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GETTING THE MESSAGE RIGHT

DOES XBRL HAVE A ROLE TO PLAY IN
CLARIFYING CORPORATE ACTIONS

Poorly communicated
corporate actions are,
according to industry
research, costing investors
millions of dollars every
year. Chairman and

Chief Executive Officer

of The Depository Trust

& Clearing Corporation
(DTCC), Donald Donahue
believes the solution is to
capture data on the action
directly from the issuer,
and in a standardised and
transparent format —and
that XBRL provides the key.

XBRLglobal: It has been almost

a year since you declared your
support for XBRL by joining forces
with SWIFT and XBRL US. What was
the rationale behind this project?

Donald Donahue: As an organisation
— and like much of the rest of the
industry — we’ve experienced our fair
share of problems [see ‘The case

for XBRL’]. All too often, the issue

is that, with so many cooks stirring
the broth it creates errors, risks and
exposure. What we believe is that, the
more you defne the information being
presented, and the more you reduce
intervention in the middle, the more
risk you take out of the process.

Donald Donahue, Chairman and CEO of DTCC

With the work that’s been
undertaken by XBRL over the past
decade, especially on the XBRL
US GAAP taxonomy, and with the
success XBRL has had in getting
people in the market to speak in
a structured way, for us it was
like a light went on. XBRL US was
using precisely the methodology
for communicating information into
the marketplace that we had been
trying to persuade issuers to use on
corporate actions.

The result is that we believe the
collaboration we announced last
year will fundamentally change the

announcement of corporate actions.

We believe it will bring greater

accuracy, reduce risks and costs
and improve transparency between
issuers and investors.

This partnership between XBRL
US, DTCC and SWIFT will promote
straight-through-processing (STP) by
electronically capturing data directly
from issuers or oFerors at the point
that a corporate action is announced
and in a stand ardized format.

XBRLglobal: Has it lived up to your
expectations?

DD: Realistically, it’s too early
to make a judgement. What we
do know however, is that the
whole issue of identifying and
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THE CASE FOR XBRL

The following is an extract from a
speech given by Donald Donahue in
New York on 28 May 2009.

All of us who’ve worked with
corporate actions over the years
probably know a number of horror
stories that reveal just how much risk
lurks in the shadows of the corporate
actions process. Let me share one
from my own experience that vividly
illustrates the need for “improving
corporate actions communication”.

Some years ago, we handled
a merger between two companies.
Company A was acquiring Company
B in a four-for-one stock swap — four
shares of Company A’s common stock
for each one share of Company B.

As our people — and everyone
in the industry — went through
the 100-plus page prospectus, we
consistently saw the terms “four
for one” — on the cover, in the
summary, in the detailed description
of the oFer, everywhere we looked.
We set up the merger as a four-
for-one exchange. We processed
the exchange and credited our
participants with their allocations
of the new Company A stock. Our
participants, in turn, credited their
customers and, of course, many of
their customers then went out and
sold these shares.

We presented our holdings of
Company B stock to the agent,
and awaited receipt of the new
Company A shares.

Now you probably all know
what’s coming. When we got the
new Company A shares, we received
a quantity that equalled three
new Company A shares for every
Company B share — and we promptly
got into a squabble with the agent
about the shortfall.

Only after weeks of arguing did it
become clear that the terms of the deal
were not what we had all thought they
were. Company B was actually involved
in a number of intellectual property
suits at the time of the merger, and had
some signifcant exposure on some of
those claims. Company A wasn’t willing
to take on that exposure, of course,
and so it set up an escrow account
against the risk, and funded the account
by withholding one of the four shares
that were the proceeds of the merger.

L t\We’ve had to be
very clear outside
the U.S. that this is
a complementary
effort — that it is
totally congruent
with ISO 20022 —
and that we believe
this is a huge step
forward.?3

The idea was that once the claims
were resolved, Company A would
distribute whatever remained in the
escrow account. But it was highly
unlikely that anything would be left
over. So Company B shareholders, in
reality, would only get three shares for
every one they held.

When we went back to the
documents, we found, buried, a one-
paragraph statement regarding the
escrow account and the withholding of
the one share. It was the only reference
throughout the entire prospectus. Did
it satisfy disclosure requirements?

At the end of the day, we concluded
that it probably did. Did it eFectively

communicate to investors and

the industry the actual terms of
the oFer, in a way that eliminated
misunderstanding? Absolutely not!

In the movie version, this is
where the angry guy with the chain
saw appears. In our case, | think
the write-oF was somewhere north
of $1.5 million, and we know the
industry collectively wrote oF some
multiple of that amount.

Talk about a “teachable moment”
for risk management! This was
when we became zealots about the
absolute imperative that information
about corporate actions be accurately
and completely described in a
standardized way by the originator
of the corporate action; and be
released in a way that is standardized
throughout the industry so that
the information can be immediately
disseminated to all interested parties
without further manual intervention.

“The Company A Incident,”
was proof that leaving each
intermediary individually responsible
for interpreting information — and
for translating the information into a
form that can be communicated to
their clients - is absolute lunacy and
opens the door wide to risk.

Obviously, the risk in our business
is very high. Reducing it should be a
top priority. And we have an historic
opportunity to begin doing that.

We have an opportunity to bring a
new tool, XBRL, to issuers, so that
they can make their intentions more
transparent.

We have an opportunity to save
our customers millions of dollars.
And we have an opportunity to bring
clarity, conciseness and consensus
to the often murky and unnecessarily
risky business of processing
corporate actions. A tall agenda, but
a critically important objective.
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manufacturing data with respect to
corporate actions is fraught with
risk for everyone in the industry who
touches it.

Obviously, we still have a fair
amount of work to complete,
especially in defning all the tags.
We’re looking at more than 40 US
corporate action types, and in each
case you have to defne the tags, so
there is a fair amount of ministerial

the US. This global reach certainly
adds a layer of complexity.

XBRLglobal: What has DTCC been
doing to raise awareness of XBRL?

DD: One initiative we put in

place immediately after the
announcement of the DTCC, XBRL,
SWIFT collaboration last May was to
hold a conference involving all the

L LFrom our perspective, at any point they
touch the market XBRL can make an issuer’s
communications more transparent.7%

work that has to be done. We are also
working to ensure the XBRL taxonomy
aligns with the existing global
standard, ISO 20022, which requires a
level of integration that probably has
not been done before with XBRL. This
level of detail has occupied the best
part of the last year.

Adding to the workload, we’re
also trying to introduce this outside

parties along the corporate action
notifcation chain. The aim was to
look, from an issuer’s perspective,
at whether XBRL can solve the STP
missing link. We also wanted to
demonstrate how XBRL can tag key
corporate action event details found
within the issuer/oferor’s public
disclosure documents.

Over the past year we’ve

continued to work with our partners
to share updated information to
the various stakeholders via the
media and at conferences. We’ve
also continued to keep some of
the key industry organisations,
such as SIFMA (Securities Industry
and Financial Markets Association),
ISITC (International Securities
Association for Institutional

Trade Communications) and ICI
(Investment Company Institute),
informed of our progress.

XBRLglobal: Where have you seen
the strongest support? And where
are you seeing resistance?

DD: We’ve certainly had early
leaders both geographically and
sectorally who have embraced
XBRL enthusiastically. Equally we’ve
had communities that say “ok we
understand the concept, but we
want to see some detail”. From our
perspective, we need to understand
what issues diferent groups are
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facing and address these.

From an individual standpoint,
the people in the middle who are
doing the conversion of information
are madly in love with the idea. The
receivers of XBRL-tagged data, the
investors, all absolutely agree this is
a good thing to do. It provides speed
and accuracy. The response has
been strongly positive.

Europe saw the initial XBRL initiative
as something that would be
competitive with ISO 20022. There
was a sense of “here we go again
with another new standard”. So
we’ve had to be very clear outside
the US that this is a complementary
efort - that it is totally congruent
with ISO 20022 - and that we believe
this is a huge step forward, and in

Lt \We need to get market leaders to
adopt it as a first step, and then we want
to get it to a point where everyone in the

market knows this is best practice and
standard practice.7%

We do understand, however, that
for the creators of the information,
who are used to the disclosure
requirements that have been in place
for the past 75 years, many of them
are asking, “why do we have to do
things diferently?”. Our experience
is that some get it right away, while
others are more sceptical.

Support from the regulators has
also raised the profle. We know
the US Securities and Exchange
Commission (SEC) had success
during the best practice stage for
GAAP reporting — even before it
made XBRL fling mandatory. We
want to see this as well. We need
to get market leaders to adopt it
as a frst step, and then we want
to get it to a point where everyone
in the market knows this is best
practice and standard practice. The
experience we gain over the next
few years will show us how far we’re
going to achieve this.

XBRLglobal: What’s been the
response from the clearing houses
and regulators in Europe and Asia?

DD: Our impression is that originally

14| xerLglobal vol 1 = issue 1 = april 2010

particular a huge step forward for the
global fnancial centres.

Both Euroclear and Clearstream
get this. They see that we’re moving
in the right direction. They’re aware
of the confuence and they have
similar needs. | think they’ll adopt
a wait and see approach now, but
they’ve certainly shown interest.

The issues have been similar in
Asia, although we’ve had some very
positive feedback from some of our
colleagues in China and Japan.

XBRLglobal: Where do you see
expansion of XBRL for DTCC?

DD: Is there a natural ft outside
corporate actions? Yes, it’s
unquestionably a language that can
be used for a range of sensitive
issues. Anything that can make
assets more transparent using XBRL
— and there is already a proposal in
to expand its usage in relation to
securitisations — this is a huge step
forward in making people understand
the fnancial assets.

There is clearly a movement
towards using XBRL as a way that
issuers should communicate with the

market place. From our perspective,
at any point they touch the

market XBRL can make an issuer’s
communications more transparent.

| suspect we’re not even scratching
the surface as to where we can scale
this to. m

A GAME CHANGER FOR
CORPORATE ACTIONS

Developing a Business Case for
Corporate Actions and XBRL
Three stakeholder groups were
formed last year to help develop the
‘Business Case’ for DTCC’s, SWIFT’s
and XBRL US’s XBRL strategy.

(1) Issuer Group, including issuers,
stock exchanges, transfer agents
and fnancial publishers.

(2) Intermediaries Group, including
banks, broker dealers,
institutional broker dealers and
retail brokers.

(3) Investor Group, mainly focusing
on institutional asset managers.

After meeting individually, the groups
came together late last year to
discuss issues, including:
« The challenges faced by the
fnancial services market
= XBRL’s role in addressing risks/
costs associated with these
challenges
= What a new process with XBRL
would look like
= The challenges in implementing a
new process

A draft of the ‘Business Case’ is
due to be released to the industry
for comment in the second
quarter of 2010. Feedback on this
draft will be implemented into a
finalised document.

To get involved: www.dtcc.com and
click on ‘Thought Leadership’ or see
http://xbrl.us/i2i/Pages/default.aspx

Chris Church, CEO of Americas and Global Head of Securities, SWIFT

hris Church is a man on
a mission, to innovate,
standardise, and unite

the industry around a solution to

many of the age-old problems with
corporate actions processing. That
said, his approach is not to preach

the language of taxonomies and tags,
rather his fervent belief that XBRL

is a key component in the solution.
“The problem at hand is that the
business of corporate actions is
costing the industry hundreds of
millions, if not billions, because

When you think of global
standards, SWIFT is the
one that leaps off the
page. Established in
1973, the global financial
messaging network now
covers more than 9,000
institutions worldwide.
So when the US-based
cooperative decides to
join forces with XBRL US,
the financial community
sits up and listens.

XBRLglobal got talking
with SWIFT’s CEO of
Americas and Global
Head of Securities,

Chris Church, and asked
why SWIFT was putting
its weight behind a
relative newcomer in the
standards world.

it’s inefFcient. It’s not automated,
it’s not standardised and it’s not
transparent,” explains Church.

His arguments are backed up by
research, including a 2006 study
by the Europe-based fnancial
consultancy, Oxera, which valued
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losses on corporate actions
worldwide at between US$400 and
US$900 million dollars per year.
Given that the data is already four
years old, the likelihood is that
now this is a $1 billion dollar a year
problem globally.

“XBRL is about reducing errors,
it’s about creating standardised,
easy-to-analyse information, it’s
about risk management and, most
importantly, it’s about ripping cost
out of the industry,” Church argues.

Among its many claims, XBRL
professes to push information along
the value chain in a standardised
way. “XBRL captures corporate action
data at the source in a much more
automated way. You're getting the
information directly from the issuer
in a standard format, which allows for
reconciliation at various points along
the value chain,” explains Church.

What's in it for me?

So it’s all good. But what’s in it for
SWIFT, an organisation that calls
itself a member-owned cooperative?
A little over a year ago, SWIFT,

the Depository Trust and Clearing
Corporation (DTCC) and XBRL US
announced a major alliance. The move
put senior members of the SWIFT and
DTCC managements on the board of
the XBRL US organisation.

The presence of the two
heavyweights on the board of the
relative newcomer adds serious
credibility to the XBRL format.

SWIFT brings to the table more
than 35 years of experience in
providing technical and business
expertise for standards development,
and more importantly some argue,
can extend the reach of XBRL
standards formats through the entire
SWIFT community.

“We’re really excited at the
prospect of working with DTCC,
XBRL US and the rest of the
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industry to help solve the problem
of corporate actions and deliver
value to the industry.

SWIFT will play a key role
in providing technical and
business expertise for standards
development and extending the
reach of XBRL standards formats
through our entire international
community,” says Church.

LLThe problem
at hand is that
the business of
corporate actions
IS costing the
industry hundreds
of millions, if not
billions, because
it’s ineffcient.79

Church describes the coming
together of SWIFT, XBRL US and
DTCC, along with the industry, as the
Perfect Storm.

“We’'re singing from the same song
sheet. We’ve taken a united approach.
We’'re all operating together to move
this forward with the focus on solving
the problems that the industry is
facing,” says Church.

Church points to the global
fnancial crisis of 2008 as the
catalyst that brought the alliance
together. “We were aligned behind
a desire to improve the current
system. SWIFT and the DTCC are
quite similar organisations. We have
similar stakeholders facing similar
issues, related to reducing industry
cost, increasing transparency and
reducing risk so it made sense for us
to work together.”

From ideas to practice
The next step, Church explains,

was to get the broader industry
perspective. “We formed a joint
working group with the industry. We
asked for their views and corporate
actions were immediately identifed
as a problem.”

Church says the industry has
given the alliance, also known
as Issuer to Investor: Corporate
Actions, strong endorsement.
“Together with industry support
we feel we can crack this. It's been
interesting to see the problem and
the genesis coming together. The
end result is a solution that is by the
industry, for the industry.”

As SWIFT describes itself as a
community cooperative, gaining
support from its Board was key. “Our
Board gave us its full endorsement.
They told us, ‘We support you and
we want you to focus on this.””

Church continues: “We had to
prove that using XBRL would work
for corporate actions. It made

sense to start in the US, but clearly
corporate actions are a global
problem. So our challenge was to
show how XBRL works in practical
terms and how it can be applied on
an international level.”

Mutually beneficial?
Industry bloggers have suggested
that the close working relationship
developing between SWIFT and
XBRL US gives added hope that
XBRL will take on the needed
additional discipline around taxonomy
interoperability, certifcations, and
tempered change. In return, one
blogger says, SWIFT can learn from
XBRL as well. “Maybe we’ll see some
of the dynamic XBRL approach
rubbing oF on the SWIFT MT,
15022 and 20022 standards,” the
anonymous blogger suggests.
Church seems to agree that
the industry bloggers oFer a fair
assessment of what he refers to as

a mutually benefcial relationship.
“This alliance certainly puts us at
the centre of shaping developments
in the fnancial standards arena. By
partnering with XBRL US we get to
work with the industry to defne
standards, to shape market practice
and to develop solutions. It's where
we want to be.”

“The work XBRL does in
facilitating the reporting of public
company flings, combined with
SWIFT’s expertise and presence in
the fnancial sector, will substantially
increase automation in activities
such as corporate actions, fnancial
disclosure flings and accounting
reports,” adds Church.

XBRL? What?

Church has an enthusiasm for XBRL
that is not shared by all. According
to an UK survey of fnancial
professionals, most notably from
the accountancy sector, over 50

percent were not familiar with
XBRL. So has SWIFT seen resistance
among what is undoubtedly a core
stakeholder group?

“The way XBRL is being rolled
out, we’re certainly seeing greater
engagement from the fnancial
sector. However, we do feel XBRL is a
good example of how a standard can
cross domains——from the fnancial
to the accounting domain. We see
strength in leveraging the interest
among fnancial professionals, so we
link these two communities,” he says.

“As for raising general
awareness, we’ve been working with
XBRL US for some time, but until
recently we’ve kept a relatively low
profle. However, with the SEC now
fagging up XBRL and mandating its
use for fling returns, the profle has
received a substantial shot in the
arm,” adds Church.

Winners and losers

Despite his exuberance for the SWIFT,
DTCC and XBRL US alliance, Church

is mindful that some stakeholders

are going to come to the table more
willingly than others.

“The three primary stakeholders
are the issuers, the investors and
the fnancial intermediaries, such
as market infrastructures, central
depositories and brokers, and we
do see benefts to all three groups,”
Church explains.

For the issuers, Church argues,
there will be a period of perhaps
unwelcome change as the information-
providing end of the industry moves
towards the new format of data
tagging and capture. But the result is
that they’ll be getting the information
to the investor community in a more
accurate and timely fashion. There
are only a couple of hundred felds
that need to be tagged for corporate
action announcement, having said
that, this is probably the group that
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