
Citing greater risk sharing and diverse funding sources 
as the two pillars of the CMU, Draghi said T2S will act 
as the foundation for its establishment as it will facilitate 
cross-border bonds and equity trading.

“By removing fragmentation in capital markets, this CMU 
will allow businesses and households to access a larger 
variety of funds, and stimulate growth,” he said.

“As part of its harmonisation agenda, T2S has taken 
steps towards many of the goals in the CMU agenda, 
such as harmonising withholding tax procedures 
and resolving conflicts of law. In this sense, T2S is a 
demonstration of the market’s willingness to achieve 
deeper integration on a European scale.”

readmore p2

Target2-Securities (T2S) will be the foundation for 
the capital markets union (CMU), according to Mario 
Draghi, president of the European Central Bank (ECB).

Speaking at the T2S launch celebration in Milan, 
Draghi said: “The end of the T2S story remains 
unwritten”, and suggested that with more integration 
between EU member states comes an increase in 
systemic risk, which will require additional regulation.

He said that greater integration in capital markets could 
make the EU more effective in dealing with economic 
shocks, while also allowing more access to varied 
funding options. This would also help to reduce the 
link between a firm’s location and the cost of funding.

FCA means business with 
£800m in regulatory fines
The UK Financial Conduct Authority (FCA) 
is on track for 2015 to reach a record high 
for regulatory fines issued. 

Data from Wolters Kluwer shows that 
the FCA issued fines amounting to £819 
million for regulatory wrongdoing and poor 
risk controls in the first six months of this 
year, six times the amount collected in the 
same period in 2014.

By comparison, the regulator collected a 
total of £335 million in these types of fines 
in the whole of 2013.

readmore p2

All change for fund distribution, 
say PwC and CACEIS

Retail fund distribution is in the midst of 
the most profound structural change of 
the past 50 years, says a joint report from 
CACEIS and PricewaterhouseCoopers 
(PwC) in Luxembourg.

The report identifies three significant 
factors that have played a part in disrupting 
the retail fund environment: regulations, a 
change in the demographic of the investor 
base, and developments in technology.

The regulatory landscape is now focused 
on avoiding conflicts of interest and 
increasing transparency, with a trend 
towards banning inducement schemes 
between asset managers and fund 
distributors that affect the relationship 
between the two parties.

Over the next decade, as ‘Generation 
X’ assumes a more significant role in 
the global economy, traditional financial 
institutions will have to change the way 
they attract attention, loyalty and trust. 
According to the report, this could 
mean increasing brand awareness and 
establishing new products.

readmore p2

Target2-Securities will be foundation 
of capital markets union

ASTASSETSERVICINGTIMES
ISSUE118
15.07.2015 W

ED
N

ES
D

AY

assetservicingtimes.com

https://www.commerzbank.com/en/hauptnavigation/institutions/products_services/cash_services/custody_1/custody_1.html


2

NewsInBrief

AST INBR IEF

Latest news
Insurance professionals and fund managers are 
unprepared for Solvency II

page4
Latest news
Deutsche Bank wins ADR mandate for Chinese 
schools group

page6

Regulatory insight
Custody banks are getting used to business-as-
unusual and the landscape is unstable, says 
HSBC’s Henry Raschen

page8
PRIIPs update
Mario Mantrisi of KNEIP discusses whether 
PRIIPs is the right side-dish to regulation

page10
People moves
Reshuffles at BNY Mellon and J.P. Morgan, and 
management board elections at KDPW and DTCC

page13

T2S will be foundation of capital 
markets union
Continued from page 1

Draghi also suggested that additional legislative 
and regulatory action will be needed in order 
to remove barriers in market infrastructure, 
because of the “vast network of legal rules” that 
can conflict on tax requirements, insolvency 
procedures and corporate governance.

He said: “We need to have a single rulebook 
for capital markets, and all market participants 
must have equal access.”

Further integration of financial sectors could 
lead to greater systemic risk across Europe, 
according to Draghi, and so a single regulatory 
supervisor and “macroprudential toolkit” should 
be established for capital markets.

“If well designed and thoroughly implemented, 
a genuine capital markets union will deepen the 
single market and contribute to the development 
of a more prosperous union. And T2S—a 
tremendous achievement—will serve as the 
basis for these further achievements.”

The T2S platform launched successfully on 22 
June. The Bank of Greece Securities Settlement 
System, Depozitarul Central (Romania), Malta 
Stock Exchange, and SIX SIS (Switzerland) are 
currently connected.

Between now and 2017, 17 more countries 
will connect to the platform, covering almost all 
euro-denominated transactions. 

The platform intends to reduce the cost of cross-
border securities transactions in Europe, while 
making them more secure and increasing efficiency.

FCA means business with 
£800m in regulatory fines
Continued from page 1

Mary Stevens, manager of regulatory analysis 
at Wolters Kluwer Financial Services in London, 
said: “Attitudes towards the industry have 
clearly not been kind and some would argue 
the increase in penalties is in response to the 
demands of the consumers and, for that matter, 
the media, on the FCA to act.”

Stevens also commented on the upcoming 
change in regulations that mean senior 
management will be held personally responsible 
in the case of failure, saying: “It would therefore 
seem entirely logical for the FCA to adopt a 
combination of financial penalty and senior 
management responsibility.”

All change for fund distribution
Continued from page 1

Finally, the report suggests that the distribution 
of funds is becoming a purely technological 
function, while interaction with advisors is 
becoming more virtual with the advent of ‘robo-

advisors’. This is another disruption to the 
market that could require new business models.

New strategic responses are required in order 
to refine product propositions and therefore 
strengthen service offerings. Strategies that 
are already emerging include: share class re-
engineering; strategic shareholding using ‘robo-
investors’; direct platforms; advisory service 
enhancement; and end-client marketing.

The paper concludes that reducing costs and 
creating additional products will not be enough, 
and that distributors also need to launch 
enhanced advice solutions, incorporating these 
services with products. Distributors will need to 
improve asset allocation capabilities, reporting 
capabilities and management in order to 
overcome the main disruptors.

The report identifies changes in regulation, 
demographics and technology as catalysts for 
change in the value chain, and suggests that they 
will change the ‘balance of power’ between new 
players and ‘legacy’ players—asset managers, 
institutional investors and distributors.

The paper comes four years after a similar 
collaboration between CACEIS and PwC, 
in which they advised a reconsideration of 
distribution practices. The new report suggests 
that the impact of these disruptions has 
intensified and appropriate action is required as 
soon as possible.

Fund managers unsure about 
AIFMD data
The implementation of the Alternative 
Investment Fund Managers Directive 
(AIFMD) has been a success, but industry 
players are concerned over how regulators 
are using their data, and uncertain about 
the benefits to the market, according to the 
Multifonds annual AIFMD survey.

A vast majority of respondents, 85 percent, said 
that local regulators have been successful in 
implementing AIFMD, however 81 percent cited 
regulatory reporting as their main concern, an 
increase from 66 percent in the 2014 survey.

On top of this, more than half, 55 percent, said 
they are uncertain about how regulators use 
the data reported, and only 23 percent thought 
AIFMD could help regulators to identify threats 
to the market and its stability.

Keith Hale, executive vice president for client 
and business development at Multifonds, 
said: “While it is encouraging the fund industry 
believes AIFMD has been successfully 
implemented, it is now on the shoulders of 
regulators to demonstrate the real value of the 
extensive efforts made by fund managers and 
administrators to comply with the directive.”

“With regulatory reporting clearly an increasing 
concern across the board, it is crucial that 
regulators vocalise the importance of AIFMD 

and clearly outline how the data will be used, 
otherwise it will be at risk of being perceived 
merely as an administrative or bureaucratic 
burden with little tangible value.”

There was a positive response to the costs of 
AIFMD, with 56 percent saying they have seen 
an increase in depository costs of less than 2.5 
basis points (bps).

This was in line with expectations from the 2014 
survey, in which 49 percent of respondents said 
they expected increases of this size, but a stark 
contrast to 2013’s results, when respondents said 
they expected cost increases of up to 100 bps.

Participants in this year’s survey believe that 
AIFMD will rival UCITS as an international 
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standard for distributing alternative investment 
funds, an increase from 54 percent that believed 
this in 2014.

Finally, almost three quarters of respondents, 
74 percent, said they think the AIFMD passport 
should be extended to EU fund managers. Of 
these, however, 39 percent think this should only 
happen once private placement is abolished, 
suggesting that existing channels for this are 
meeting current market needs.

OECD backs Guernsey as 
‘cooperative jurisdiction’
The Organisation for Economic Cooperation and 
Development (OECD) has backed Guernsey’s 
reputation as a “cooperative jurisdiction”.

Guernsey was assessed by the OECD’s 
global forum on tax transparency and 
exchange of information for tax purposes 
as “largely compliant” with the international 
standards on exchange of information on 
request—a rating that is shared with the UK, 
Germany and the US.

On 1 July 2015, Guernsey had 58 Tax Information 
Exchange Agreements in place (including 22 EU 
member states and 16 G20 members) and 13 
Double Taxation Agreements in place.

Monica Bhatia, head of the Secretariat of 
the OECD global forum on transparency and 
exchange of information for tax purposes said: 
“I am very surprised that Guernsey has been 
included in a list of non-cooperative jurisdictions. 
We are very pleased with the cooperation 
Guernsey has shown as a very active member 
of the global forum.”

“It has demonstrated its commitment to upholding 
the highest standards of transparency and 
exchange of information. This is evident through 
its rating on its peer review and the fact that it has 
committed to the new global standard on automatic 
exchange of information as an early adopter.”

Guernsey became part of the early adopter 
group of the common reporting standard on 
automatic exchange of information after signing 
the Multilateral Competent Authority Agreement 
in October 2014.

This means that the jurisdiction will be able to 
exchange information for 2016 in 2017, unlike a 
full EU member state such as Austria.

Pascal Saint-Amans, the OECD’s head of global 
tax policy, commented: “Guernsey is in the 
leading group of jurisdictions who are active in 
the practical implementation of tax transparency 
and co-operation.”

“Their adherence to the internationally accepted 
standards developed by the OECD means 
that there is clear and demonstrable criteria 
against which the OECD can consider them as 
a cooperative jurisdiction.”

He continued: “The fact that Guernsey has 
been peer reviewed as part of the global forum 
illustrates that other jurisdictions also consider 
Guernsey transparent and cooperative against 
those international standards.”

The OECD’s comments come two months after 
European tax commissioner Pierre Moscovici 
met with Guernsey’s chief minister.

Moscovici said: “I very much welcome the 
active engagement of the Channel Islands in 
the key initiatives involved in the fight against 
tax evasion, fraud and abusive tax avoidance 
in which they are important partners of the EU.”

“Their commitment to the adoption of the 
Common Reporting Standard on automatic 
exchange of information, alongside the EU 
member states, is particularly positive.”

ESMA on track with MiFID and 
MiFIR standards
The European Securities and Markets Authority 
(ESMA) has issued its final report the majority 
of the draft technical standards required for 
the Markets in Financial Instruments Directive 
(MiFID) II and Markets in Financial Instruments 
Regulation (MiFIR).

The final report covers authorisation, 
passporting and registration of third-country 
firms, and cooperation between regulators.

This means that most of the draft regulatory 
technical standards (RTS) and implementing 
technical standards (ITS) on investor 
protection that ESMA was expected to 
develop are now complete.

Any remaining standards will be issued by 
the end of 2015. A second set of RTS on 
secondary market issues is planned for 
September, and a similar second ITS should 
be published in December.

The reports have been submitted to the 
European Commission, which now has three 
months to endorse them.

Survey reveals Solvency II doubts
More than one in three insurance professionals 
and fund managers, 36 percent, believe asset 
management companies are unprepared for 
providing the level of data their insurance clients 
will require under Solvency II, according to a 
State Street survey.

Eight percent of the 100 insurance executives 
and fund managers surveyed went as far as to 
say the felt “very unprepared”.

The survey findings also revealed that even if 
fund managers could provide the level of data 
required, 41 percent believe they would struggle 
to do so in a timely fashion.

Some 31 percent said they thought that 
alternative fund managers would be “very 
reluctant” to share important and commercial 
data with insurers under Solvency II, and 
a further 56 percent thought they would be 
“slightly reluctant”.

A majority, 65 percent, believe fund of funds 
could be adversely affected by Solvency II 
because many of their underlying managers 
could be reluctant to share proprietary data.

Martha Whitman, head of insurance solutions 
for the Europe, Middle East and Africa region 
at State Street, said: “When our clients think 
of Solvency II they focus on the issues facing 
insurers, but the challenges can be just as 
demanding for the fund managers who manage 
their investments.”

When looking at alternative asset classes, given 
the higher capital charge insurers will have to 
pay under Solvency II, 10 percent of insurance 
executives and fund managers surveyed 
predicted that insurers will dramatically reduce 
their exposure.

To help address some of the issues, 43 percent 
of those surveyed expected an increase in 
insurers entering joint ventures to change their 
exposure to alternative strategies and lower 
their capital charges—such as replacing their 
fund structure with direct investments in the 
area of real estate for capital.

Overall, 68 percent of insurance executives 
and fund managers surveyed believe that the 
pressure of Solvency II on insurers will lead 
to them placing a greater focus on investment 
strategies that provide more predictable and 
uncorrelated returns.

But 14 percent are very concerned that insurers 
will have a reduced appetite for risk and this, 
coupled with a low inflation environment, will 
adversely affect the ability of insurers to meet 
their liabilities and commitments to clients.

Lancs and London pension funds 
put heads together

The Lancashire County Pension Fund 
Committee (LCPF) and the London Pensions 
Fund Authority Board (LPFA) have announced 
a £10 billion asset liability partnership.

The pair will act as a pension service 
organisation and cover all aspects of pension 
fund management. They will provide joint-
managed administration and pooled asset 
and liability management activities through 
corporate structures.

The partnership is designed to lead to different 
types of direct investments, and more of them, 
as well as reductions in fees, and to reduce 
administration costs and introduce more 
effective liability management.

NewsInBrief
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Both funds will maintain their local accountability, 
with the LCPF Pension Committee and LPFA 
Board making key strategic decisions.

George Graham, director of LCPF, said: “The 
partnership will build on the existing expertise 
across all locations and increase cooperation 
and collaboration across all aspects of the 
pension funds, under a strong governance 
framework. We aim to provide industry-leading 
standards of administration and so provide our 
members and employers with efficient and cost-
effective services.”

CACEIS opens new London branch
CACEIS Bank Luxembourg—London 
Branch has received regulatory approval to 
provide depository services to alternative 
investment funds.

This will enable the CACEIS group to provide a 
full range of depository and custody services to 
alternative investment fund managers operating 
in the UK market.

CEO of the London branch Clara Dunne 
said: “We focus on assisting UK-based 
alternative clients in meeting the Alternative 
Investment Fund Managers Directive’s 
local depository requirements, and are now 
in a position to offer our full range of fund 
administration and middle-office services to 
those clients.”

“From here, we will build a fully-fledged 
asset servicing solution for our international 
fund manager clients with UK-domiciled 
mutual funds.”

CACEIS has a long history of servicing UK 
clients, and with this approval, will be able to 
directly support them in their home market.

François Marion, CEO of CACEIS, added: 
“Our London branch adds to the group’s 
already extensive depository network in 
Europe. We are in a strong position to provide 
depositary, custody and fund administration 
services to the UK’s alternative investment 

sector, in Europe’s premier alternative 
investment fund domicile.”

“With our extensive alternative investment 
fund experience, we aim to become a key 
service provider for the UK alternative 
investment community.”

Societe Generale opens
Irish UCITS Gateway

Societe Generale Securities Services (SGSS) 
has launched Gateway, its Irish UCITS platform 
solution to help asset managers establish and 
market UCITS in Europe.

The solution provides access to an investment 
fund structure, which allows asset managers to 
establish UCITS-compliant funds as separate 
sub-funds under an umbrella structure.

These sub-funds are designed to be established 
quickly and marketed independently, and will 
have low start-up and running costs, making 
them more efficient than establishing a stand-
alone fund.

Additional features include audit and company 
secretary functions, while SGSS will also offer 
support throughout application and help with 
local market distribution requirements.

Funds will also have access to SGSS’s 
distribution support through local European 
paying and facilities agencies, while the bank 
will provide fund administration, transfer 
agency, custody and trustee services, as well 
as ancillary services such as providing a Key 
Investor Information Document (KIID).

First Swedish electronic fund 
transfer a success

Nordnet has successfully executed the first 
electronic mutual fund transfer in Sweden, in 
partnership with Fidelity and using the SWIFT 
global messaging network.

The move is intended to pave the way for a 
new industry standard, moving away from the 
old fax-based system and potentially reducing 
processing times by half. Currently, transfers 
can take up to two weeks.

According to Nordnet, many Swedish banks 
already use electronic fund orders, but not 
electronic fund transfers. Nordnet intends to be 
the first to introduce a fully automated process, 
eliminating manual processes altogether.

Faster processing should allow greater flexibility 
for transfers, and also improve reliability.

Nordnet transfers approximately 700 funds a 
month within Sweden, with a value of about 
SEK 200,000 (€21,678). Its first electronic 
mutual fun transfer was made using a specific 
SWIFT message type that was developed in 
collaboration with various fund companies.

Olivier Lens, SWIFT head of funds and 
investment management for Europe the Middle 
East and Asia, said: “This is an important 
development for the funds industry in the 
Nordics region and globally.”

“The automation of transfers will help take 
efficiency in the Swedish funds market to the 
next level, and SWIFT is proud to be helping 
these players to take a leading role in innovating 
to reduce risk and cost in the funds business, and 
to drive improved transparency for investors.”

ICAP expands partnership with 
AcadiaSoft for collateral
ICAP has increased its investment in AcadiaSoft, 
an electronic margining provider for over-the-
counter (OTC) derivatives.

The investment is a joint venture between 
markets operator and post-trade risk 
mitigation service provider ICAP, DTCC and 
Euroclear, along with four other banks and six 
additional investors.

ICAP’s TriOptima has also entered in to 
agreements with AcadiaSoft, DTCC and 
Euroclear in plans to link AcadiaSoft’s 
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Paul Chapman, managing director, HornbyChapman Ltd

politics, and more opportunity to spend 
extended periods with your family. From 
a practical perspective, it is invariably 
much easier for a firm to hire a contractor 
than get authorisation for another full-time 
employee (FTE) even if, paradoxically, 
it costs more to hire a contractor over a 
comparable period of time.

However, from an employer’s perspective, 
hiring an FTE brings with it a comet’s tail 
of potential litigation, with the nagging 
question of: “What am I going to do with 
this employee should they not work out as 
intended?” There are parallels with a phrase 
usually employed in politics that says “every 
political career ends in failure”.

This is an almost complete turnaround from 
the situation that prevailed even 10 years ago, 
in that it is now considered odd to not change 
roles every five to seven years. Indeed, given 
the uncertain nature of the securities jobs 
market, many have, by the age of, say, 45, 
been fired once, had their company taken 
over and resigned. A phrase that I’m hearing 
increasingly is that someone feels that they 
have ‘come to the end of their natural life’ at a 
given firm—they have done all that they (and 
their employer) feels capable of, don’t believe 
that there is another interesting role within the 
firm and so make the decision to move on with 
plenty of notice and no ill-will on either side. 
This allows the firm to up-skill without causing 
turbulence or incurring expense. I personally 
think that we’ll be seeing much more of this 
behaviour going forward.

As some of you may know, one of my favourite 
sayings is, “everything in life is a trade-off”, 
and this is very much in evidence in respect 
of the current jobs market. Should you earn 
a minimal amount, say £10,000, then you 
should be able to work 9am to 5pm with 
minimal interference, not have to work outside 
of those hours and have good job security, 
with the trade-off being that you might well be 
doing a menial and non-challenging role.

Of couse, you could work in financial 
services, where you invariably earn more—
and on many occasions many times more—
than the national average, but rarely do 
you get to work just 9am to 5pm. You often 
have to be away from families and loved 
ones for extended periods of time and, most 
importantly, job security is becoming an 
increasingly rare commodity.

Nowadays, anyone at any time and at any level 
can be let go with no notice whatsoever—a 
prime case in point being the recent departure 
of Antony Jenkins from Barclays, who was let 
go “with immediate effect” because a “new 
set of skills was required”. The trade-off factor 
comes into play when you read that he left 
with a reported multi-million pound pay-off 
and pension.

Is there a solution to this issue? Well, 
yes and no. One option is to consider 
contract work whereby you formalise a 
non-permanent arrangement and give up 
job security, a benefits package and career 
progression for higher remuneration, less 

Nothing lasts forever
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messaging service, MarginSphere 2, with 
TriOptima’s ITC trade reconciliation service 
and DTCC and Euroclear’s joint Margin 
Transit Utility.

This network intends to create a smooth end-
to-end collateral processing hub for non-cleared 
derivative transactions.

Michael Spencer, group CEO of ICAP, said: 
“This cooperation between AcadiaSoft, 
TriOptima, DTCC-Euroclear and our partner 
banks is very exciting and we look forward to 
working with the other shareholders to create a 
true industry solution.”

“We will combine TriOptima’s expertise 
through its triResolve portfolio matching 
service with AcadiaSoft’s margin messaging 
platform which will facilitate regulatory 
compliance and a reduction in operational 
costs and risks.”

RBC wins US UCITS mandate
RBC Investor & Treasury Services has been 
appointed to act as custodian and fund 
administrator for Hamlin Capital Management’s 
Hamlin Equity UCITS Fund.

RBC will provide custody, fund administration, 
shareholder and trustee services, and 
financial reporting services for Hamlin, 
an investment advisor for high net worth 
individuals and institutions.

Mark Stitzer, founder and managing partner 
of Hamlin Capital Management, said: “Given 
the depth and breadth of their experience and 
their commitment to client service, we are 
confident RBC is best positioned to support 
our growth.”

According to Kevin O’Neill, managing director 
for asset managers in North America at RBC 
Investor & Treasury Services, US asset 
managers account for 54 percent of assets 
under administration or custody in Ireland-
domiciled funds, and 24 percent of those in  
Luxembourg-domiciled funds.

He said: “US fund managers are increasingly 
seeking growth outside of their traditional 
domestic markets, and are attracted by 
countries like Ireland and Luxembourg and 
their status as international hubs for globally 
distributed investment funds, notably UCITS.”

SS&C acquires Advent Software

SS&C has completed its acquisition of 
investment management software provider 
Advent Software.

Advent has more than 4,300 customers, 
including asset managers, hedge funds, fund 
administrators, prime brokers, family offices and 
wealth management advisory firms.

Clients span more than 50 countries, and 
Advent also employs 1,200 people. The firm 
generated revenues of $397 million in 2014.

Chinese ADR mandate for 
Deutsche Bank

Deutsche Bank has been chosen to act as 
depository bank for the sponsored Level III 
American depository receipt (ADR) of the 
Hailiang Education Group.

Hailiang operates three centrally managed 
schools in China.

Jose Sicilia, head of depository receipts, 
institutional cash and securities services at 
Deutsche Bank, said: “We are delighted to 
welcome Hailiang to our established franchise 
of Chinese ADR issuers.”

“We look forward to working with them to 
optimise the visibility of their ADR programme 
and broaden their investor base.”
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How have the regulatory risks 
faced by custodian banks changed 
since 2008?
The principal risks for custodian banks used to be 
very much operational, particularly in corporate 
actions. There was always a theoretical risk 
of loss of assets, but actually custodians were 
quite protected, as they would usually be mainly 
liable in the case of fraud, negligence, or wilful 

and wilful default, but if assets are lost, then 
immediate restitution must be made for those 
assets. Immediate means immediate, so it’s 
not a matter of fighting in the courts before 
restitution occurs.

On top of that, there is now a reverse burden 
of proof, which vastly increases the risk of 
liability. In the past, if assets were lost, it was 
up to the client to prove the custodian had done 

default. It was driven by contract, not by any 
particular statute, and if clients couldn’t prove 
any of these things then the custodian would 
generally not be liable.

Clearly, under the Alternative Investment Fund 
Managers Directive (AIFMD) and UCITS V, 
custodians now have liability for the loss of 
assets, and that is being imposed much more 
strictly. They are still liable for fraud, negligence 

A risk wind blows
This new landscape of regulatory risk is a dangerous terrain, says Henry 
Raschen of HSBC Securities Services. How should it be navigated
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something wrong. Now, the custodian generally 
must prove it has done everything right, which 
is a rather different standard of proof and much 
more difficult to do.

Conversely, the operational risk from the likes 
of corporate actions has reduced somewhat 
over the years, largely because of automation. 
The risk is still there, but it is very much 
reduced because there are better methods of 
interpretation and more efficient ways of getting 
things done. Matters are definitely going in the 
right direction here.

There has been an overall regulatory 
structure put in place since 2009, whereby the 
infrastructures—the central counterparties 
(CCPs), central securities depositories (CSDs), 
exchanges, and such—are now responsible for 
volumes. Banks and, to a lesser extent, insurers 
are responsible for absorbing the risk from the 
system if something goes wrong, because there 
are other parties who either can’t pay, such 
as the infrastructures themselves, which are 
generally relatively poorly capitalised, or who 
won’t pay, like the taxpayer. Governments are 
encouraging better capitalised banks behind the 
whole system, enabling them to act as a fail safe 
for the global financial system.

As well as risk exposure for custodians, there 
is also a question of what has been tightened 
up, such as legal risk in terms of ownership of 
assets, and cross-border ownership. There was 
always a cross-border problem, as shown by 
Lehman Brothers, with identifying assets owned 
by the institution and those owned by clients, 
so custodians have to be absolutely clear in the 
future. A lot of work has been done under some 
regulations already, be it the European Market 
Infrastructure Regulation (EMIR) the Securities 
Financing Transaction Regulation (SFTR), or 
the Markets in Financial Instruments Directive 
(MiFID), to clarify what happens in the case of 
cross-border holdings, but there is a lot more 
to be done in securities, property and conflict 
resolution law.

Have the regulations brought 
about unintended consequences?

One consequence in particular is concentration 
risk. Previously, high-grade banks often 
operated through bilateral clearing, and that was 
actually quite an efficient way of doing things.

Now, there is going to be both initial and variation 
margin in pretty much all cases cleared through 
a CCP, and even outside those structures. If 
a CCP is netting everything, that makes the 
system more efficient with fewer settlements 
and lower levels of capital required, but what 
happens if it goes bust? Chaos.

Concentration risk may not exactly be 
an unintended consequence, but it is a 
consequence that has only come around from 
putting everything into CCPs, and regulators 
and firms are working on the correct recovery 
and resolution responses. 

There is also an issue of project congestion, and it’s 
really reaching a peak now. All sorts of rules came 
out after 2009: MiFID I was already in place, and 
EMIR and CSDR are coming into effect now; MiFID 
II is coming in, much of which is based on what 
happened in the crisis; and there is also the SFTR 
coming in. On top of that, the first wave of T2S 
went live on 22 June, AIFMD is up and running, 
and the second level of UCITS V is expected soon.

Over the next few years there is going to be a 
lot to implement alongside other regulatory and 
compliance programmes, and finding the resources 
to do all of this can be difficult. Many firms have 
ended up working flat out to manage it all.

Is there an end in sight?

Yes and no. Hopefully we won’t have another 
crisis like that in 2008 anytime soon, so we 
won’t immediately need further new remedial 
regulation such as AIFMD, UCITS V or EMIR 
brought in. But there will be other things that 
haven’t been pushed all the way through yet, 
such as legislation for shadow banking and 
money markets, where existing regulations will 
be reviewed and updated.

I’m sure that as we return to being more hopeful, 
the growth and harmonisation agenda, which 
was on track until 2007, will come back again, as 
evidenced by the capital markets union initiative. 
There will probably be a lot more legislation arising 
from that, including in the areas of securities 
law, company law, insolvency law and certain 
elements of market practice. These changes, of 
course, won’t be as focused on mitigating risk as 
before, but more on encouraging cross-border 
business within the EU.

It’s not that the regulators want to control 
everything—they create the new regulatory 
structure because it is needed. If there is going 
to be significant cross-border trading across the 
EU, there have to be some common rules in 
place for everybody.

The crisis-reaction regulation might end, yes, but 
existing regulations will be reviewed and there will 
be more to come from the growth agenda. The 
landscape is still getting very, very busy, and I 
don’t see any sign of regulation going away. AST

All of this change is costing a lot of money 
for clients and banks. If a bank is spending 
money on something, there are only two sets of 
people who can possibly pay. One is the bank’s 
shareholders, but that will reduce the capital of 
the bank, which is something they’re trying to 
protect. The other is the investors, but it’s also not 
attractive to dump more costs on them, or their 
intermediaries, various investment structures, 
and ultimately the individuals who have bought 
the investments in the first place. Again, it’s 
probably too strong to call it an unintended 
consequence, but it is something that has come 
around as a result of the regulations.

Another issue arising from the CSD Regulation 
(CSDR) is the ‘depository challenge’. This is 
what happens when CSDs challenge custodians 
for business, perhaps as a result of CSDs losing 
settlement activity to Target2-Securities (T2S). 
Under CSDR, however, CSDs can now widen 
the scope of what they do, possibly moving 
into the area of custodians. This could narrow 
the opportunities that custodians have, but one 
line of business they can stick with is managing 
corporate actions. CSDs could technically 
manage corporate actions, but they often can’t 
take the risk on them because they don’t have the 
capital necessary to provide the compensation 
when problems arise. It’s hard to see corporate 
actions moving away from the custodians.

That leaves a further problem: the imposition of 
price rises. Every member of the securities services 
value chain would love to impose price rises—
they’re all finding it hard to make ends meet—but 
it is difficult. A lot of costs are being absorbed by 
intermediaries, and banks’ balance sheets are 
being used as a kind of reassurance that assets are 
safe. Effectively, they’re being used for free.

Are regulators asking too much of 
custodian banks?

I don’t think regulators are asking too much of 
custodians—the major custodians are certainly 
in no danger of disappearing down the plug-
hole. The issue is commercial, meaning that 
custodians have to make a decent return on 
equity for shareholders and they have to find a 
method of doing that. It could be by reducing 
costs elsewhere, by being more efficient, 
for example, by outsourcing some tasks to 
specialists, or by increasing prices somewhere, 
particularly if they think they’re going to be 
bearing a risk or undertaking new work that they 
don’t feel they’re being compensated for.

Broker-dealers and asset managers are in the 
same boat, and I have a lot of sympathy for 
all participants in the chain at the moment—a 
lot is being asked of them—but the regulatory 
programme is entirely necessary. There may be 
the odd thing that firms will quibble with, or a bit of 
legislation that the industry will take to Brussels to 
try and change, but at the end of the day, something 
had to be done in 2009 and this is the direction the 
politicians and regulators have decided to take. It 
just happens to cost a lot of money, so it comes 
back to the old question: who pays? H
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What is the significance of 
PRIIPs and what does it mean for 
asset managers?

The Packaged Retail and Insurance-based 
Investment Products (PRIIPs) Regulation is a 
new law due to come into force in December 
2016 that applies to all financial products sold to 
retail clients that are packaged, so that includes 
structured deposits, certain insurance products, 
and over-the-counter products such as options 
and warrants.

As soon as a product is packaged, the provider 
will have to present investors with the new 
Key Investor Documents (KID), which will 
eventually replace the Key Investor Information 
Document (KIID), but this should not happen 
before 2019.

The original KIID was born out of UCITS IV. It’s 
a simplified two-page document that has to be 
shown to the investor before any investment is 
finalised. It has to be written in plain language, it’s 
standardised, and it’s designed so that anyone 
on the street should be able to understand it and 
effectively compare products. Essentially, it is all 
about increasing transparency.

With UCITS III, a similar idea was trialled; 
the simplified prospectus. Before that, the 
only document an investor would receive 
before committing to the investment was the 
prospectus written up by legal teams, and that 
could be 100 pages or more. Today, it is still 
difficult to understand, unless you are a financial 
expert or specialised lawyer.

The simplified prospectus was designed to be 
a lighter version of this, but in the end it failed 
and became just as complicated as the main 
document. The European Commission then 
came up with the KIID, which in many ways 
went to the other extreme. It’s an even more 
simplified document that has to describe the 
product, which is often very complex, in just two 
pages, and in plain language.

At the moment the KIID is only applicable 
to UCITS funds, so PRIIPS asks for similar 
documentation for all financial instruments—
although the KID allows for an additional page 
of information.

Is there a danger that complex 
products might become over-
simplified, and that significant 
details could be left out?

protect investors, but on the other side of things, 
advisors have to have some responsibility over 
what happens to that investment. There comes 
a point where I don’t believe simplicity and 
transparency will help any more, but this is how 
the world is now, and unfortunately, firms must 
either work out how best to deal with it or go out 
of business.

What’s next for asset managers?

At the moment, some managers look 
at regulation vertically, regulation by 
regulation, but I think they should start 
approaching it more horizontally, which 
means looking at themes of data and how 
they affect each regulation.

There will be some more massive regulations 
coming our way, and for asset managers to 
cope with that they will have to either invest a 
lot in to the relevant technology or outsource 
some of these functions. 

That’s where outsourcing to a company like 
KNEIP can make sense. We are making the 
investment in technology and people because 
this is our core business.

With documents like the KIID, and PRIIPS 
when it comes in, we can produce those and 
help asset managers to disseminate them to 
the appropriate regulators, distributors, data 
vendors and platforms. 

The same information can be used for multiple 
purposes, and managers should be moving in 
that direction to make sure they get the best 
efficiency while coping with regulation. AST

Obviously there is a responsibility to investors 
here, and avoiding over-simplification is a 
big part of that. Complex doesn’t necessarily 
mean risky, but sometimes investors can get 
them mixed up, especially those outside of 
the financial industry. They see something 
very complex and assume that, by nature, it’s 
risky. The challenge we have now is that if we 
have a very complex instrument that’s hard to 
explain in ‘plain’ terms, there is a risk of over-
simplifying things.

If we compare it to the pharmaceutical 
industry, patients allow doctors to prescribe 
medicine if they are ill, but most patients 
probably will not understand what is in the 
drugs they’re given. The argument is that 
you don’t have to understand, but you have 
to have trust.

This is obviously where we have a problem, 
because the trust has been lost since 2008, 
and politicians and regulators believe that 
market participants can no longer be trusted. 
There are many valuable, honest people in this 
industry, although, of course, we have seen a 
few instances where this has not been the case. 
Even so, I’m not sure if over-simplification will 
really help to reduce risk.

Is there a balance to be struck 
between over-complicating and 
over-simplifying? How do we find 
the optimal level of transparency? 

There is, certainly. Again, if you are sick, you 
go to the doctor, you seek expert advice. 
The same principle should apply to the 
investment managers who are experts in 
their fields. It is true that the industry has 
not been transparent enough in the past, 
but because there have been a few serious 
incidents, it is at risk of going too far to the 
opposite extreme.

Finding the middle ground depends a lot 
on the financial advisors. They need to 
know which product is suitable for which 
investor, which is part of what PRIIPs is 
trying to achieve, and is actually mandated 
under the Markets in Financial Instruments 
Directive (MiFID) II regulation. Regulators 
are going to lengths to try and align 
products and investors.

I must admit, however, that it is a difficult 
situation. At the end of the day, the industry has to 

PRIIPs and gravy
Bringing complex packaged documents in to layman’s terms, PRIIPs—
and the KID that comes with it—could be a perfect accompaniment to the 
platter of regulation. Mario Mantrisi of KNEIP explains more

PRIIPsUpdate
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NeMa Americas 2015
Date:: 27–28 October 2015
Location:  Miami

The conference provides a unique gathering of industry speakers, from global 
and sub-custodians, brokers and exchanges to CSDs, CCPs, regulators and 
technological innovators.

Do not miss this opportunity to find out from your peers, both on and off the record, 
how to survive and excel beyond 2015.

FundForum Middle East 2015
Date: 5–6 October 2015
Location::Dubai

Saudi Arabia opened its markets to foreign direct investments on 15 June. There 
has never been a more pertinent reason to invest into Middle Eastern markets and 
the FundForum community can’t wait to explore and discover those opportunities 
during our 9th annual FundForum Middle East conference in October in Dubai.
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Ned Siegel has left State Street after 22 years 
to join BNY Mellon as senior sales executive for 
the private equity and real estate fund services 
unit in the Americas.

Siegel will report to Marina Lewin, global 
head of new business development for asset 
servicing and segment head for alternative 
asset managers.

Lewin said: “The majority of funds in the sector 
are yet to outsource back office operations, and 
are increasingly looking to make this step in order 
to maximise efficiency and provide the high level 
of service and reporting their clients demand.”

Meanwhile, Chris Prior-Willeard has left his 
post as head of BNY Mellon’s central securities 
depository (CSD) to join data services provider 
Thomas Murray as a management consultant.

The move follows Adrian Coleman’s departure 
from his position as chief information officer of 
the CSD business, moving to a role as head of 
information technology in UK banking legal entities.

Both reappointments come after investment in 
BNY Mellon’s CSD was suspended following an 
on-going review of its strategy.

The Depository Trust & Clearing Corporation 
(DTCC) shareholders have elected Jim Turley 
to the board of directors.

Turley is co-head of group technology and 
operations for Deutsche Bank, and joins the 
board as a clearing agency participant director.

He takes the place of John Parker who, after 
five years on the board of directors, did not 
stand for re-election.

ICAP has hired Jenny Knott as CEO of post-
trade risk and information services, effective 
from 5 August.

Knott will be responsible for leading the 
strategic direction of the division, and will head 
up Traiana, TriOptima, Reset, Euclid and ICAP 

Information Services businesses. She will also 
sit on the global executive management group.

The new role is based in London, and Knott will 
report directly to group CEO Michael Spencer.

Shareholders of the Polish central securities 
depository, Krajowy Depozyt Papierów 
Wartościowych (KDPW), have unanimously 
re-elected Iwona Sroka for another term as 
president of the management board.

Sroka will resume presidency of both KDPW 
and clearinghouse KDPW_CCP, a position she 
has held since July 2009.

Sławomir Panasiuk was also elected vice 
president, and Michał Stępniewski was elected 
as a board member.

J.P. Morgan’s investor services management 
team has undergone a significant reshuffle, 
according to an internal memo.

Teresa Heitsenrether will become global head 
of custody and fund services, moving on from 
her post as global head of prime brokerage, 
which she held for three years. 

Jason Sippel is moving in to the position of 
global head of prime services, including prime 
brokerage and equity financing, agency clearing 
and collateral management. Previously, he was 
head of American equities trading, and will now 
relocate to London.

Paul Brannan will now be head of prime 
brokerage for the Americas, and will report 
to Sippel. Previously, Brannan led the 
development of J.P. Morgan’s investor services 
client service function, and he has also served 
as global head of account management for 
prime brokerage, and head of prime brokerage 
sales in the Americas.

Emily Portney remains in her position as 
global head of agency clearing, and will also 
report to Sippel.

Finally, Patrick Moisy is to take responsibility 
for capital and funding activities across investor 
services and equities, with the intent to drive balance 
sheet optimisation and funding. Moisy has led 
equity financing within J.P. Morgan for the last two 
years, and has been credited with helping establish 
the firm as a market leader in this space. AST

Industry appointments
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