Commercial Loan Working Group: 12th February 2008, 1000 – 1100EST
Attendees
Bhavik Katira
Chair LOANWG

Alex Poretsky
JPMorgan
Anna Perkel
DTCC
Christine McDonald
Morgan Stanley

Derrick Butler
FNF
Ellen Hefferen
LSTA
Eric Paulson
TSI

Hans Ellis
Swift
Henri Pegeron
DTCC

Jeffrey Studer
JPMorgan

Lyteck Lynhiavu
ISDA
Marc Gratacos
ISDA

Oleg Starovoitov
UBS

Ramprasath Kamli
Citigroup

Robert Murray
Bank of America
Sarah Wagner
FCS

Scott MacLaughlin
GS

Solomon Roytshteyn
Deloitte

Shridhar Segu
DTCC

Steve Velez
DTCC

Sujal Badami
Misys

Agenda
1. Review of previous actions (from 29nd January meeting).
Minutes

1. Business validations. Initial design session conducted and set of business validations were reviewed during the session. Amendments were agreed and phase 1 business validations are to be documented. Pending.


2. Drawdown payment within the rollover message should be an optional field (it is only required when the new loan contracts increase in value). It is currently mandatory. Pending.

3. Current interest rate period should be made mandatory. Feedback from business working group. Pending.

4. Removal of the Deal and Facility identifier objects from the Loan Contract. Feedback from the technical working group. Pending.


5. Further amendment of the L/C representation. Pending.

6. Design of a cash flow object to show the overall payment represented by the rollover transaction (or any transaction). Pending.


Deferred Actions for Phase 2/3
1. How do we address chronological events, especially those that occur in the same day…?
- There is a sequence number, a message id, in reply to, conversation id in the header. This could be sufficient to solve the issues in the marketplace BUT…
- A protocol would need to be published (potentially a separate document). Participants would need to agree on how events are processed in certain scenarios.
- The ordering of global business events should be based on the ‘master’ ordering which is generally driven by the agent banks. The ordering of events is especially important when adjusting commitment levels.
- It is important to differentiate the ordering of instrument and loan contract level events from trading events. The two are asynchronous event types.
- The combination of a sequence id together with ‘before’ and ‘after’ states of the commitment levels should resolve any sequencing clashes that may occur.
Action: Ellen to raise any sequencing scenarios that may be particularly contentious with the business working group.
Completed: Business group agreed that a chronological id should be made available. We should define some scenarios for utilizing such a sequence id.
Action: Investigate any precedents that exist within other asset classes. Other areas of FpML processing. Pending.
Note: This will be addressed in Phase 2.


2. There can be a complex set of investors and/or trustees and this will dictate where cash flows will be sent. Our basic concept is to identify the deal, facility and lender of record. The eventual investor or cash flow administrator can be set as a separate data structure...? This is a message routing and potential cash flow issue.
Action: Chris Childs (DTCC) will take this action as to how this should be represented, also how it is being handled by agent banks currently (in terms of whether they currently record these relationships).
Update from Chris: The agent banks keep 1 record against each position record. The ability to capture multiple relationships against the position is limited (lender of record, trustee, custodian etc). Agents tend to setup the positions against the Fund Manager. Agents only send out 1 message (usually to the lender of record) but we have the opportunity to notify multiple recipients in an automated manner – where more than 1 institution is involved. This will be an on-going issue and will probably not be resolved until a later phase of work.


3. A flag should be added that somehow flags that the message contains some kind of exception and that it requires manual handling. Question: is this referring to a business event or a cash flow exception.
Action: Bhavik and Ellen to talk to the business group and define a list of business use cases where an exception flag may be used – this would allow us to better understand where within the design such a flag should exist.
Note: This is deferred to further investigation and pushed to a phase 2 requirement.

4. Reconcile the loan product (as defined by the working group) with the loan underlyer as defined in FpML before the formation of the loan working group.
Action: To be discussed in future loan working group session.


5. The working group collectively agreed that the work done so far definitely adds value to the loan community. It is in a state to be release for phase 1, pending the changes that have been brought up by the coordination committee.
Note: What will the world look like once we go live with such a standard…? There needs to be a document which outlines the implementation barriers/challenges; it should offer a guideline for implementers.


6. Actions from review of the repayment notice created by Scott MacLaughlin from Goldman Sachs.
Action: Create some complex business events using the existing message structure.
Completed: No major issues were reported. Data was correctly embedded within the XML structure. Example provided was a repayment with an interest payment. Further complexities include the ability to represent single cash flows across various business events. The business events could be separate from the “cash flow event” but we have to be mindful not to increase the number of transactions that actually get processed on the receiving system. The concept of grouping will be important here.
Action: Marc Gratacos to distribute some examples from FpML regarding cash flow management. Pending.

7. Question raised by Chris Childs: When should we get the technology group together with the operational committee in order to address the development practicalities…?
Action: We would need to get the operational committee together with some technology representatives (vendors, working group members) to discuss next steps.


Completed Tasks

1. Review of the latest phases. Has been agreed by both the business and technology working groups. Completed.

2. Feedback on the rollover design:

a. The maturing loan contract array currently requires an interest payment in order to be represented. Should be redesigned to capture all maturing loan contracts regardless of whether there is an interest payment or principal repayments. Action: Create a MaturingLoanContract object type which only requires the LoanContractIdentifier (this allows us to list all maturing loan contracts regardless of whether they had interest payments or repayments).

b. Should a conversion be a separate message…? It seems that the regular rollover design should be able to handle the conversion scenario.

c. All previous and new loan contracts should be listed in the facilityCommitmentPosition section. Shows ALL LoanContracts involved with the rollover transaction.

d. The rollover transaction brings the old and new loan contracts together. There is no linkage between specific loan contracts.

e. A given loan could increase during the rollover transaction. We don’t have a representation of this increase within the core rollover transaction (we only have repayments represented). 

f. A conversion transaction is NOT a rollover transaction – it should be modeled separately.

g. A commitment adjustment transaction is NOT a rollover transaction – it should be modeled separately.

h. We do not need a separate drawdown notice since all the fields for a drawdown notice are already included in the rollover notice. Action: add a single drawdown payment amount to represent the total notional increase for all loan contract increases.

Design Considerations for the Future (Previous Discussions)
1. Should we embed the facilityIdentifier block within the Repayment object…? This will provide an embedded instrument reference with a repayment but may lead to redundancy when combining this business event with other such business events. The current design requires the receiver of the message to use both the business event and the instrument as separate blocks – in order for the business event to make sense.


2. Is the loanContractIdentifier object within the LoanContractRepayment object sufficient for identification purposes…? Should it be the full loanContract block here instead…?
E.g. a lender could buy into a facility in the secondary markets, enter a minimal amount on loan contract information into their system (from the funding memo). 
When a cash flow occurs (an interest payment) – should the agent bank communicate the full loan contract details...?
The decision made for the moment was to keep the short form loanContractIdentifier within the Repayment. We will be dealing with modeling the funding memo message in a later phase which will contain the full loan contract object. Also, if extra fields are required within this short form in the meantime then we can add them as necessary.


3. Issue: Should we have the interest payment tenor on the loan contract or on the facility level…?
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