Industry Proposal Concerning Agent Lender Loan Disclosure

This document summarizes the industry proposal with respect to the disclosure of information by agent lenders to broker/dealers regarding the allocation of loans to the underlying principals in order for broker/dealers to monitor securities borrow transactions on a principal lender basis for capital and credit purposes.  The proposal is based on extensive discussions among the Industry Agent Lending Task Force (Task Force), which consulted with representatives of the Securities and Exchange Commission (SEC), the New York Stock Exchange (NYSE), and the Federal Reserve Bank of New York (FRBNY) at key junctures.  This document is intended to ensure that the SEC, NYSE, and all agent lenders and broker/dealers in these discussions are in agreement regarding what has been agreed to date and on next steps; the FRBNY has expressed no objections with the substance of the proposals set out herein. 

It has been proposed that the requirement to disclose data relating to the underlying loan allocations by principal lender will be directed to each security borrower for credit monitoring and capital sufficiency/deficiency purposes.  Therefore, while the transmission of this data will not require the booking of individual loans by principal by broker/dealer securities lending desks, broker-dealers will retain  records pertaining to each principal lender and the underlying loan allocations by principal lender in accordance with existing regulations.  This approach will satisfy the concern that agent lenders have regarding the risk of disintermediation through disclosure and the dramatic transactional volume impact that booking the individuals loans would have, and will further address concerns expressed by regulatory representatives of the need of securities borrowers to maintain required records on a principal lender basis.

It should also be noted that the following data elements will likely be refined as the implementation subgroup (as described below) determines the most appropriate manner of conveying the following data from the agent lender to the securities borrower. Industry representatives have agreed that no changes to the below data requirements will be made without first discussing and receiving approval of such changes from the appropriate regulatory agencies.

Data Requirements

The Task Force proposes that the data elements outlined below be transmitted as indicated by agent lenders to broker/dealer Controllers/Regulatory Capital Groups and Credit Departments.  Each agent lenders will provide data in a manner that will allow each broker-dealer to identify such agent lender as the source of the data.

A.  Information that must be provided by the Agent Lender initially: 
1) Principal Lender’s name with unique identifying code to be determined.

2) Tax ID if available 

3) ERISA Plan ID (if applicable)

4) Address of Principal Lender (or, at a minimum, country of residence).

5) Ultimate parent of Principal Lender.

6) Industry classifiers of the Principal Lender (e.g., mutual fund, pension plan, etc.) [Standard industry classifier list would ideally be used.]

7) Whether Principal Lender is a registered investment company subject to ’40 Act.

B.  Information that must be provided by agent lenders on a daily basis on a one day lag basis:

1) Identity of Principal Lender
2) Close of day contract value (i.e. cash in possession of securities lender for borrow vs. cash or market value of securities collateral in possession of securities lender for borrow vs. pledge) vs. market value (i.e. close of day value of securities borrowed) for each loan by counterparty. 

3) Mark information for each loan by security as of the prior day at the booked contract level.

4) Type, number of units/shares of securities loaned by Principal Lender for each loan. 
5) Identification of cash or non-cash collateral for each loan.

6) Amount of cash pledged for each loan, or “cash equivalent” value of the undivided interest in the pool of non-cash collateral pledged.

.
C.  Information that must be provided by the Agent Lender on a periodic basis:

1) Lenders added/deleted at least monthly.  

2) Complete listing of all lenders updated at least annually with type of information listed under section (A) above.

In addition, no agent lender will add a principal lender to its lending program with a securities borrower without such borrower’s prior consent.

Technical Infrastructure

It is expected that technology vendors that currently support securities lending will develop functionality to send and receive the allocation data.  It has been agreed that DTCC would provide the communications hub that would facilitate interoperability among vendors (e.g., data exchange between vendors), as well as permitting industry participants to develop their own interface to provide or receive data. 

Specific Issues

There are several issues which have already been identified and discussed.

1. Systematic identification of principal lenders – In order for broker/dealers to analyze data on a daily basis and to aggregate exposures to the same principal across multiple agents, it is essential that there be a standard for uniquely identifying the principals.  To date, the group has not been able to identify an existing identification system that would encompass all principals.  The most prevalent identifier is US Taxpayer Identification Number.  In order to move forward with Taxpayer ID as the identifier, we would first need to ensure that the industry’s use of Tax ID numbers does not violate Section 6103(b) of the 1986 Tax Code which governs the use of Tax ID numbers.  In addition, there will need to be some method to assign identifiers to entities that do not have US Tax ID numbers.  It would be necessary for these identifiers to be structured in a manner consistent with Tax ID’s and made available to all industry participants.  An entity to assign and maintain these numbers will be required.  

2. Allocation of Marks-to-Market – As noted above, executed marks-to-market data for each loan by security will be provided by the agent lender. Based on discussions with regulators, we understand that it will be acceptable for broker/dealers to proportionally allocate the executed marks-to-market among the underlying loans based on the quantity of shares loaned or the par value of bonds loaned by each principal lender in such loan 

3. Accounting for Non-Cash Collateral – Since non-cash collateral is typically held by agent lenders in a pool assigned to a group of principals and underlying loans, we have agreed that it will be acceptable for agents to allocate non-cash collateral on a prorata basis among all the loans secured by the collateral pool. 

Next Steps

1. Ensure agreement among all parties with the description provided in this document or modify as appropriate.

2. Restructuring of Task Force - Given the scope and complexity of this effort, the current joint TBMA/SIA/RMA Task Force should be restructured to form subgroups to address specific open issues and to work in parallel with one another under the direction of a steering committee. 

In this regard, a principal lender identification subgroup to deal with all matters related to principal lender identification has already been formed. In addition, an industry/vendor working group focused on technical requirements and communications should be formed.  We may also need to establish additional subgroups to work on issues related specifically to credit monitoring and one to focus on capital related matters.

Additional working groups will be formed as necessary.

