
Business Justification

for the development of new ISO 20022 financial repository items
A. Name of the request:
Investment Fund Conversion 
B. Submitting organisation(s):

UK Funds Market Practice Group (UKFMPG) Conversions Working Group

And

SWIFT s.c.r.l.

Avenue Adele 1,

B-1310 La Hulpe

Belgium 
C. Scope of the new development:  
The scope of this business justification is the development of messages in the investment funds order (setr) message suite that instruct and confirm the conversion of a fund holding from one unit class to another unit class in the same fund. Conversion arises in the context of the transfer of an investment portfolio from the old plan manager (transferor) to the new plan manager (transferee) because the new plan manager is unable to manage a particular fund in the client’s portfolio and thus instructs that the asset is converted to another asset before it is transferred and therefore make an in-specie transfer possible, as is likely to be mandated by the UK Financial Conduct Authority (FCA).
The financial instruments in scope include all types of investment funds, such as mutual fund and collective investment undertakings, such as unit trusts, open ended investment companies (OEIC
, SICAV
) and contractual funds (FCP
) and so on.
Other reason why conversions are needed are to move a customer to the best value share class post transfer (as is, again, likely to be mandated by the FCA) and to allow a customer to move a share class whenever he or she wants.
The UKFMPG proposes to create three additional messages:

· Conversion Order

· Conversion Confirmation

· Conversion Order Cancellation Request
The new messages should adopt a similar structure and format to the existing Switch Order (setr.013) and Switch Order Confirmation (setr.015) messages. The existing Order Instruction Status Report (setr.016) and Order Cancellation Status Report (setr.017) will be used in the message flow.
A representative message flow:
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[A]
In summary, the conversion process comprises the following steps:

1. The instructing party instructs the executing party to convert the specified unit holding

2. The executing party responds with a status message to indicate that the instruction is valid and the conversion will be executed

3. The executing party converts the units and sends a confirmation to the instructing party

[B]
A conversion instruction will be used to instruct exactly one conversion between two share classes.

Main information Requirements 
The UKFMPG Conversions Working Group has developed and published market practice and message usage guidelines for the conversion process (published publically on the MyStandards platform (NMPG-GB-IF-Unit-Class-Conversions-Jul2019). The market practice documentation is provided with this business justification (UKFMPG-FundConversions-V1.0-Final.pdf). The market practice document provides a description of the full process and the list of data element for the messages. It also provides a breakdown of data elements per message. The business data requirements, as per the UKFMPG’s market practice documentation, for the messages are:
	Data Item
	Description/Notes

	Instructing Party
	The nominee organisation instructing the conversion request.

Identified using a valid BIC1, BIC8 or BIC11 value.

	Executing Party
	The organisation holding units on behalf of the instructing party.

May be a fund manager or an intermediate unit holder.

Identified using a valid BIC1, BIC8 or BIC11 value.

	Conversion Instruction Reference
	A unique conversion case reference provided by the instructing party.

Where a case is rejected, a conversion instruction reference must not be re-used.

The reference must not exceed 16 characters.

	Conversion Confirmation Reference
	A unique reference generated by the executing party confirming the conversion of units as requested.

The reference must not exceed 16 characters.

	Conversion Timestamp
	The date/time at which the register was updated.

	From Share Class
	The from share class.

	
	ISIN
	The ISIN used to identify the from share class.

	To Share Class
	The to share class

	
	ISIN
	The ISIN used to identify the to share class.

	Instructed Quantity
	The quantity of holdings in the from share class to convert.

This must be specified as either a percentage of holding, or a specific total unit amount or as one or both of group 1 and 2 unit amounts.

	
	Total Unit Amount
	The total number of units to convert. The decimal place accuracy should reflect that held on the fund manager’s register.

	
	Group1 Unit Amount
	Indicates the number of group 1 units that should be converted within a share class holding.

The sum of instructed quantity group 1 unit amount and instructed quantity group 2 unit amount indicated must equal the instructed quantity total unit amount specified.

The decimal place accuracy should reflect that held on the fund manager’s register.

Where an executing party cannot process specific group 1 or group 2 unit amount instructions, this value can be ignored and the total unit amount used.

	
	Group 2 Unit Amount
	Indicates the number of group 2 units that should be converted within a share class holding.

The sum of instructed quantity group 1 unit amount and instructed quantity group 2 unit amount indicated must equal the instructed quantity total unit amount specified.

The decimal place accuracy should reflect that held on the fund manager’s register.

Where an executing party cannot process specific group 1 or group 2 unit amount instructions, this value can be ignored and the total unit amount used.

	
	Percentage of Holdings
	Indicates the percentage of a unit holding that should be converted.

The decimal place accuracy should reflect that supported by the fund manager and must be a value greater than 0 and less than or equal to 100.

	Confirmed Quantity
	The quantity of holdings converted in the from and to share classes.

The executing party will not provide a conversion factor. The instructing party may calculate this from the confirmed unit values to avoid any discrepancy due to rounding errors.

	
	From Group 1 Unit Amount
	The total number of group 1 units converted out of the From share class.

At least one of confirmed quantity from group 1 unit amount and confirmed quantity from group 2 unit amount must be specified

This must match any instructed quantity group 1 unit amount if specified.

The decimal place accuracy should reflect that held on the fund manager’s register.

The sum of the confirmed quantity from group 1 unit amount and confirmed quantity from group 2 unit amount must match the instructed quantity total unit amount if specified

	
	From Group 2 Unit Amount
	The total number of group 2 units converted out of the From share class.

At least one of confirmed quantity from group 1 unit amount and confirmed quantity from group 2 unit amount must be specified

This must match any instructed quantity group 1 unit amount if specified.

The decimal place accuracy should reflect that held on the fund manager’s register.

The sum of the confirmed quantity from group 1 unit amount and confirmed quantity from group 2 unit amount must match the instructed quantity total unit amount if specified

	
	To Total Unit Amount
	The total number of units converted into the destination To share class.

The decimal place accuracy should reflect that held on the fund manager’s register.

Must be equal to the sum of the To group 1 unit amount and the To group 2 unit amount.

	
	To Group 1 Unit Amount
	The total number of group 1 units converted into the destination To share class.

The sum of To group 1 unit amount and To group 2 unit amount indicated must equal the To total unit amount specified.

At least one of To group 1 unit amount or To group 2 unit amount must be confirmed.

The decimal place accuracy should reflect that held on the fund manager’s register.

	
	To Group 2 Unit Amount
	The total number of group 2 units converted into the destination To share class.

The sum of To group 1 unit amount and To group 2 unit amount indicated must equal the To total unit amount specified.

At least one of To group 1 unit amount or To group 2 unit amount must be confirmed.

The decimal place accuracy should reflect that held on the fund manager’s register.

	Instructing Party Account
	The instructing party’s account at the executing party within which they hold the asset being converted.

	
	Account Identification
	A unique identifier for an account within which the instructing party holds assets at the executing party.

	
	Account Name
	Optional name of the instructing party as held on the executing party register.

This data is for cross reference purposes only and should not be validated.

	
	Account Designation
	Optional supplementary registration information used to identify specific assets where holdings are not segregated at the account level.

	Rejection Details
	Identifies the cause of a rejection where the executing party has not been able to process the instructing party’s request.

One or both of rejection reason and rejection reason clarification must be specified

When providing a rejection reason, a rejection reason clarification is recommended where appropriate to provide more detailed information.

	
	Rejection Reason
	Identifies the reason for the rejection using the RejectedStatusReason11Code list from the ISO message setr.016.001.04 (OrderInstructionStatusReport)

	
	Rejection Reason Clarification
	Provides clarification details of the cause of rejection

	Market Practice Version
	Defines the market practice version used for any message sent.


The Funds Evaluation Team, an expert group under the umbrella of the Securities Standards Evaluation Group (SEG) should be assigned the evaluation of the candidate ISO 20022 messages, once developed. 

As the new ISO 20022 messages are to be part of the Investment Funds message suite on SWIFT, in the SWIFTNet Funds solution, the determination of the use of the Business Application Header should be made accordingly.

The submitting organisation wants to deploy the future messages in the ISO 20022 XML syntax and use the messages over SWIFT.
D. Purpose of the new development
1. Fund managers have always processed conversions for their clients but changes in UK regulation mean the volumes of conversions have grown significantly and their use is expected to dramatically increase again in 2020.

2. The Retail Distribution Review (RDR) from the FCA banned cash rebates for retail funds in 2013 and this has resulted in a proliferation of new unit classes each with a different management fee. The FCA is now planning to mandate from 2020 that investment platforms can convert customer fund holdings as part of a transfer between providers.

3. Whilst conversions have traditionally been instructed with faxes and spreadsheets the UKFMPG community believes that the increase in volumes will necessitate more efficient electronic processing.

4. As mentioned, the UKFMPG Conversions Working Group has defined a market practice (published publically on the MyStandards platform (NMPG-GB-IF-Unit-Class-Conversions-Jul2019)  using the ISO 20022 Switch (setr) messages. Whilst this may provide a short term answer it is not a good long-term solution and this is why a business justification has been raised for new ISO 20022 messages. The existing market practice and message usage guidelines are not a good long term solution  because:
· A conversion is different to a switch. There must be no confusion between a switch request and a conversion request.

· The switch terminology is not suitable for a conversion. There is no subscription, no redemption and no settlement. Instead there is a unit class to convert from and a unit class to convert to.

· The data required for a conversion (as documented in the referenced market practice) cannot be accommodated in the existing switch messages. For instance, both the ‘convert from’ leg and the ‘convert to’ leg may require group 1 and group 2 units to be specified.

Community of users and benefits:

1. UK regulatory changes mean that the likely users of electronic conversion instructions will be the same community as use the transfer messages.

2. Currently there are around 200 organisations sending around 1million ISO 20022 messages a year to process transfers. It is anticipated that the same organisations will process electronic conversions. The volume of conversion transactions will probably be lower than transfers but may rise to a similar order of magnitude.

3. The UKFMPG community believes it will only be practical to support the expected volumes of conversions electronically.

4. Whilst this could be achieved with the switch messages (and initially will have to be) the group believes there is a risk of confusion when interpreting instructions and unnecessary additional maintenance overheads without having an appropriate message set.

As already mentioned, the UKFMPG includes representatives from around 50 fund managers, investment platforms, wealth managers, pension providers and technology companies from across the UK.  In terms of transfers, all use the existing ISO 20022 funds transfers (sese) messages to conduct the transfer business, all users are also candidates for the use of the new ISO 20022 messages for the new conversion order (setr) messages.

E. Timing and development:

The FCA is planning to mandate the use of conversions from July 2020. Many financial services are planning to provide support for conversions before then.

It will not be possible to introduce new ISO 20022 messages in time for this initial wave of adoption. Therefore the initial adoption will need to use the existing funds switch order (setr) messages.

Once the new messages are available it is anticipated that the UKFMPG community would adopt the new messages at the point when some market change or change to the switch message prompts an update to the market practice.

The new messages should be ready in the 2021 time frame.

F. Commitments of the submitting organisation:
We, UKFMPG and SWIFT, confirm that we will:

· undertake the development of the candidate ISO 20022 business and message models that we will submit to the RA for compliance review and evaluation;
· address any queries related to the description of the models and messages as published by the RA on the ISO 20022 website;

· undertake the future message maintenance;

We confirm our knowledge and acceptance of the ISO 20022 Intellectual Property Rights policy for contributing organisations, as follows: 

“Organizations that contribute information to be incorporated into the ISO 20022 Repository shall keep any Intellectual Property Rights (IPR) they have on this information. A contributing organization warrants that it has sufficient rights on the contributed information to have it published in the ISO 20022 Repository through the ISO 20022 Registration Authority in accordance with the rules set in ISO 20022. To ascertain a widespread, public and uniform use of the ISO 20022 Repository information, the contributing organization grants third parties a non-exclusive, royalty-free licence to use the published information”. 

G. Contact persons:
Ben Cocks – ben.cocks@altus.co.uk
David Aspinall – david.aspinall@omwealth.com
Janice E. Chapman – janice.chapman@swift.com

H. Comments from the RMG members and relevant SEG(s) or SubSEG(s) and disposition of comments by the submitting organisation:

This section will include the comments received from RMG members and the SEG(s) or SubSEG(s), if any, and the response given to each of these comments by the submitting organisation. 

Comments from Switzerland:
The Swiss Commission for Financial Standardisation (SCFS) welcomes the initiative of the UK Funds Market Practice Group (UKFMPG) and SWIFT, as joint submitters, to address the further automation of the investment funds conversion business processes through ISO 20022 messaging. 

The submitters propose the development of dedicated ISO 20022 messages for investment funds conversions in order, at some later stage, to be able to migrate this business process, currently implemented through a market practice based on the existing ISO 20022 switch messages, onto the future dedicated ISO 20022 investment fund conversion messages. 

Apart from the members of the UKFMPG, investment fund conversions are also relevant for those foreign players outside the UK that participate in the distribution of UK investment funds, amongst others, the fund distributor and intermediaries based in Switzerland. 

As is the case for the UK-based players, within the Swiss community there are also players which have realised the automation of investment funds conversions through, for the time being, use of the existing ISO 20022 switch messages. 

We understand that, from a modelling point of view, the optimal solution is to design messages that realise as closely as possible the business function of a message. If one however considers the impacts on the implementer community, it is more difficult to justify a separate message set for investment funds conversion, in particular, as the proposed messages are relatively closely aligned with their switch siblings. 

The fact that the UKFMPG has been able to develop a market practice for investment fund conversion by employing the existing switch messages should be further investigated. 

The SCFS therefore recommends that, as an alternative to the dedicated message set of this BJ, the submitters consider to evolve the existing switch messages and to add the currently missing functionality through maintenance requests. 

The BJ already suggests to determine a suitable employment of the BAH. In this respect, it is worth pointing out that the forthcoming version 2 of the BAH foresees a new function through which a market practice can be specified. See information on the following link: https://www.iso20022.org/bah-advance-information-new-versions 

This BAH function will make it possible to automate the differentiation of potentially two separate use cases implemented in the switch messages, i.e. a use case for a switch proper and a use case for an investment fund conversion. The new BAH element ‘MarketPractice’ is designed in a way that it points to a market practice specification, maintained in a registry and identified within the registry through its unique ID. The current UK conversion market practice maintained in ‘SWIFT MyStandards’ would lend itself for being specified by means of the new BAH element. 

Similar to this BJ for investment fund conversions, the previous BJ for alternative funds was requesting a dedicated message set for a particular function, i.e. the distribution of alternative funds. It was considered at the time that the function of the alternative funds messages was sufficiently different from the function of the equivalent already existing mutual funds messages that the latter could not be extended with features for alternative funds. In the meantime, it has turned out that the funds players in the end-to-end distribution chain prefer as concise as possible a message set which can cater for the functions of all types of funds from plain mutual funds to more specialised alternative funds. As a consequence, the development of an alternative funds message set was discontinued. 

This pattern is also believed to be applicable to the request for a dedicated message set for investment fund conversions. It is believed that, if an end-to-end view is taken on the requirements for automation of investment fund conversion processing, the preference is on a consolidated core message set which can accommodate all similar functions including both current switches and the requested investment fund conversions. 

Based on the afore-stated situation, the SCFS believes that it would be better to withdraw the BJ and extend the existing switch messages to accommodate investment fund conversions. Hence, the SCFS objects to the BJ in its current form. 

Comments from the Securities SEG:

The securities SEG has the following comments on this business justification:

 Whilst it is agreed there is a need for conversion functionality, it is felt the preferred approach would be to enhance the switch messages (setr.013 & 015) to allow a correct implementation of conversion functionality for the UK, rather than introduce new messages.

Institutions are already doing conversions with the switch messages (for example, Norway). It is felt it would add complexity if new specific Conversion messages are made available, this would have an impact on the other markets using the switch messages today that do conversions. So, our  recommendation would be to work with the UK community and see how we could enhance the current SWITCH messages so they can meet the UK requirements for conversions.

Disposition of Comments 
Both of these comments suggest that the switch message could be adapted to support conversions instead of introducing a new conversion message set. Whilst this would be technically possible we don’t support this approach because:

· A conversion is not a switch and in business terms there is no commonality between the two. The ISO 20022 guidelines recommend that each message should perform just one function; so, if we did opt to adapt the existing Switch message to accommodate such an entirely different function, we will be in direct contravention of this principle.

· If we were to change the switch message to accommodate a conversion (including renaming fields such as redemption and subscription legs to reflect correct terminology) the impact on existing users of the switch message would be substantial and it would cause considerable disruption to market participants who use the switch message but have no interest in conversions.

· Conversely, the introduction of new messages has no impact on existing messages and therefore no impact on any existing market participants.

· There would be no benefit for UKFMPG participants (from whom the change originates) in upgrading to another version of the switch message which still did not correctly reflect conversion terminology and content. Therefore it would be better to avoid any disruption rather than make changes for no benefit.

� The UKFMPG is the UK national constituent of the Securities Market Practice Group (SMPG) Investment Funds Working Group. The UKFMPG includes representatives from around 50 fund managers, investment platforms, wealth managers, pension providers and technology companies from across the UK. The UKFMPG Conversions Working Group has participants from 18 of those organisations.


� Open-ended investment company 


� Société d’investissement à capital variable


� Fonds Commun de Placement
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