
Payment Breakdown Proposal


Purpose
This document describes the FpML IM-Custodian WG proposal to enhance the Contract notification messages with optional structures that can detail the components of any payment element in the messages.

Please note that the current document is only a proposal to enhance the FpML standard.  It should not be viewed at this stage and in this FpML forum as a Market Practice proposal.
Business Justification
The following points are taken from a Business Case document created for the ISITC OTC Derivatives Working Group and from IM-Custodian WG conference calls.  While IRS and CDS are mentioned specifically, the proposal would address the same problem on any product.  Further details are in the Proposed Changes section below.
Purpose

To provide additional information on the payments resulting from contract lifecycle events in order to improve accounting Straight-Thru-Processing of these notifications.  It should be noted that existing and these new payment data points are not intended to be used as payment instructions by custodian banks.
Nature of Request

Inclusion of a complete break down of fee in FpML for IRS and CDS to include Interest purchased/sold at the leg level and total cost.

Message Types:

All relevant FpML messages (Contract Created, Novation (full/partial), Terminations (full/partial), and Contract Increases

Business Context:

Currently FpML has the ability to provide a message receiver with the funds to be received/delivered as a result of a swap contract.  With the recent increase in the volumes of CDX and CTX messages, as well as the high liquidity of the IRS market swap contracts are now often open and closed in or out of the money.  These amounts can be broken down into the Market Value of the position, Interest bought/sold at the leg level, and fees to exit or enter the deal. For custodians that are service providers of accounting and regulatory requirements of the 40-act funds the break down of interest purchased/sold from market value is a requirement. 

With the current message format Straight-Through-Processing (STP) is halted into some accounting systems that need to separate interest and value due to insufficient contract information.  STP can also be halted on lifecycle events whose Contract messages do not include the contract details (like terminations).

This information can be provided by senders to receivers to ensure that both parties recognize the same economic conditions of a trade.  Two parties independently calculating these amounts can lead allocation breaks at the account level, and market value differences due to different interest periods.
Proposed changes
a) Add a PaymentDetails structure type that can reference the payment, describe its component amounts, and settlement information.  Existing FpML types GrossCashflow and SettlementInformation have adequate structures to meet these requirements, as modeled in the diagrams below.  The payment being described would be referenced via the mandatory attribute of XML type IDREF called paymentReference/@href.

b) Add an optional, repeatable <payment Details> structure of type PaymentDetails to each Contract notification message as a sibling of <contract>, <increase>, <novation>, <termination>, and <party>.

c) Add an optional @id attribute of XML type ID, if one does not exist already, to each payment element in the product and event structures.

Schema Diagrams
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APPENDIX
 - ORIGINAL PROPOSAL

Proposed changes
d) Add a PaymentDetails structure type that can reference the payment, describe its component amounts, the data observations and calculation rules that led to those amounts, and settlement information.  Existing FpML types CalculationDetails and SettlementInformation have adequate structures to meet these requirements, as modeled in the diagrams below.  The payment being described would be referenced via the mandatory attribute of XML type IDREF called paymentReference/@href.

e) Add an optional, repeatable <payment Details> structure of type PaymentDetails to each Contract notification message as a sibling of <contract>, <increase>, <novation>, <termination>, and <party>.
f) Add an optional @id attribute of XML type ID, if one does not exist already, to each payment element in the product and event structures.
Objections from the Coordination Committee
There were a couple of objections to the proposal:

· The PaymentDetails structure should be stricter, containing only the content that would be necessary for im-custodians. The current proposed structure, coming from cash flow matching, is too loose for this purpose.

· There was a question also regarding the exact business process related to the processing of the data. Would this be used for accounting? payments? what processes?

Schema Diagrams
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