 

The cash account to be used in settlement may be identified with the details of the owning party – field :97A::CASH in the SETPRTY sequence, this is an optional field.

6
Change Record

6.1 Version 0.3 to 0.4
The cash account to be used in settlement may be identified with the details of the owning party – field :97A::CASH in the SETPRTY sequence, this is an optional field.

* minor updates to the introduction section 1.2 and addition of HSBC Asset Management and SSGA to contributing institutions section 2.

* section 4.5 - typo 95Q::ACCW//NONE (not 95A::ACCW//NONE)

* section 4.6 - narrative for rollover settlement amount direction + table

* section 5.9 - sort code

* section 5.10 – settlement parties – party definitions reworded

6.2 Version 0.4 to 0.5
See minutes of meeting of 9 June 2003 for full details.

* section 4.6 – updates to narrative for rollover settlement amount direction + table

* section 5.9 – rework of this section.

* section 5.10 – settlement parties – CDEA party required when funds are to be reeceived by the custodian.

6.3 Version 0.5 to 1.0
* section 2 – State Street Global Advisors Limited
section 5.10 – cash correspondent is of loan/deposit counterparty – not the custodian.  Paragraph now starts:

“Of the others the group agreed to mandate the use of Cash Delivering Agent (CDEA), the cash correspondent of the loan/deposit counterparty”

7
Examples - MT321 – Instruction to Settle a Third Party Loan/Deposit

See separate document.
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