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AimAim

 An overview of the classifications landscape

 An assessment of the industry’s requirements

 An examination of classification deployments  

 How do we move forward?
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Current Status QuoCurrent Status Quo

 Multiple instrument classifications 
 Loosely based on Contractual Terms (CTs)

 To meet specific business contexts (or classification facets):

R l t ti Regulatory reporting
 Statistical analysis
 Settlement and reconciliation messaging
 Corporate reporting: Fair value of assets & liabilitiesCorporate reporting: Fair value of assets & liabilities
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Current Status QuoCurrent Status Quo

 Multiple Instrument Classifications 
 based on Contractual Terms (CTs)

 To meet multiple business contexts (or classification facets):

R l t ti Regulatory reporting
 Statistical analysis
 Settlement and reconciliation messaging
 Corporate reporting: Fair value of assets & liabilitiesCorporate reporting: Fair value of assets & liabilities

 Investment decision making (portfolio governance) 
• “Sector Classification of an instrument”
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Commonly used industry classificationsCommonly used industry classifications

 Trading & reporting:
 ISO 10962 - Classification of Financial Instruments (CFI)( )

 Statistical Analysis: Statistical Analysis:
 ESA (European System of Accounts) 95

 Corporate Accounting view:p g
 IAS (International Accounting Standards ) 39
 IFRS (International Financial Reporting Standards) 7 & 9 IFRS (International Financial Reporting Standards) 7 & 9
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ESA 95 SnippetESA 95 Snippet
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Key Institutional NeedsKey Institutional Needs

 Portfolio risk: A classification to identify the appropriate risk Portfolio risk: A classification to identify the appropriate risk 
calculation that should be applied to an instrument.

 Position valuations: A classification to identify the appropriate fair 
price calculation that should be applied to a specific instrumentprice calculation that should be applied to a specific instrument.

 Regulatory reporting: A single classification for all asset classes.
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Classifications deploymentClassifications deployment

 ISO 10962 (CFI) – Global standard 
 A hierarchical taxonomy y

• A structured Code-list (ESxxxx)
 Does it cut the Mustard? Does it cut the Mustard?

 Organisation develop in-house solution

 Non-hierarchical “Quick-win” solutions regularly adopted
 Single character code list Single character code-list
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ISO 10962 (CFI)ISO 10962 (CFI)
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In-house developed

Tier 1 Tier 2 Tier 3

In house developed 
 Three tier hierarchy commonly deployed:

Debt Bonds Convertible Bond
Fixed Bond
Floating Rate
Index Linked

MM Asset Backed CP 
CD
CP
D itDeposit

Structured 
Assets

ABS
CMO
MBS
Pass Through
PfandbriefePfandbriefe
Structured Note 
TBA
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Flat Instrument Type classificationsFlat Instrument Type classifications

 EU (CESR) Derivative Type Classification EU (CESR) Derivative Type Classification
 Used for regulatory transaction reporting
 Single character:

• O = Options 

• W = Warrants 

• F = Futures

• D = Contract for Difference (CfD) & Total Return Swap (TRS) 

• X = Spread bets 

• S = Swaps, excluding CfD, TRS and CDS 

• Z = Credit Default Swap

• K = Complex derivatives
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Complications defining a taxonomyComplications defining a taxonomy

 New draft version of the ISO CFI
 Under the category of Debt, we have:g y

• B = Bonds
• C = Convertible bonds• C = Convertible bonds
• W = Bonds with warrants attached
• T = Medium term notes
• Y = Money market instrumentsy
• A = Asset-backed securities

G = Mortgage backed securities• G = Mortgage-backed securities
• N = Municipal bonds
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Where do we stand?Where do we stand?

 There is NOT an Über-classification There is NOT an Über-classification

 Inconsistent approach to designing classifications:
 Method not normally documented
 Attributes containing multiple CTs

 Resulting in confusion and duplication of effort:
 with in-housed developed alternatives
 some opting for the instrument type solutions
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How do we move forward?

 Identify the requirements of a classification Identify the requirements of a classification
 Identify the important CTs (characteristics) of each instrument
 without any preconceived hierarchical structure. 
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How do we move forward?

 Identify the requirements of a classification Identify the requirements of a classification
 Identify the important CTs (characteristics) of each instrument
 without any preconceived hierarchical structure. 

 Advantage of creating a taxonomy independent of the CTs:
 Applying separate views (taxonomic hierarchies) depending on Applying separate views (taxonomic hierarchies) depending on 

the business context, if required.
 Document the method for each facet Document the method for each facet
 Rules that need to be applied when extending the taxonomy

 Resulting in an industry-wide multipurpose classification
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Ongoing Maintenance

 Licence free / Open source standard Licence free / Open source standard

 Online collaboration based solution (i.e. Wiki)

 Supported by an appropriate change request/approval mechanism Supported by an appropriate change request/approval mechanism 

 Managed and maintained in the ISO 20022 repository

 The ISO 20022 repository supports hundreds of code lists
 A classification is merely a code list, albeit with structure
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Next stepsNext steps

 How do we get the ball rolling? How do we get the ball rolling?
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Next steps

 How do we get the ball rolling?

Next steps

 How do we get the ball rolling?
 Using a collaborative model

 A number have throw their hats into the ring

 and most importantly, with funding
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Can an industry-wide instrumentCan an industry wide instrument 
classification ever hit the spot?
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Questions?Questions?
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Contact DetailsContact Details

Martin Christopher SextonMartin Christopher Sexton

Email: msexton@londonmarketsystems.com

London Market Systems Limited
68 Lombard Street68 Lombard Street 

London EC3V 9LJ, United Kingdom

Tel: +44 (0) 20 7397 3350Tel: +44 (0) 20 7397 3350
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