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I. Executive	
  Summary	
  
	
  
The	
  CPMI-­‐IOSCO	
  Consultative	
  Report	
  on	
  the	
  Harmonisation	
  of	
  the	
  Unique	
  Product	
  Identifier	
  is	
  
a	
  thorough	
  and	
  focused	
  consultation	
  on	
  the	
  UPI	
  in	
  the	
  context	
  of	
  OTC	
  derivatives	
  that	
  solicits	
  
input	
   and	
   feedback	
  on	
   a	
  number	
  of	
   specific	
   questions	
   and	
   topics	
   regarding	
   the	
  UPI	
   and	
  OTC	
  
derivatives.	
  	
  	
  
	
  
Many	
  of	
   these	
   topics	
  and	
   issues	
  were	
  addressed	
   in	
  depth	
  at	
   the	
   recent	
  CPMI-­‐IOSCO	
   Industry	
  
workshop	
   of	
   CPMI-­‐IOSCO	
  WG	
   for	
   Harmonisation	
   of	
   key	
   OTC	
   derivatives	
   data	
   elements	
   that	
  
took	
  place	
  on	
  February	
  10,	
  2016	
  in	
  Washington,	
  D.C.	
  
	
  
Although	
  the	
  consultative	
  report	
  does	
  contain	
  16	
  questions,	
  and	
  it	
   is	
  certainly	
  customary	
  and	
  
reasonable	
   to	
   expect	
   that	
   a	
   response	
   submission	
   would	
   address	
   the	
   questions	
   asked	
   in	
   the	
  
consultation,	
   	
   we	
   would	
   like	
   to	
   offer	
   a	
   bit	
   of	
   commentary	
   and	
   feedback	
   on	
   the	
   UPI	
  
harmonization	
  initiative	
  from	
  a	
  slightly	
  different	
  perspective.	
  
	
  
The	
   question	
   that	
   this	
   feedback	
   could	
   be	
   seen	
   to	
   be	
  most	
   relevant	
   to	
   frame	
   this	
   response	
   is	
  
perhaps	
  the	
  following:	
  
	
  
Question 5: Are the principles and high-level specifications listed and described above 
comprehensive in representing the characteristics of a classification system? If not, are there other 
principles and high-level specifications that should be considered? Please list and explain.  

As	
  we	
  expect	
  that	
  a	
  wide	
  range	
  of	
  helpful	
  input	
  will	
  be	
  received	
  from	
  multiple	
  respondents	
  on	
  
the	
   UPI,	
   we	
   are	
   electing	
   to	
   first	
   offer	
   some	
   thoughts	
   on	
   certain	
   aspects	
   of	
   the	
   higher	
   level	
  
approach	
  to	
  the	
  UPI	
  specification	
  and	
  framework.	
  
	
  
Following	
   that,	
   we	
   present	
   a	
   financial	
   contract	
   type	
   classification	
   system	
   specification	
   that	
  
hopefully	
  can	
  provide	
  some	
  useful	
  insight	
  into	
  other	
  aspects	
  of	
  how	
  to	
  view	
  the	
  identification	
  
and	
  classification	
  of	
  financial	
  products	
  using	
  the	
  intrinsic	
  financial	
  instrument	
  types	
  that	
  form	
  
the	
  basis	
  for	
  nearly	
  all	
  financial	
  products	
  that	
  are	
  offered	
  or	
  utilized	
  in	
  the	
  financial	
  industry.	
  

II. Commentary	
  
	
  
The	
   Committee	
   on	
   Payments	
   and	
   Market	
   Infrastructures	
   (CPMI)	
   and	
   the	
   Board	
   of	
   the	
  
International	
   Organization	
   of	
   Securities	
   Commission	
   (IOSCO)	
   are	
   currently	
   working	
   a	
   set	
   of	
  
three	
   related	
   consultations:	
   	
   the	
  Harmonisation	
  of	
  the	
  Unique	
  Transaction	
  Identifier	
  (UTI),	
   the	
  
Harmonisation	
   of	
   the	
   Unique	
   Product	
   Identifier	
   (UPI),	
   and	
   the	
   Harmonisation	
   of	
   key	
   OTC	
  
derivatives	
  data	
  elements	
  (other	
  than	
  UTI	
  and	
  UPI	
  ),	
   (e.g.,	
   “Other	
  Data	
  Elements	
  ODE)”.	
   	
  There	
  
are	
  other	
  financial	
  data	
  standardization	
  efforts	
  that	
  address	
  the	
  harmonization	
  of	
  identifiers	
  on	
  
a	
  global	
  scale	
   that	
  have	
  already	
  been	
   launched	
  and	
  are	
  being	
   implemented,	
  such	
  as	
   the	
  Legal	
  
Entity	
  Identifier	
  (LEI).	
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Of	
  the	
  three	
  data	
  standards	
  initiatives	
  above	
  with	
  “I”	
  (for	
  “Identifier”)	
  in	
  their	
  names	
  (i.e.,	
  UTI,	
  
UPI,	
  and	
  LEI	
  ),	
  one	
  of	
  them	
  is	
  not	
  like	
  the	
  other	
  two.	
  	
  The	
  UTI	
  and	
  the	
  LEI	
  are	
  clearly	
  identifiers	
  
that	
  resolve	
  unique	
  instances	
  of	
  financial	
  industry	
  objects	
  (individual	
  financial	
  transactions	
  or	
  
legal	
  entities	
  capable	
  of	
  participating	
  in	
  the	
  financial	
  transactions).	
   	
  The	
  scope,	
  resolution	
  and	
  
“granularity”	
  of	
  the	
  UPI	
   is	
  much	
  less	
  clear,	
  and	
  somewhat	
   ill-­‐defined,	
   for	
  the	
  very	
  reason	
  that	
  
the	
  very	
  concept	
  of	
  a	
  “unique	
  product”	
  that	
  can	
  or	
  needs	
  to	
  be	
  identified	
  as	
  such	
  is	
  in	
  fact	
  not	
  at	
  
all	
  clear,	
  and	
  difficult	
  to	
  define.	
  	
  	
  
	
  
To	
   be	
  more	
   exact,	
   the	
   UPI	
   is	
   really	
   part	
   of	
   a	
   classification	
   regime,	
   or	
   taxonomy,	
   and	
   not	
   an	
  
identifier	
   of	
   individually	
   unique	
   instances	
   of	
   financial	
   objects,	
   elements	
   or	
   structures	
   in	
   a	
  
universe	
  of	
  such	
  things.	
  	
  It	
  might	
  well	
  have	
  been	
  more	
  appropriate	
  to	
  have	
  named	
  the	
  concept	
  a	
  
“Unique	
  Product	
  Classification	
  Code”	
  than	
  “Unique	
  Product	
  Identifier”.	
  	
  	
  
	
  
As	
  currently	
  envisioned,	
  once	
  the	
  extent,	
  range	
  and	
  level	
  of	
  the	
  descent	
  of	
  the	
  “UPI”	
  scheme	
  into	
  
a	
  product	
  classification	
  attribute	
  inheritance	
  tree	
  is	
  determined,	
  the	
  regime	
  actually	
  “identifies”	
  
nodes	
  of	
  a	
  classification	
  taxonomy	
  or	
  tree.	
  
	
  
As	
   a	
   result,	
   one	
   of	
   the	
   main	
   issues	
   surrounding	
   both	
   the	
   business	
   requirements	
   and	
   the	
  
subsequent	
   definition	
   and	
   design	
   of	
   a	
   harmonized	
   UPI	
   has	
   to	
   do	
   with	
   at	
   what	
   level	
   to	
   stop	
  
classifying,	
   categorizing	
   and	
   disambiguating	
   financial	
   transactions	
   or	
   positions	
   into	
   types	
   or	
  
classes	
  of	
  financial	
  “products”	
  (i.e.,	
  financial	
  product	
  ‘templates’).	
  
	
  
There	
   is	
   an	
   inherent	
   danger	
   in	
   trying	
   to	
   descend	
   too	
   deeply	
   into	
   increasingly	
   discriminating	
  
levels	
   of	
   detail	
   and	
   differences	
   among	
   the	
   parameters	
   and	
   terms	
   of	
   financial	
   transactions,	
  
contracts	
   or	
   positions	
   when	
   seeking	
   to	
   define	
   a	
   fixed	
   classification	
   scheme	
   for	
   different	
  
categories	
  of	
  financial	
  “products”.	
  	
  	
  There	
  is	
  more	
  than	
  one	
  reason	
  why	
  this	
  is	
  true.	
  
	
  
For	
  starters,	
  the	
  more	
  levels	
  and	
  nodes	
  in	
  a	
  (fixed)	
  financial	
  product	
  taxonomy	
  that	
  are	
  created,	
  
the	
  more	
  voluminous	
  will	
   that	
   (single)	
  classification	
  scheme	
  become,	
  and	
   the	
  more	
  unwieldy	
  
that	
  efforts	
  will	
  become	
  to	
  utilize,	
  map	
  or	
  apply	
  product	
  codes	
  from	
  the	
  scheme	
  to	
  arbitrarily	
  
large	
  collections	
  of	
  financial	
  transactions	
  or	
  positions.	
  
	
  
Secondly,	
  in	
  order	
  to	
  classify	
  the	
  universe	
  of	
  financial	
  transactions,	
  contracts	
  or	
  positions	
  into	
  
increasingly	
   distinct	
   categories	
   or	
   identified	
   “product	
   types”,	
   one	
   must	
   continue	
   to	
   involve	
  
additional	
  properties,	
  terms	
  and	
  parameters	
  of	
  the	
  financial	
  transactions	
  to	
  do	
  so.	
  	
  Establishing	
  
more	
  detailed	
  or	
  specific	
  product	
  differentiation	
  categories	
  can	
  also	
  often	
  include	
  gradations	
  of	
  
the	
  domain	
  values	
  of	
  individual	
  terms,	
  parameters	
  or	
  data	
  elements.	
  	
  	
  	
  
	
  
Drilling	
   down	
   to	
   additional	
   levels	
   of	
   classification	
   to	
   create	
   further	
   articulated	
   product	
   type	
  
codes	
  has	
  a	
  multiplicative	
  (if	
  not	
  exponential)	
  effect	
  on	
  the	
  total	
  number	
  of	
  product	
  types.	
  	
  
	
  
Establishing	
   increasingly	
   articulated	
   but	
   fixed	
   product	
   code	
   identifiers	
   for	
   financial	
  
transactions	
  or	
  positions	
  in	
  a	
  single	
  taxonomy	
  will	
  likely	
  have	
  a	
  counterproductive	
  effect	
  on	
  the	
  
very	
  objectives	
  to	
  establish	
  a	
  product	
  classification	
  system.	
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This	
   is	
   because	
   a	
   scheme	
   that	
   is	
   overly	
   articulated	
  will	
   only	
   support	
   the	
   roll-­‐up	
  hierarchy	
  of	
  
that	
  single,	
  fixed	
  taxonomy.	
  	
  
	
  
Even	
   if	
   such	
   an	
   articulated	
   taxonomy	
   is	
   optimally	
   crafted	
   to	
   be	
   initially	
   aligned	
   with	
   the	
  
classification	
  use	
   cases	
   and	
   options	
   suitable	
   for	
   general	
   regulatory	
   reporting	
   purposes,	
   upon	
  
adoption	
  the	
  taxonomy	
  becomes	
  ‘locked	
  in’.	
  	
  	
  
	
  
Alternative	
   hierarchies	
   and	
   classifications	
   using	
   fundamental	
   financial	
   instrument	
   contract	
  
types	
  in	
  combination	
  with	
  parameters	
  and	
  terms	
  that	
  are	
  the	
  actual	
  data	
  elements	
  of	
  financial	
  
transactions	
  and	
  positions	
  of	
  actual	
  products	
  would	
  not	
  be	
  supported	
  by	
  an	
  overly	
  engineered	
  
and	
  fixed	
  financial	
  product	
  taxonomy.	
  
	
  
Finally,	
  the	
  current	
  harmonization	
  effort	
  is	
  focused	
  primarily	
  on	
  OTC	
  derivatives,	
  and	
  does	
  not	
  
take	
   into	
   account	
   the	
   wide	
   range	
   of	
   the	
   other	
   financial	
   products	
   that	
   span	
   the	
   full	
   balance	
  
sheets	
  of	
  both	
  the	
  banking	
  and	
  trading	
  books	
  of	
  full-­‐service	
  financial	
  institutions.	
  	
  For	
  example,	
  
the	
  diagram	
  on	
  page	
  5	
  of	
  the	
  consultation	
  document	
  shows	
  a	
  nesting	
  of:	
  
	
  

• Instrument	
  Type	
  
• Product	
  
• Contract	
  
• Transaction	
  

	
  
This	
   is	
   a	
   very	
   useful	
   diagram.	
   	
   However,	
   since	
   it	
   is	
   OTC-­‐derivatives-­‐centric,	
   the	
   Instrument	
  
Types	
  are	
  limited	
  to	
  those	
  found	
  in	
  various	
  OTC	
  derivatives	
  (i.e.,	
  “Forward,	
  Swap,	
  Option,	
  etc”,	
  
and	
   the	
   “product	
   type”	
  differentiations	
   around	
   those	
   instrument	
   types	
   relate	
   to	
   “elements	
  of	
  
the	
  underlier”.	
  	
  	
  
	
  
While	
   this	
   is	
   a	
   natural	
   pattern	
   for	
   derivatives	
   (almost	
   by	
   definition),	
   many	
   other	
   financial	
  
“products”	
   in	
   the	
   full-­‐service	
   financial	
   industry	
   involve	
   other	
   types	
   of	
   financial	
   instrument	
  
types,	
  algorithms,	
  and	
  financial	
  terms	
  and	
  structures.	
  	
  	
  	
  
	
  
If	
  the	
  harmonization	
  of	
  a	
  “Unique	
  Product	
  Identifier”	
  scheme	
  is	
  to	
  be	
  undertaken,	
  it	
  would	
  seem	
  
appropriate	
   that	
   financial	
   “products”	
   other	
   than	
   just	
   OTC	
   derivatives	
   should	
   be	
   included	
   for	
  
completeness	
  and	
  comprehensiveness	
  –	
  even	
   if	
   the	
   immediate	
   intent	
  and	
   focus	
   for	
   the	
  UPI	
   is	
  
intended	
   for	
   the	
  OTC	
  derivatives	
  markets	
   that	
  have	
  been	
  the	
  subject	
  and	
   focus	
  of	
  heightened	
  
regulatory	
  reporting	
  since	
  2008.	
  
	
  
It	
   is	
   for	
   these	
   reasons	
   that	
   we	
   recommend	
   considering	
   –	
   for	
   purposes	
   of	
   financial	
   product	
  
classification:	
  
	
  

1. The	
   identification	
   of	
   the	
   intrinsic	
   financial	
   instrument	
   contract	
   types	
   that	
   are	
   used	
   to	
  
provide	
   all	
   manner	
   of	
   financial	
   products	
   across	
   the	
   full	
   balance	
   sheet	
   of	
   a	
   robust	
  
financial	
  enterprise,	
  and	
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2. The	
   harmonization	
   and	
   standardization	
   of	
   the	
   meaning	
   and	
   function	
   of	
   the	
   relevant	
  
contractual	
   terms	
   and	
   data	
   elements	
   that	
   drive	
   the	
   behavior	
   of	
   all	
   financial	
   product	
  
types	
  with	
  client	
  or	
  counterparty	
  contracts	
  when	
  originated	
  and	
  applied	
  to	
  the	
  intrinsic	
  
financial	
  instrument	
  type	
  algorithmic	
  engine(s).	
  

	
  
Put	
  another	
  way:	
  	
  	
  
	
  

The	
  identification	
  of	
  the	
  
	
  

Root-­‐level,	
   intrinsic	
   financial	
   instrument	
   types	
  used	
   to	
  create,	
  operationalize	
  and	
  offer	
  
the	
  full	
  gamut	
  of	
   financial	
  products	
   in	
  the	
  form	
  of	
  contracts	
  and	
  transactions	
  involving	
  
customers,	
  counterparties	
  and	
  collateral	
  

	
  
Accompanied	
  by	
  	
  

	
  
The	
   comprehensive	
  and	
   thorough	
  definition	
  and	
  standardization	
  of	
   the	
   specific	
   terms,	
  
properties	
  and	
  parameters	
  that	
  determine	
  the	
  state	
  and	
  drive	
  the	
  behavior	
  of	
  originated,	
  
current	
   and	
   ongoing	
   financial	
   contracts	
   on	
   the	
   full	
   balance	
   sheet	
   (banking	
   book	
   and	
  
trading	
  book)	
  	
  

	
  
Is	
  	
  
	
  
Sufficient	
   to	
   support	
   any	
   number	
   of	
   different	
   classifications,	
   consolidations	
   and	
  
aggregations	
   of	
   financial	
   products	
   for	
   both	
   regulatory	
   risk	
   reporting	
   and	
   institutional	
  
risk	
  management,	
  and	
   in	
  any	
  number	
  of	
  dimensional	
  hierarchies	
  and	
  groupings	
  based	
  
on	
  the	
  selection,	
  ordering	
  and	
  quantization	
  of	
  the	
  contract-­‐specific	
  parametric	
  data.	
  

	
  
	
  The	
   following	
   section	
   describes	
   some	
   of	
   the	
   characteristics	
   of	
   a	
   good	
   example	
   of	
   one	
   such	
  
framework,	
  the	
  Algorithmic	
  Contract	
  Types	
  Unified	
  Standards	
  (ACTUS)1	
  

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
1	
  http://www.projectactus.org/projectactus/?page_id=471	
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III. ACTUS	
  Financial	
  Contract	
  Types	
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