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Overview

The rise of multi-listed instruments and global trading has propelled the discussion of precise instrument identification into the forefront.  The underlying problem is that the international standard (ISIN) by itself if not precise for all applications in the financial transactions lifecycle.  ISIN is a unique issue identifier, not always a unique instrument identifier where one ISIN is shared among offerings in multiple locations.  
Multi-listed instruments have slightly different characteristics that have a significant impact on various processing functions.  Although the issue at the ISIN level is a fungible instrument, the offerings across multiple locations are typically not IMMEDIATELY fungible – introducing real issues of risk and valuation.  

Within the securities industry, the required level of uniqueness varies according to the user role.  And since participants performing various functions use different identifiers (i.e. traders use vendor codes while middle and back office applications use NSIN or ISIN) there is a requirement to cross-reference identifiers between each party of the trade.  Any delay in identifying the relevant instrument slows down the process and contributes to STP failure.
The purpose of this aspect of the UII discussion is to ILLUSTRATE the problems caused by the lack of precision in instrument identification – including where they occur (which application) and the real problems they cause.

Definitions

Place of Trade: Where a security is actually traded, whether it is an official exchange (Frankfurt, Munich, Boston, NYSE, LSE, etc.), an ‘electronic’ exchange or ECN (Tradepoint, Instinet, Tradeweb, etc) or off-market (‘OTC’, internal crossing systems, etc). The ‘official’ place of trade would normally be the place with the highest liquidity within a marketplace among all available places of trade.

Place of Listing: This mirrors the ‘place of trade’ when dealing with ‘official’ exchanges and ECN’s.  For ‘off-market’ trades, the security being traded will be a line from a Place of Listing.
Official Place of Listing: This refers to the place where the security in question has been marketed and registered as an official offering. Typically, there is only one ‘Official Listing’ per market (country). (i.e. when/where a company made its public offering). In the majority of cases, this will equate to the ‘official place of trade’ on a day to day basis, but may differ due to specific market conditions. 
(Note: for this discussion we are only referring to multi-listed situations.  Multi-listed securities currently account for a low percentage of all securities traded, but that number will continue to increase as the global market place continues to mature and corporations look for new ways to increase their exposure, access to cash and mitigate their risks.  In addition, multi-listed instrument are usually issued by large institutions that tend to have higher trading volume.  Therefore, in relation to the percentage of securities that are not multi-listed, these multi-listed securities present a larger percentage of traded volume)

Financial Processes

This is a list of functional processes (as developed by ISO TC68/SC4/WG11) related to a financial instrument lifecycle.  The purpose of this section is to help IDENTIFY where UII matters in practice.  Additional examples would be very useful.
	Process
	Definition
	UII Practical Impact


	Issuance
	Processes and data elements required for issue preparation/bringing to market (also known as primary market or IPO issuance) through to issue date.

	N/A

	Pre-Trade
	Processes and data elements required before the decision to trade a financial instrument

	Y

(for broker/dealers)

	Trade
	Processes and data elements required for completing a trade execution

	Y

(for broker/dealers)

	Allocation
(includes affirmation, confirmation and matching)
	Processes and data elements required to communicate distribution instructions to counterparties. In general allocation denotes a distribution of the trade quantity of the financial instrument to multiple underlying funds or third parties (including custodians).

	Y

	Clearing
	Processes and data elements required to transmit, reconcile and in some cases confirm payment orders or security transfer prior to settlement. May also include the netting of positions for settlement and processes such as novation supporting the use of a central counterparty. 

	Y

	Margining
	Processes and data elements required to calculate margin requirements against open positions

	???

	Settlement
	An act which discharges obligations in respect of funds or securities transfers between two or more parties.  A settlement may be final or provisional.

	Y

	Collateral Management
	Processes and data elements required to manage assets if a borrower defaults including lodgment and segregation of the assets, asset substitution, mark-to-market valuation and reconciliation.

	Y

	Reconciliation
	Processes and data elements required to verify transactions and post-trade processes including changes of ownership and movements of cash

	Y

	Registration
	The listing of ownership of securities in the legal records of the issuer, its transfer agent/registrar, or a CSD

	Y

	Transfer of Ownership
	Processes and data elements required to track change of ownership of assets and amend registration records (when required) to reflect settled transactions

	Y

	Foreign Exchange
	Processes and data elements required to manage currency transfers

	Y

	Valuation
	Processes and data elements required to determine the value of assets and holdings

	Y

	Performance Management
	Processes and data elements required to calculate and measure return over some time interval

	???

	Reporting
	Processes and data elements that organizations must file to meet their fiduciary or regulatory requirements.  Included are reports that need to be submitted to regulatory agencies, market centers and market participants

	Y

	Corporate Actions
	Data elements required to cover all the processes which arise from the announcement by an issuer or its agent that an event affecting holders of the relevant security is to take place up until the moment when all effects of that event are complete.

	Y

	Analyze Risk
	Processes and data elements required to determine and manage deviation or uncertainty of return on assets/holdings

	Y

	Modeling
	Processes and data elements required to detect and interpret patterns related to financial instrument prices or investment strategies
	N/A


The following examples are extracted from a dialogue between the Reference Data Coalition (REDAC) and Deutsche SWIFT Securities User Group (DESSUG) on UII.  The original REDAC/RDUG paper on UII is here http://www.fisd.net/referencedata/20030605uiipaper.pdf.  The DESSUG paper is here http://www.fisd.net/referencedata/DESSUGDraft%20V1.pdf.  The REDAC response to DESSUG is here http://www.fisd.net/referencedata/ResponseDESSUGPaper.pdf.
Example 1: IBM Within a Single Market
IBM is officially listed (public offering) and registered (shares outstanding) on the NYSE.  Regional exchanges have agreements to cross-list IBM (i.e. can be bought/sold on Boston).  The line of the security is the NYSE listing.  Pricing and valuations are based on the NYSE price.   Regional listings are typically focused around increasing liquidity.

The ISIN for the NYSE and Boston listings are the same – although they have different RIC or ticker codes.  

In this example the Boston Exchange acts in much the same way as an ECN in sharing the “official” listing of IBM.  This distinction is important because the security bought on the Boston Exchange or ECN can be immediately resold on NYSE without re-registration or stock transfer issues.

Example 2: Deutsche Bank Listed on NYSE

In 2002, Deutsche Bank listed on the NYSE.  The ISIN number of the NYSE listing is the same as the ISIN on the Frankfurt Exchange.  The NYSE listing is traded in USD.  The Frankfurt listing is traded in EUR.
The NYSE listing may also be traded on US regional exchanges and the Frankfurt listing may be traded in DE regional exchanges.  Both listings may be traded on an ECN.  In the US marketplace, the only “official” listing is on NYSE.  In DE, the “official” listing is Frankfurt.  These are the primary listings, in their respective markets, where shares are tracked by the local Central Depository or regulatory agencies (where regulatory issues such as shares outstanding, official close, trading suspension are tracked).

In this example, it is not possible to purchase stock at the NYSE and immediately sell it on Frankfurt without transferring the actual stock to the DE market through the registration process.
Example 3: Siemens Ordinary for Settlement
Siemens Ordinary shares (for the sake of argument) are listed in Frankfurt (EUR), Zurich (CHF) and Euronext (EUR).  They are traded in multiple locations including on ECNs.  The Frankfurt and Zurich listings are registered in Germany while the Euronext listing is registered in France.  In this multiple markets example, knowing the official place of listing (OPOL) has significance.  

In the front office, the OPOL can affect:

· Currency to trade in (traders may compare offering and best bids in multiple currencies, taking into account exchange rates)

· Desire of client (some clients may specifically state currency of trade)

· Market conditions (relative health of the market and regulatory issues affecting trading (e.g. suspension/delisting) or corporate actions

In the back office, OPOL affects broker and investor settlements as well as “off market” broker-to-broker settlements:

· Given Siemens is traded in Euro in both Frankfurt and Paris, under the same ISIN, if a Broker purchases the shares in Paris, the natural place to deliver to the Investor is to their local agent in France. However, with no clues to the market the investment was made (such as currency), based purely on the ISIN, an Investor may believe they are to settle in Germany. (the investor’s request to the broker was ‘Buy Siemens’. Investors, on the whole, do not specify the market to purchase the shares in, even with multi-listed instrument).

· Investor sends instructions to settle in Germany to their Custodian, while at the same time making a decision to sell the shares, instructing another Broker to sell the shares.

· Broker’s settlement in France is rejected by counterparty (no instructions to receive in France).  Meanwhile, Investor has not received in Germany. After discussions, Investor tells Broker to deliver to Germany.

· Shares are not registered in Germany, so they need to be transferred from Paris Exchange to Frankfurt.  Or Broker refuses and Investor must receive in France.  In either case, Investor cannot satisfy sale in Germany in time.

NOTE: This is NOT a “Safekeeping” issue. This is a settlement issue based purely on the Official Place of Listing. It is impossible to settle an instrument Officially Listed in one marketplace (France) in a different marketplace (Germany).

Example 4: Daimler Chrysler for Accounting
Note: this is an example provided by DESSUG on picking the correct reference price for the accounting statement).  Daimler Chrysler (for the sake of argument) is listed in Frankfurt (EUR), New York (USD), Switzerland (CHF), Paris (EUR) and Tokyo (JPY).  It is traded on 22 exchanges/ECNs.  Here’s the scenario:

· Client buys 10,000 shares at NYSE

· Client buys 10,000 shares at Tokyo

· Client buys 10,000 shares in Frankfurt

· After the buy, the client moves 5,000 shares bought at NYSE to Frankfurt and 5,000 shares bought at Tokyo to Frankfurt

In order to accurately price the holdings (assuming that the re-alignment and re-registration occurs) the client would be holding – 5,000 USD shares, 5,000 JPY shares and 20,000 EUR shares.

In a consolidated statement using ISIN, you would only see a single position of 30,000. In order to get an accurate valuation, the closing prices from the NYSE, Tokyo, and Frankfurt exchanges would have to be obtained and applied to the corresponding balances.  Again, this is not a “Place of Safekeeping” issue. All these lines could, feasibly, be safekept within Euroclear.  If Euroclear did not take it upon itself to re-register all the shares into a single market position, the 3 different Official Listings would still exist as separate balances. (And we would not expect Euroclear to automatically re-align any position unless standing instructions existed to do so)

On a customer accounting statement, this would be presented in a single ‘Base’ currency (the 30,000 share position could be shown on a single line). However, it would have to be calculated as follows (assuming a Euro base currency report): 

(5,000 shares * NYSE price in USD) * Euro exchange rate

(5,000 shares * Tokyo price in JPY) * Euro exchange rate

(20,000 shares * Frankfurt price in Euro)

Note that if there was an additional position held in Euro, such as 5,000 shares from the Paris listing, you would also need to separately price this as (5,000 shares * Paris price in Euro), as the Paris close price may actually be different than the Frankfurt Euro valuation.
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