
Business Justification

for the development of new ISO 20022 financial repository items
A. Name of the request:
ASX – CHESS Replacement Project
B. Submitting organisation(s):

Australian Securities Exchange (ASX)
20 Bridge Street 

Sydney NSW 2000 
C. Purpose of the new development: 
The Australian Securities Exchange (ASX) has initiated a project to replace the current Australian equities clearing and settlement market infrastructure system (CHESS).  
The scope of this request covers the registration of ISO 20022 standard messages that will be implemented as part of the project 
CHESS (Clearing House Electronic Subregister System) is the system operated by ASX to manage the clearing and settlement of equity market transactions, and to record current security holdings (and the holders) on a name on register basis. The implementation of the replacement system will provide the existing core functionality and services as well as service enhancements. The current proprietary CHESS messaging standards will be replaced with ISO 20022 standards. 

These ISO 20022 standard message definitions will be used for the communication of  CHESS replacement with its users, namely Issuer Share Registries, Clearing Participants, Settlement Participants, Payment Providers, the Australian RTGS system as well as other platforms such as collateral management platforms. 

The message needs described in this document might also be required by similar systems or market infrastructures given ongoing projects in post trade. The submitting organisation therefore sees a benefit in standardising these messages and making them reusable for other institutions. 
The submitting organisation proposes that the Securities and Payments SEGs or a combination of both are the most appropriate to evaluate the messages which will result from this business justification.

A high level gap analysis performed on the existing CHESS proprietary messages indicates that most of the message functions will be covered by either existing ISO 20022 messages or new messages developed under the umbrella of this business justification. Should existing ISO 20022 messages need to be amended to address new CHESS requirements, separate Change Requests will be submitted, in addition to this business justification which covers only new message development.  As the replacement of CHESS will also introduce new functionality with associated additional requirements, ASX expects it may need to detail additional new message development. These will be submitted at a later stage, in a separate business justification.
For the purposes of this business justification the following message sets have been identified for new development:
· Cash Market Margining (two message definitions expected) to be defined in the Collateral Management Business Area

· TFN/ABN Tax Reporting (two message definitions expected) to be defined in the Authority Business Area

· Net Cash Obligations for Settlement (five message definitions expected) in the Cash Management Business Area
· Regulatory Income Tax Statement (two message definitions expected) to be defined in the Authority Business Area
· Securities Account Reference Data Modification Cancellation (two message definition expected) to be defined in the Reference Data Business Area
Further details on those five domains are provided in the next section (see below).
The submitting organisation intends to make use of the ISO 20022 Business Application Header (BAH) and to deploy the future messages in the ISO 20022 XML syntax. 
D. Scope of the new development:

A first analysis of the message needs of the CHESS replacement system has been carried out. Details of this high level gap analysis have shown that in the following business areas, some specific development needs were required to support the existing requirements:

· Cash Market Margining
Cash Market Margins are calculated based on the Clearing Participant’s total unsettled novated cash market transactions. These transactions cover all cash market products: equities, warrants and interest rate securities. 

Under ASX Clear operating rules, all clearing participants are required to meet their daily cash market margin obligation. Daily margins of the participants can be covered with cash and/or approved financial products as non-cash collateral. 

Clearing participants can manage their daily margin settlement amount via the use of:

· Lodging or removing excess cash on a daily or at need basis via the margin settlement instructions

· Lodging an excess cash standing instruction to notify ASX Clear of a specified amount to settle to.

· Lodging of non-cash collateral.

Those functions are currently not covered through existing ISO 20022 message definitions.

· TFN/ABN Tax Reporting

CHESS participants receive Tax File Numbers (TFN) or Australian Business Numbers (ABN) from clients and enter the Tax Identification Number (TIN) details into a message for forwarding to the issuer’s Registry by CHESS. This information allows for the Australian specific tax calculation on corporate actions by the Issuer Registry and payments made net of any withholding tax.
Separate transmissions are required for each CHESS Security Account holding. CHESS does not automatically broadcast these details to the Issuer registries of each holding of the client as nomination is optional at the discretion of the Account owner.

Provision is made within the CHESS message for three sets of Tax File Number / Australian Business Number details to be inserted as joint holders may each nominate a TIN. It is the Participant's responsibility to ensure that the order of entry of the details agrees to the order of the corresponding names within the CHESS registered name of the client.

As these TFN/ABN management functions are specific to the Australian market, there is currently no support in any of the existing ISO 20022 message definitions.

· Net Cash Obligations for Settlement
The purpose of the participant net cash obligation is to notify the Payment Provider of the actual net cash obligation to be paid or received on behalf of the system participant (i.e. a CHESS Participant) through the Payment Facility. Each participant has defined a payment facility with a Payment Provider that will be used for irrevocable cash settlement prior to the irrevocable transfer of Securities in DvP settlement on the settlement day. 

· A net cash obligation to be paid requires an authorisation response from the Payment Provider. 

· A net cash obligation to be received requires an acknowledgment response from the Payment Provider. 

· A failure by a participant to have funds available may cause a second round of these messages to be sent.
The Payment Provider (as part of the CHESS batch processing) is required to transfer the trust amount to or from the participants trust bank account.
· A cancellation of net cash obligation is sent by CHESS to a participant to advise the cash obligation has been cancelled due to the settlement process failing to complete.
Note: during the high level impact analysis, we identified that a similar message has recently been developed and registered with ISO 20022 (the NetReport – camt.088), but we believe that the scope and the purpose of the two functions, although covering the same business concept, are different. The ISO 20022 registered NetReport message provides details from the clearing system to the clearing members about their net cash obligation, in the context of Forex exchanges, whereas the ASX requirements cover the exchanges between the market infrastructure (i.e. CHESS) and the Payment Providers who will accept and, once accepted, transfer the funds on behalf of the participants. 
· Regulatory Tax Income Statement  
The purpose of the tax income statement is used to provide the requesting participant (the account owner) with a statement of an investor’s annual income in the format prescribed by the Australian Tax Office (ATO). The registry or market infrastructure will provide a (series of) relevant message(s) based on a single standard message definition that mirror the ATO income statement sections. The statement will be complemented with a status advice message.  
· Extension of the Securities Account reference data message set submitted by T2S/4CBs:  
The purpose of the securities account modification cancellation function is to extend the existing securities account reference data messages, to allow for the cancellation of a previously sent securities account modification message. Processing and confirmation of the securities account modification cancellation request message are provided via a securities account modification status advice.  

E. Community of users and benefits:
The justification will identify the categories of parties/actors that would use/benefit from the new message(s), and for each category of users:

1. Benefits/savings: The benefit associated with the proposed new messages is that ASX can provide for a full adoption of ISO 20022 across its equity post trade service including clearing, settlement and registration activities. The new messages subject of this business justification represent existing functionality in CHESS that will be carried forward (for example the use of cash net obligation transfers for DvP settlement). Expansion of the new reda business area for security account maintenance to include the cancellation function – this is considered a logical business flow by ASX.
2. Adoption scenario: ASX has confirmed to the Australian market that it will adopt ISO 20022 messaging in place of CHESS proprietary messaging at the same time as the implementation of the CHESS Replacement system.  ASX will not provide for parallel support of both message sets. It is therefore critical that ASX is able to provide a full ISO 20022 message set across all service areas. The proposed implementation date for CHESS Replacement is end 2020/start 2021.  ASX will be releasing test environments to its customers with iterative release of functionality from calendar Q1 2019. All of ASX’s post trade customers must therefore be ready for adoption of ISO 20022 during testing and on the implementation date of the CHESS Replacement system.
3. Volumes: ASX currently supports over 100 clearing and settlement and specialist participants, 11 payment banks and more than 10 issuer agents (share registries).  The current estimate for the number of messages supported by this business justification is 13, though ASX continues to refine its requirements in these business areas.  All messages are considered critical to the effective functioning of the post trade infrastructure. 
F. Sponsors and adopters: As the message sets represent functionality currently accommodated in the CHESS system, ASX expects no issues with adoption, as it is carrying forward existing business processes with equivalent ISO 20022 messages. ASX has sought the advice of SWIFT standards consultants in a high level and detailed review of existing functionality and messages and translation to ISO 20022, with the new messages developed alongside these consultants. ASX has also actively engaged with its own community via an ISO 20022 Technical Committee chaired by ASX regarding the adoption of ISO 20022, including reviewing draft new messages. The community is supportive of ASX developing these messages. 
G. Timing and development:

ASX is currently in the delivery phase for the CHESS Replacement project.  ISO 20022 message specifications (usage guidelines) are being developed per functional requirements and as input to technical build and testing.  This work is iterative, commencing 2018, and will continue through 2019.  ASX will also release technical documentation and functional test environments to its customers in an iterative manner, with the first release of technical documentation in December 2018, and associated test environments in Q1 2019. The implementation date for CHESS Replacement is estimated to be end 2020/start 2021.

ASX expects to have firm message sets for all functionality completed by the end of 2019, and therefore expects it will submit draft new messages to the Registration Authority during 2019.  Any delays to submission, review and registration may cause the implementation to proceed with draft unregistered messages. That outcome would then create further change for ASX and the Australian market post implementation.
The submitting organisation confirms that it will involve SWIFT Standards in the development of the messages, as well as the system participants for the validation of the resulting message definitions.  
H. Commitments of the submitting organisation:
The submitting organisation confirms that it can and will:

· undertake the development of the candidate ISO 20022 business and message models that it will submit to the RA for compliance review and evaluation. The submission must be compliant with the ISO 20022 Master Rules and include a draft Part 1 of the Message Definition Report (MDR) compliant with the template for MDR part 1 provided by the RA, the ISO 20022 Message Transport Mode (MTM) that the submitting organization recommends to consider with the submitted message set, and, optionally, examples of valid and invalid instances of each candidate message. The submission may also include a Message User Guide (MUG) to complement the MDR and describe in further details how to use the different possibilities/options of the proposed candidate messages; 
· address any queries related to the description of the models and messages as published by the RA on the ISO 20022 website.
The submitting organisation also confirms that:

· it will promptly inform the RA about any changes or more accurate information about the number of candidate messages and the timing of their submission to the RA. If the submitting organisation does not submit the candidate messages within the timing announced in section F and does not inform the RA beforehand, the business justification may lapse and require re-submission of a new business justification for approval by the RMG.
· The submitting organisation must confirm whether or not it intends to organize any testing of the candidate messages once they have been reviewed and qualified by the RA and before their submission to the SEG(s) for approval.  In such a case, the submitting organisation must indicate when the testing is expected to complete and the candidate messages be re-submitted to the RA for SEG(s) approval. The submitting organisation must confirm that it will promptly inform the RA about any changes or more accurate information about the timing of this re-submission to the RA. If the submitting organisation does not re-submit the candidate messages as announced and does not inform the RA beforehand, the business justification may lapse and require re-submission of a new business justification for approval by the RMG.    

· The submitting organisation must confirm whether it is committed to undertake the future message maintenance. 
· The submitting organisation must confirm its 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”. 
I. Contact persons:
     Priscilla Ferri de Barros; email: priscilla.ferridebarros@asx.com.au; ph: +61 2 9227 0543

     Karen Webb; email: Karen.webb@asx.com.au; ph +61 2 9227 0445

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

· Comment received from Rudolf Siebel, a Securities SEG member, on 19.10.2018
“We are very concerned that we see yet another derivative of ISO20022 messages used by a single CSD only.  This leads to increased cost for users of such messages and supports market fragmentation instead of standardization.  If I remember correctly SWIFT to address this type of fragmentation engaged in a harmonization program on this kind of messages a while back. 

The request states that: " A high level gap analysis performed on the existing CHESS proprietary messages indicates that most of the message functions will be covered by either existing ISO 20022 messages or new messages developed under the umbrella of this business justification. Should existing ISO 20022 messages need to be amended to address new CHESS requirements, separate Change Requests will be submitted, in addition to this business justification which covers only new message development.  As the replacement of CHESS will also b new functionality with associated additional requirements, ASX expects it may need to detail additional new message development. These will be submitted at a later stage, in a separate business justification." 

The applicant should describe why existing messages cannot be used as such. “

Disposition of comments by ASX:
ASX has worked very closely over the past 2 years with standards consultants from SWIFT in the mapping of existing business processes and messages in CHESS to ISO 20022.  Where a good fit was not found, all possible scenarios were explored to find applicable ISO 20022 messages, but with the underlying premise to remain true to the intended scope of those existing messages. That process identified a number of processes currently present in CHESS that are not covered in ISO 20022.  CHESS is rich in functionality with a broad range of services, therefore ASX’s view is that it is possible that CHESS may provide functionality that is not the norm, but not necessarily bespoke or out of the question for other markets. An example is the dual register system present in Australia (issuer sponsored and CHESS sponsored), that is present in a limited number of countries across the world.
In the case of the cash obligation messages (Cash management business area), 
ASX is aware that there are cash forecast messages available in T2S (camt.052, camt.053, campt.054.  However the scope of these messages is for the message to be sent from the account servicer (bank) to the account owner (customer).  The ASX scenario is contrary to the scope of these messages – it is instead a notification from the CSD (CHESS) to the account servicer to notify and orchestrate cash obligation notifications and authorisations. 
In the Funds Authorisation scenario, it was investigated to use pacs.002. However, the scope of this message is to inform positive, negative or pending instruction from Financial Institution to Financial Institution. The ASX scenario is to notify the actual net funds to be transferred to or from the ASX clearing account on the settlement day.
ASX’s view as a central clearing and settlement facility that this is a fundamental service in the preparation for settlement, and is a likely activity performed by other infrastructures. Based on SWIFT’s advice, such forecasting is covered in MT messages, but has not yet been implemented in ISO 20022 on the cash side for securities settlement. 

ASX is aware of at least one other market infrastructure that has an interest in utilizing the same new cash obligation messages.  Representatives from HKEX have confirmed that ‘based on our high level gap analysis, the scope of the messages, and the similarity to the ASX requirement, we believe that the cash obligation messages would be suitable for our upcoming ISO 20022 migration, hence we support ASX’s request to develop the messages beyond draft status.’ 

In the case of the Cash Market Margining messages (Collateral Management business area), ASX with SWIFT’s advice understand that the scenario of management of ‘excess cash’ is not currently covered in the current business model for ISO 20022.
· Comment received from Rich Robinson, a Securities SEG member, on 19.10.2018
“I will agree with Rudolf here. While specific Tax reporting may remain elusive in standardization by jurisdiction, the other topics (Margining, Net cash, Ref data modification) would seem able to be more standardized, with revisions to account for any jurisdictional variations. It would be good to understand why anything current is unable to be leveraged.”
Disposition of comments by ASX:
Discussing the Tax Reporting and Tax income statement requirements in particular, ISO 20022 permits in its scope that market specific messages are developed when applying to local requirements (and these requirements in this case are tax authority requirements). This has already been done for Russian Currency Control, implementing the Currency Control reporting requirements in dedicated ISO 20022 messages. ASX recognizes the tax messages are very specific and that is why the Authority (auth) business area has been proposed by the SWIFT consultants in collaboration with ASX.   ASX proposes to approach the new messages in a similar fashion to ESMA who implements EU specific regulatory messages.  The implementation would be aligned with the AU regulatory requirements but will use ISO 20022 generic components which could allow reuse in other jurisdictions in the future, with minimal changes. 
Generally, if members are of the view that there are current messages available that would suit the purpose of the ASX business requirements, ASX would appreciate specific suggestions be offered. 
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