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Investors driving consolidation

LONDON 03.02.2012

Consolidation is driving managers to change their
fund administrators after launching funds in interna-
tional domiciles, according to a recent survey from
FundDomiciles.com.

In addition, international investors are expected to
have greater influence on managers’ domiciliation
and fund servicing decisions, while offshore centres
will prosper and gain market share, noted the three-
year forecast.

23 per cent of interviewees work for managers that
have changed their fund administrator. Consolidation
was given as the chief reason for this, cost was the
second most common reason with poor service being
third. However, only eight per cent of the managers
interviewed expressed some dissatisfaction with their
administrators but did not say that this necessarily
meant they were about to switch.

On a scale of one to 10, fund administrators scored

6.79 for the services they provide. Guernsey was the ju-
risdiction that scored highest for fund servicing provision,
at 3.8 out of 5, Malta and Bermuda shared the next spot
at 3.5.

One area that saw a significant increase was investor
due diligence on a managers’ service provider since the
Madoff scandal and market crisis. 70 per cent of respon-
dents said that the level of investor interest in service
providers has increased since 2008 though the remain-
ing 30 per cent said that interest was substantial before
the market events and scandals.

In practice, investors are asking for more operational
details, though verification varied from rigorous onsite
checks through to just being comfortable with the service
provider’s name. Additionally, managers reported that
investors wanted more consolidation allied to a general
rise in standards and that this will likely be the story for
the next three years. 75 per cent of interviewees expect
fund administrators to consolidate.
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CACEIS to buy EFG’s FA business

EFG International has agreed to sell its fund administration business,
Swiss Investment Funds, to CACEIS. SIF is one of the six largest
third-party fund administrators in French-speaking Switzerland, ad-
ministering Swiss investment funds on behalf of its clients.
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Euroclear sees 10 per cent turnover lift in 2011

Euroclear clients settled transactions valued at a record €580.6 trillion
in 2011, up 10 per cent year-on-year. Assets deposited for safekeeping
and asset servicing with both the CSD and ICSD came in at €22.1 trillion,
also a record.
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CACEIS to buy EFG’s FA business

Continued from page 1

The agreement covers some 20 funds, ac-
counting for over CHF 800 million in assets.
The decision by EFG International to exit the
business is as a result of its detailed business
review, and its desire to focus on its core busi-
ness of private banking.

Deputy CEO of CACEIS, Joe Saliba said: “The
take-over of SIF Swiss Investment Funds’ busi-
ness fits well with the CACEIS Group’s interna-
tional development strategy and also serves to
strengthen CACEIS’s position considerably in
the Swiss market.”

Managing director of CACEIS, Switzerland,
Philippe Bens added, “Through this operation,
we gain a large, high-calibre client base, which
will benefit from being part of a powerful inter-
national service provider with proven local ex-
pertise. And with CACEIS’ extensive business
migration experience, we will be able to ensure
uninterrupted client service at all times, through
a seamless integration process.”

Euroclear sees 10 per cent
turnover lift in 2011

Continued from page 1

Operating performance fluctuated among the
Euroclear entities with some experiencing year-
on-year gains in some measures while declining
in others.

Most of the operating results for Euroclear Bank
reached record levels. Securities held in cus-
tody for clients rose by three per cent to €10.8
trillion while the number and value of processed
transactions saw a significant jump, both up at
some 25 per cent y-0-y, reaching 59.4 million
valued at €328.5 trillion.

Triparty collateral management deals outstand-
ing administered by Euroclear Bank at the end
of 2011 averaged €324.1 billion, seven per cent
more than the €302.9 billion per day at the end
of 2010.

“Volume increases in 2011 slowed in compari-
son with previous years as banks deleveraged
their balance sheets. In addition, central banks
continued to serve as the primary sources of
liquidity for the banking community, thereby re-
ducing the level of interbank securities finance
deals during the year. Nevertheless, Euroclear
Bank has attracted a broader range of clients

Corporate and Investment Banking

Standard Bank offers a sophisticated range of safekeeping, clearing and related
services to local and foreign institutional investors in the South African and 12
sub-Saharan markets. For information e-mail transacts@standardbank.co.za

for its triparty collateral management servic-
es as the need for secured financing contin-
ued to gain momentum,” the company wrote
in a statement.

Turnover, or the value of securities transactions
settled, lifted at Euroclear France, Nederland,
Belgium, Sweden, Finland and Xtracter and
declined in Euroclear UK & Ireland. Euroclear
Belgium saw the biggest increase in turnover
with an 18 per cent rise in 2011 to a record €588
billion compared with €498 billion in 2010. Eu-
roclear Ireland & UK saw turnover drop nine
per cent to €153.1 trillion though securities held
for clients increased four per cent to a record
equivalent of €4.0 trillion.

Tim Howell, CEO, said: “The outstanding oper-
ating results we achieved in 2011, particularly
during such volatile and tense global capital
markets, is clear indication of the market'’s rec-
ognition of Euroclear’s strengths.”

Moving Forward
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HSBC launches 3rd party
clearing in Japan

HSBC Securities Services has launched its
Third-Party Clearing service in Japan. Local
and cross-border broker dealers will be able
to outsource their securities back-office opera-
tions to HSBC.

With a market capitalisation of over $3.5 trillion
and a daily average turnover in excess of $12
billion, Japan is the largest unrestricted mar-
ket in Asia. However, under the current market
conditions, the daily average turnover has been
decreasing and this put even more pressure on
broker dealers’ operating costs as they see lower
revenue but same level of fixed costs from mar-
ket infrastructure and service providers.

As a General Clearing Member (locally called

“Agency Clearing Qualification”) of the Japan
Securities Clearing Corporation, HSBC will per-
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form the clearing and settlement function and
associated processes for broker dealers, while
the obligation to the clearing house for settle-
ment purposes is also transferred to HSBC.

“This new service has further strengthened
HSBC Japan’s position as a one-stop solution
provider for securities services in Japan and
will enable us to provide an integrated offering
to both local and international broker dealers,”
said Rajesh Atal, head of HSBC Securities Ser-
vices, Japan.

Citi awarded hedge fund services
mandate from Veritable

Veritable has awarded Citi a mandate to pro-
vide a suite of hedge fund services including
middle office, fund accounting, and investor
services. Veritable is among the largest in-
dependently owned Registered Investment
Advisors in the United States providing in-
tegrated investment solutions for families of
substantial wealth.

“We chose Citi based on the quality of their
staff and the level of transparency their tech-
nology systems will provide us,” said Charles
Keates, partner, general counsel and chief
compliance officer of Veritable. “Citi under-
stood our unique business needs and their
technology and service model can enable us
to focus more resources on investments and
servicing our investors.”

Citi's web-based middle office monitor allows
Veritable’s operations and accounting staff,
along with portfolio managers, to monitor trades
and positions on a real-time basis through a se-
cure website. In addition, portfolio data is con-
tinuously updated and available to Veritable’s
accounting, research, risk and fund administra-
tion teams, allowing them to run customised re-
ports and make ad hoc inquiries.

“Veritable is a leader in its space and we look
forward to providing these services and technol-
ogy to support the further growth of their busi-
ness”, said Bob Wallace, head of North America
for Securities and Fund Services, Citi. “We are
truly pleased that we have the opportunity to
demonstrate the value of our expert staff and
technology to Veritable.”

Ipes Luxembourg wins Constellation
[l mandate

Independent Swiss private equity company, Con-
stellation has selected Ipes as the administrator
for its Constellation |ll German Asset Light Fund.

The fund, which will focus on investing in growth
companies in the service sector in German speak-
ing Europe, reached its successful final closing in
early December 2011. Ipes Luxembourg will pro-
vide a complete range of services for the fund,
including domiciliation, central administration, reg-
istrar and transfer agency services and the provi-
sion of directors.

Marinus Schmitt, associate director at Constel-
lation said “Looking ahead we wanted to partner
with a firm with the skills and flexibility to adapt to
our changing requirements. An established pres-
ence in Luxembourg with a specialist background
in private equity was also important to us.”

“Ipes ticked all these boxes and also came high-
ly recommended by one of our partners who
had worked with them previously. What's more
they ensured that our account team included
German language skills which were of particu-
lar importance to us given our investment focus
and investor base.”

Simon Henin, managing director for Ipes Lux-
embourg said: “We were delighted to be se-
lected by Constellation. Winning this mandate
is positive for both our firm and the jurisdic-
tion more generally underlining Luxembourg’s
growing reputation as the EU domicile of choice
for PE funds. The firm has an excellent reputa-
tion in Europe and we look forward to working
with Marinus and the team on the next stage of
their fundraising”.

SunGard helps firms avoid fails

SunGard has enhanced post-trade solutions in
response to recent US regulatory recommenda-
tions which will see firms penalised for mortgage
and agency debt fails. Stream Fail Monitor will
help financial services firms comply with the ex-
pansion of the Treasury Market Practice Group
(TMPG) penalties, which are for now limited to
US treasuries.

The solution receives all fails from a customer’s
trading systems, helping the firm identify fail
trends by security and monitor counterparty risk
across multiple platforms. In addition, the solu-
tion applies the appropriate penalty interest rate
to fails based on the TMPG'’s rules. Stream Fail
Monitor also identifies receivables and payables
and prepares interest claims.

John Grimaldi, EVP of SunGard’s North Ameri-
can securities operations and securities finance
business, said, “As the industry looks for ways
to reduce systemic risk, financial services firms
need a way to quickly identify and control key
sources of risk, such as trade fails. Stream
Fail Monitor easily identifies fails from multiple
sources across all asset classes, helping firms
monitor their exposure and be ready for new in-
dustry rules.”

Monsoon Capital picks SEI for FA

SEl is selected by Monsoon Capital to provide
full fund administration and trustee and custo-
dial services for the US-based asset manager’s
UCITS IV fund.

Gautam Prakash, founder and senior managing
director of Monsoon Capital, said, “SEI stood
out for us as a strong partner due to its inde-
pendence as an administrator, the quality of its
technology, and its ability to provide flexible and
tailored reporting to support our specific needs.

NewslInBrief

We very much look forward to working with
SEl as we continue to grow our asset base
and add new alternative strategies in the
UCITS format.”

Given Monsoon’s systematic and quantitative
trading approach, SEI's technology, which de-
livers a straight-through, automated process
for trade reconciliation, was a key factor in the
manager’s decision. Monsoon will also receive
comprehensive data management, perfor-
mance, and risk reporting via SEI's Manager
Dashboard. The online tool provides Monsoon
with the flexibility to tailor reporting to better
support the firm’s unique business decision-
making process.

Philip Masterson, SVP and head of business
development, Europe, within SEI's Investment
Manager Services division, said, “SEl has the
technology, expertise, and track record to sup-
port high-frequency trading in a controlled envi-
ronment, thereby reducing managers’ business
risks. Some clients’ trading volume reaches
peaks of 120,000 trades a day, and Monsoon
found our process compelling. By providing auto-
mated and scalable technology from trade entry
through back-end reconciliation, we enable Mon-
soon to focus on managing investments and cre-
ating a better experience for its investors.”

Canada’s CSD holding up
Maple bid for TMX

Competition concerns have pushed back Maple
Group’s bid for Canada’s national exchange one
month as regulators mull over pricing implications
for the Canadian Depository for Securities (CDS).
As part of the bid, Maple would take control of
CDS and change it to a for-profit model as op-
posed to its current cost recovery model.

Speaking to Reuters, Peter Block, spokesman
for Maple, said the group’s recent submissions
on pricing for CDS should allay concerns raised
by regulators and market participants.

“We certainly believe that it is possible to have
a competitive, fair CDS that is still profitable in a
for-profit model without it coming at the expense
of market participants just paying more for the
same thing. That's never been our intent.”

Maple is a consortium of 13 of Canada’s finan-
cial institutions and pension funds. Apart from
taking over CDS, Canada’s dark pool, Alpha, is
also up for grabs. That would mean that TMX’s
largest competitor would come under the same
ownership. Moreover, some Maple investors are
also Alpha owners. The links raise competition
concerns which will require regulatory approv-
als from securities regulatory authorities and the
Commissioner of Competition.

Speaking on behalf of Maple, Luc Bertrand said,
“We continue to believe the Maple transaction
will substantially benefit Canada’s capital mar-
kets and its participants, improve the ability of
market participants to manage risk and encour-
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age the development of new offerings. We are
committed to the transaction and are working
diligently to obtain the required regulatory ap-
provals. To this end, we are in ongoing discus-
sions with the regulators and have made nu-
merous submissions to them, including recently
submitting a proposed CDS pricing model and
proposing remedies to address concerns re-
garding equities trading.”

Maple’s CAD 3.8 billion offer is part of an integrat-
ed acquisition transaction to buy out TMX. The
extension to 29 February is for the first phase of
acquiring a minimum of 70 per cent and a maxi-
mum of 80 per cent of the group’s shares.

“Maple is continuing to seek to resolve outstand-
ing issues and concerns raised by the securities
regulatory authorities and the Competition Bu-
reau. However, there can be no assurance that
remedies short of a Material Detriment will ad-
dress the issues and concerns raised by the se-
curities regulatory authorities and the Commis-
sioner or that the required regulatory approvals
will be obtained,” Maple said in a statement.

BBAC successfully implements
Misys BankFusion

BBAC has successfully implemented Misys Bank-
Fusion Equation across 38 branches, which will al-
low the Lebanon-based commercial bank to develop
applications and introduce new products quicker.

BankFusion provides intra-process flexibility; for
example, it is easy for a bank to use BankFusion
to change the steps in their customer acquisition
process. BBAC upgraded to make sure it was
benefiting from the latest technology and to take
more control over its own product development.
The bank’s staff can now re-use any of the exist-
ing functionality and build new processes without
the need for complex reprogramming.

“BBAC’s mission is to understand the financial
needs of its clients and do everything possible
to satisfy those needs,” states Sheikh Ghas-
san Assaf, chairman and general manager of
BBAC. “Misys has worked closely with us for
many years and has helped us go live with Mi-
sys BankFusion Equation in a matter of months,
giving us the flexibility to adapt our processes
to suit the demands of our customers. We are
confident that with BankFusion we will be able
to keep ahead of our competitors and provide
better service to our customers at the same time
as reducing cost/income ratios.”

In the next phase of the roll out, BBAC will up-
grade its main two international branches in Cy-
prus and Iraq.

BNY Mellon automates hedge
fund admin

BNY Mellon has enhanced its loan administra-
tion functionality to offer hedge funds and fund

of hedge fund clients an automated solution
with increased transparency.

The service will integrate BNY Mellon’s alterna-

tive investment and fixed income systems to
provide an end-to-end administrative solution
from pre-settlement to post-settlement servic-
es. Through proprietary technology, clients will
have access to STP for trade instructions, se-
curity master creation, cash flows and loan spe-
cific information, gaining transparency of their
syndicated loan portfolio. In addition, the firm is
live with many of the loan market initiatives with
DTCC and others which aid the reconciliation
and settlements of this asset class.

Brian Ruane, BNY Mellon CEO of Alternative
and Broker-Dealer Services, said, “By working
closely with our corporate trust business, we
have been able to develop a best of breed offer-
ing which addresses the specific needs of our
clients allocating to fixed income.”

Debra Baker, head of US Financial Institutions,
BNY Mellon Corporate Trust, said, “These ad-
vanced reporting packages leverage our exper-
tise in both alternative fund and syndicated loan
administration to enable clients to better man-
age their portfolios and offer increased transpar-
ency to their clients.”

Misys fuses IBM into platform

Misys has selected IBM software to help power
its BankFusion platform so that banks can de-
velop new processes or adapt existing process-
es faster and better.

Under the licensing agreement, Misys is incor-
porating IBM business analytics, information
management and application server software,
including Business Process Server, into its Bank-
Fusion platform. As a result, clients will be able to
install a proven, certified process management
technology without the need for additional inte-
gration and testing of banking applications.

Robin Crewe, CTO at Misys, said, “BankFu-
sion already provides outstanding intra-process
flexibility; for example, it is easy for a bank to
use BankFusion to change the steps in their
customer acquisition process. The addition of
IBM Process Server to the platform will give us
extremely powerful inter-process flexibility; this
is particularly useful for so-called ‘long running
processes’ where the steps in the process are
disconnected or run in parallel.”

For example, a loan approval process could in-
volve several internal approvals as well as an
external credit check and receipt of an external
assessor’s approval of a collateral valuation; IBM
Process Server enables Misys to orchestrate this
sort of process flow very easily and flexibly.

“The new capabilities provided by IBM will be
helpful to banks in all tiers. Tier 3 and 4 banks
will in particular benefit by buying a pre-integrat-
ed solution that can cover hardware, middle-
ware and rich application software. Tier 1 and
2 banks will also benefit from these capabilities
but we expect they will be attracted more by the
proven scalability of products like [IBM’s] DB2
and IBM process serve,” he adds.

Misys is also adopting IBM’s Information Frame-
Work and will work to ensure that the processes

NewslInBrief

developed within its BankFusion solutions fol-
low the framework’s comprehensive business
and data models. This will enable Misys to ac-
celerate the development of new banking pro-
cesses. It will also help clients, who are follow-
ing a model-based approach to the renovation
of their banking systems, by providing them with
an out-of-the-box set of software that helps sim-
plify their business models.

“Financial services clients are looking for faster
and simpler ways to modernise core banking
systems while keeping technology costs in line
with growth strategies,” said Arvind Krishna,
general manager, IBM Information Manage-
ment. “The combination of Misys and IBM soft-
ware can help clients better manage and anal-
yse their data to meet these goals and set the
stage for new products and services that pro-
vide a competitive advantage.”

CFTC gives passing grades to
14 FCMs

The Commodity Futures Trading Commission
(CFTC) found the top 14 futures commission
merchants (FCMs) compliant with requirements
to segregate customer funds. The limited review
covered this and the FCMs’ obligation to set aside
in secured accounts funds deposited by custom-
ers for trading on foreign boards of trade.

Late last year, after the collapse of MF Global,
the CFTC initiated a coordinated review with
the Chicago Mercantile Exchange (CME) and
National Futures Association (NFA) of all FCMs
that carried customer funds to assess compli-
ance with the protection of customer funds and
CFTC regulations.

In order to obtain an immediate “snapshot” of
each FCM’s compliance with regulations, staff
of the CFTC’s Division of Swap Dealer and In-
termediary Oversight (DSIO), CME, and NFA
did not conduct an audit, which would entail a
more detained and lengthy examination of the
FCMs. The limited reviews relied to a great ex-
tent on the records and third-party source docu-
ments maintained at the FCMs.

Staff did not confirm balances directly with de-
positories or other entities holding customer
funds. However, several FCMs reviewed by
the CME were subject to more detailed testing
procedures, as the special limited reviews were
incorporated into CME’s routine FCM examina-
tions already in process during November and
December 2011.

The Commission directed CFTC staff to con-
duct limited reviews of 14 of the largest FCMs
to determine whether the entities maintained
sufficient assets in segregated and secured ac-
counts to meet their regulatory obligation to fu-
tures customers. The CME and NFA conducted
similar reviews of the remaining 56 FCMs.

The limited reviews of the 70 FCMs found that,
as of the review date, each firm maintained as-
sets in the relevant segregated accounts in ex-
cess of the net liquidating equities of each of
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its customers as required under regulations.
The limited reviews further found that, as of the
review date, each FCM maintained assets in
relevant secured accounts in excess of the ag-
gregate margin required on all customers’ open
futures positions, plus any unrealised gains and
less any unrealised losses on the open posi-
tions, as required by regulations.

Other findings showed that the FCMs held a to-
tal of approximately $166 billion in segregated
accounts, which was approximately $13 billion
(or nine per cent) in excess of the $153 billion
owed to customers. The FCMs also held ap-
proximately $48 billion in relevant secured ac-
counts, which was approximately $7 billion (or
17 per cent) in excess of their obligation.

Ffastfill moves in with ASX

Ffastfill will be adding its SaaS (software as a
service) infrastructure and services within the
Australian Securities Exchange’s (ASX) new
data and colocation centre, the ASX Australian
Liquidity Centre (ALC). It is expected to become
operational on 20 February.

The ALC is a purpose-built data centre designed
to meet the demands of ASX participants and
service providers for the lowest latency access to
ASX execution and information services. The ALC
will allow ASX to significantly extend the availabili-
ty of hosting services to ASX participants, vendors
and the broader financial market community.

By having its SaaS infrastructure within the
ALC, FFastFill will be able to provide domestic
and international trading participants with the
lowest latency connection to the Australian Fu-
tures Market.

lan Le Noury, FFastFill director of business de-
velopment and customer management, Asia
Pacific, said, “The ASX ALC in conjunction with
FFastFill's enhanced SaaS technology will pro-
vide superior execution for our global trading
community through the low latency setup. This
setup will allow traders to reduce latency, no
matter where they are located within the FFast-
Fill global infrastructure, and enable traders to
make the most of our new spreading technol-
ogy, Spreadintelligence, and FFastFill's en-
hanced order release mechanisms.”

State Street expands ETF servicing

State Street has announced the expansion of its
global servicing capability for ETFs using cloud-
enabled technology. The solution, TotalETF, is
fully automated throughout the lifecycle of an
ETF from the basket-creation process to trade
processing and settlement.

“TotalETF will help solve all potential administra-
tive pain points for ETF sponsors globally,” said
Frank Koudelka, senior vice president of State
Street’s Global Services business.

NewslInBrief

The ETF dashboard on my.StateStreet.com
now allows portfolio managers to monitor the
basket near real-time, and geographic expan-
sion of Fund Connect ETF order management
system includes coverage for Europe, Canada
and the Asia-Pacific region. The enhanced daily
performance attribution capability also allows
for NAV decomposition to break down tracking
error into specific components.

Extranet spend to reach $2.3bn
in 2012 - TABB Group

Pressure to manage connectivity across frag-
mented global markets will see sell side firms
spending some $2.3 billion this year on extranet
and extranet connectivity, according to research
and estimates from TABB Group.

Extranet services providers (ESPs) provide con-
nectivity on demand which eliminates the need
to internally manage a costly network of point-to-
point connections, explains Alexander Tabb, part-
ner at TABB and author of the research report.

He adds that while the idea of trading equities
on the Johannesburg Stock Exchange, or hedg-
ing US dollar interest rates in Singapore seems
like a great idea, setting up the necessary infra-
structure to do that can be overwhelming, even
for the most sophisticated firms.

Handelsbanken
Custody Services

Stability in an evolving environment

Find out more at our website:
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Department, phone: +46 8 701 29 88 or
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“Whether it's a small buy-side firm looking to
connect to its brokers, a large sell-side bank that
wants to reduce the operational complexity of its
communications infrastructure and connect to
the broader financial services community, or the
new upstart ISV [independent software vendor]
looking to gain access to new potential clients,
extranets can serve all of these scenarios with
minimal, up-front investment and the option to
add capabilities on demand.”

FIA committee to look at MF
Global failures

The Futures Industry Association (FIA) has an-
nounced the establishment of a special commit-
tee to address issues related to the MF Global
collapse. The Futures Market Financial Integrity
Task Force will develop and recommend spe-
cific measures that can be implemented in the
near term through both industry best practice
and regulatory change.

In addition, the FIA intends to work with end-
users and other market participants to examine
the adequacy of current customer funds protec-
tion models in response to concerns raised by
the MF Global bankruptcy.

“The FIA looks forward to partnering with end-
users, regulators, legislators and clearinghous-
es to restore customer confidence in the futures
markets,” said Michael Dawley, chairman of the
FIA and managing director, Goldman Sachs.
“Although we still do not know for certain what
caused the significant shortfall in customer
segregated funds required to be held at MF
Global, any loss of customer assets is entirely
unacceptable and the reasons for the deficiency
need to be identified.”

MF Global’s trustee revealed that some $1.2 bil-
lion could be missing from customer accounts
and the US regulator, the Commodity Futures
Trading Commission (CFTC) began an investi-
gation shortly after.

The FIA task force will be headed by a steering
committee consisting of a diverse group of futures
commission merchants (FCMs) with institutional,
commercial and retail customer bases as well as
representatives of other industry segments. Initial
recommendations are expected to be presented
no later than the FIA International Futures Indus-
try Conference in mid-March this year.

In particular, the task force will consider such ar-
eas as: enhanced financial recordkeeping and
reporting requirements; greater transparency re-
garding the investment of customer funds; inter-
nal control standards for the customer funds seg-
regation process; and the adequacy of customer
funds protections in the US and abroad.

“The FIA is committed to producing practical and
meaningful recommendations that regulators
and FCMs can implement to further protect users
of the listed derivatives markets,” Dawley said.
“While some of these recommendations may

require regulatory change, the FIA believes that
many improvements can and should be imple-
mented by the industry as soon as practicable.”

The FIA expects that the task force’s recommen-
dations will be considered and implemented in
conjunction with other initiatives announced in
response to the collapse of MF Global as well
as the enquiry being conducted by the CFTC.

The following firms have agreed to participate in
the steering committee: Bank of America Mer-
rill Lynch, Barclays Capital, Citigroup Global
Markets, CME Group, Credit Suisse Securi-
ties, Deutsche Bank, Getco, Goldman Sachs,
HSBC, IntercontinentalExchange, J.P. Morgan
Securities, Morgan Stanley, Newedge and R.J.
O’Brien & Associates.

FESE to standardise post-
trade equity data

The Federation of European Securities Ex-
changes (FESE) has announced the develop-
ment of common standards in an effort to re-
store post trade transparency.

A broad spectrum of the industry, such as the
London Stock Exchange Group, BATS Chi-X
Europe, Markit Boat and the main data vendors:
Thomson Reuters, Bloomberg, Fidessa, NYSE
Technologies and SIX Telekurs, have been
working for most of this year to achieve a practi-
cal and common solution for standards on post-
trade equity data.

Though participants have different views on
some issues, they are united in the basic belief
that the industry can and should act to improve
the consistency and comparability of data from
different sources.

This has led to the Market Model Typology
(MMT) project, a model which can be immedi-
ately adopted and used by vendors and their
services. MMT provides a translation between
legacy trade reporting flags to a newly defined
single market standard. The translation is being
adopted by MMT participating vendors on be-
half of investors who seek clarity in monitoring
market activity.

Among other benefits, MMT will enable inves-
tors to accurately monitor market events by
standardising how these events are identified
across a fragmented market for the first time
since the introduction of MIFID and it offers a
practical solution ahead of MiFID II.

“This MMT initiative provides an immediate solu-
tion for users of consolidated data from the par-
ticipating Regulated Markets and MTF’s through
the various applications provided by the partici-
pating data vendors. This is a significant step
forward in the efforts to standardise trade data
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and allows investors to accurately monitor mar-
ket activity. The clarity provided will also help in-
form users on the ongoing efforts and prove the
benefits of standardisation,” said FESE.

Algorithmics integrates Axioma’s
equity models

Algorithmics and Axioma have announced a
business relationship to offer buy side clients
data derived from multi-factor equity models as
part of Algo Risk Service.

Algo Risk Service is Algorithmics’ hosted portfo-
lio construction, risk management and reporting
service. The combined proposition integrates
data derived from Axioma’s proprietary equity
models in order to meet a market demand for
customised risk solutions offering options for
data source and modelling.

Dr Sebastian Ceria, CEO, Axioma, said,
“Most clients want to achieve modelling con-
sistency between the risk-focused middle
office and investment-oriented portfolio man-
agers in the front office; our collaboration
with Algorithmics provides that consistency
of equity risk. Axioma'’s front office clients will
enjoy consistent modelling with their middle
office risk departments.”

Axioma Risk Models offer a wide range of re-
gional and style-base models that are recali-
brated daily as opposed to the industry norm of
monthly, with re-estimations and production of
factor exposures, covariance matrices, and as-
set specific risks.

BNP Paribas expands hedge
fund admin

BNP Paribas Securities Services has an-
nounced its investment programme for hedge
fund and fund of hedge fund administration ser-
vices for both UCITS and offshore funds.

Building on existing fund accounting, perfor-
mance and risk monitoring capabilities, the pro-
gramme now enables it to support hedge fund
managers using all current strategies, including
those employing high volume trading.

Chris Adams, recently appointed head of hedge
fund solutions at BNP, said, “As the hedge fund
industry becomes more institutional-investor
focused, hedge fund managers’ administration
requirements will continue to evolve.

“This investment programme, now live, was con-
ceived specifically to meet these requirements by
taking a more menu-driven approach — helping
managers launch funds quickly, measure coun-
terparty exposure and exert greater control.”
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The bank is targeting start-up and established
funds with the programme, which will also de-
liver BNP’s market intelligence.

BNY Mellon in asset servicing
shake-up

BNY Mellon has announced a reorganisation of
its asset servicing management team.

Vince Sands is named as deputy CEO of BNY
Mellon Asset Servicing and will report to Tim
Keaney, vice chairman and CEO of BNY Mel-
lon Asset Servicing. Replacing Sands, Samir
Pandiri, previously CEO of BNY Mellon Shar-
eowner Services, will take over as head of the
Americas’ Asset Servicing business and will
report to him.

Lou Maiuri, previously head of outsourcing, is
named as head of the Global Financial Institu-
tions business. Maiuri takes over from Nadine
Chakar who becomes global head of BNY
Mellon’s Derivatives360 business. Chakar will
report to Karen Peetz, vice chair and CEO of
Financial Markets and Treasury Services at
BNY Mellon.

“At a time of unprecedented market and regula-
tory change in the derivatives markets, Nadine’s
proven leadership and abilities will ensure that
we continue to meet the evolving needs of our
clients as we expand our derivatives offerings
globally,” said Peetz.

Chakar succeeds Patrick Tadie, who has been
named business executive for the company’s
Alternative and Broker-Dealer Services busi-
nesses. She has more than 20 years of progres-
sive experience at BNY Mellon.

Hani Kablawi is expected to become head of
EMEA Asset Servicing, replacing Frank Froud
who is leaving the company. Kablawi has re-
cently acted as head of client management for
the EMEA region. Replacing Kablawi will be lan
Stewart, who will oversee country management
and strategic clients across the EMEA region
and continue in his role as head of North Ameri-
ca client management. Stewart will report to Jim
Palermo, vice chairman and CEO of Global Cli-
ent Management.

Both Maiuri and Kablawi will report to Tim
Keaney. Chong Jin Leow, head of Asia Pa-
cific Asset Servicing, will continue to report
to Keaney.

Tim Keaney said, “These changes will enable
us to have a more focused and streamlined
approach to building our business and deliver-
ing excellent client service in a rapidly chang-
ing economic environment. Vince, Samir, Lou
and Hani all have terrific experience within our
company and deep knowledge of the asset
servicing business.

“We are grateful to Frank for his contribution to
the company and to Nadine for her leadership
within the Asset Servicing business over the

past decade. Both have played an important
role in the successful integration of The Bank
of New York and Mellon Financial following our
merger in 2007, and we wish them all the best
for the future.”

ECSDA warns on MiFID Il overlap

The European Central Securities Depositories
Association (ECSDA) has said that CSD safe-
keeping services should not fall under MiFID
Il requirements. Instead, the services should
be regulated together with other core and an-
cillary services of CSDs under the upcoming
CSD regulation.

ECSDA noted that the proposal to include “safe-
keeping and administration of financial instru-
ments” in the list of investment services appears
unjustified because safekeeping activities car-
ried out by entities holding securities accounts
for their clients, whether custodian banks or
CSDs, are already regulated and custodian
banks are already subject to authorisation either
as investment firms and as credit institutions un-
der existing EU legislation.

Meanwhile, CSDs are soon to be regulated un-
der the EU regulation on CSDs, which will cover
both their core and ancillary services.

“Overlapping regulations should thus be avoid-
ed, not only because duplication could lead to
inconsistencies in implementation, but also be-
cause the proposed reclassification of the safe-
keeping and administration of financial instru-
ments services as investment services would
not lead to a stricter authorisation and supervi-
sion regime,” ESCDA said.

Fidessa launches real-time
intelligence tools

Fidessa has launched a suite of analysis tools
for buy and sell side firms. The initiative, Fi-
dessa Intelligence, will help firms make better
sense of the trading environment, identify new
opportunities, fine-tune their execution activity
in real-time, and independently measure and
benchmark their overall trading performance. In
short, the intention is that firms will increase rev-
enue and lower costs by making more informed
decisions and improving trading efficiency.

The first of these tools is available in the US,
Fidessa Trader Intelligence, and is designed to
help brokers capture, filter, organise and display
a wealth of actionable data from a multitude of
disparate sources. This empowers traders by
enabling them to better understand their clients’
trading styles, patterns and interests, as well as
uncover new trading opportunities, to provide a
higher level of service.

Steve Grob, Group strategy director at Fidessa,
said, “Regulation and technology are combin-
ing more than ever to make today’s financial
markets increasingly complex and fast-paced.
Against this backdrop, firms need to manage
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costs whilst developing competitive edge too.
The ability to understand how trading activity is
really performing makes it easier to maximise
efficiency and identify and leverage new oppor-
tunities. Those firms with access to these tools
will ultimately be able to perform better and offer
improved client service.”

Fully integrated into Fidessa’'s sell side order
management platform, Trader Intelligence ad-
dresses the challenges of increased data vol-
umes and siloed systems, and provides users
with new information and analysis delivered
through a simple, unified interface. Trader In-
telligence optimises workflow by aggregating
a broad range of data — including market data,
trading data, holding data, Opportunity Cross-
ing data, trade adverts, |0Ols and execution cost
analysis — and presents it as powerful counter-
party and trading intelligence that can be used
to maximize order flow and control costs. It also
provides integrated news and block trade data
to help traders identify market-moving events,
with the option to include shareholder informa-
tion and other publicly sourced data seamlessly
into the sales trader’s blotter.

All the data can then be filtered, analysed and
manipulated to provide the necessary intel-
ligence to make informed, timely decisions
about trading opportunities and to ensure opti-
mum execution is achieved. Trader Intelligence
also has advanced tracking features and query
tools that enable traders to rank their clients’
interests based on configurable weightings
of current, historical, watch list and holdings
information. It is distinguished by an intuitive
user interface that allows traders to select and
manipulate data sets and filter information by
client coverage, portfolio or stock views with
‘one-click’ functionality.

Sabrina Segatta, product manager for Trader
Intelligence, said, “Today’s trading environment
presents sell side firms with competing priorities
and diverse opportunities to gain competitive
advantage. Fidessa users are demanding bet-
ter, more efficient ways to service their clients
with tools that allow them to deliver relevant, tar-
geted communications and enhance their cus-
tomer service. They are bombarded with high-
volume data and simultaneously challenged to
reduce costs. We are helping them meet these
demands with the launch of our suite of Fidessa
Intelligence tools.”

Future additions to the Fidessa Intelligence suite
will include tools to: interpret trading perfor-
mance and adjust execution parameters in real
time; produce reports that analyze, interpret and
benchmark post-trade performance; and provide
a broker-neutral measure of execution quality as
well as a ranking of executions trade by trade.

Send your press releases to
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AST: How have the Asian markets
coped with the global financial cri-
sis of the last three years?

Barnaby Nelson: There was a significant time
lag effect - where China / West to East capital
transfer kept Asia going for 2008-2011. Global
slowdown begun to bite / hit Asian volumes in
mid 2011 - and markets are now as difficult in
Asia as they are anywhere else in the world.

Philip Reichardt: On a relative basis, the Asian
markets have held up well, although there has
been some financial contagion from the West to
the region, as witnessed by slower economic
growth reported by some of the major Asian
markets. Asia is clearly not disconnected from
the US and European economies.

Simon Cleary: In general terms the Asian mar-
kets have held up relatively well by comparison
to the developed markets in the west. While
Asia is clearly not decoupled from wider global
issues, it has generally been better insulated
and relative market performance has, by and
large, been stronger — typically market indices
have been up for the three year period by 60-70
per cent in Asian markets versus approx 25 - 30
per cent for the major markets in the West.

We are clearly seeing a bigger proportion of
investments being allocated towards emerging
markets generally, with Asia leading the way.
Based on recent and ongoing client conversa-
tions our expectation is that this will continue for
the foreseeable future.

Colin Brooks: It's been a bit of a roller coaster
ride with the Asian markets performing robustly
in 2010 and first half 2011, and the inevitable
knock on of the euro crisis hitting after this, with
a focus on bank deleveraging and trade con-
nections between the two regions.

Philippe Metoudi: Generally, the ability of the
Asian markets to cope with different types of
crisis and to recover — and here I'm also think-
ing of epidemics like SARS — has always been
exceptional.

When it comes to the financial turmoil over the
last three years, the Asian markets have certain-
ly suffered less than others and have coped ad-
equately with the crisis. For example, there has
been an impact on China over this period, with
a knock-on effect on trade with its major part-
ners, but GDP growth of around eight per cent
can still be expected during 2012 and although
this rate may drop further slightly, this remains
an impressive figure. China’s principal trading

partners Singapore and Hong Kong have also
experienced a slowdown in growth, but gener-
ally macro-economic policies implemented by
central banks following the onset of the crisis
have been flexible and created the necessary
stimuli domestically. Other central banks, such
as India, have also been required to juggle the
need for sustaining growth with the pressure of
rising, or stable but high, inflation. There is no
doubt that Asia continues to be the engine for
the growth of the world’s economy.

We will continue to focus heavily on the needs of
our Asian clients and have observed their ever in-
creasing contribution to our revenue stream. We
believe that the share of revenue from Asia will
increase from its current level of approximately
20 per cent to around 30 per cent by 2016.

John Mason: Sound macroeconomic and fi-
nancial fundamentals, strengthened during the
Asian financial of 1997, have cushioned the
impact from the global financial crisis on Asian
economies, allowing more room to carry out
monetary and fiscal policies in response to the
unfolding crisis.

Furthermore, most Asian financial institutions
are well capitalised and had limited exposure
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to structured credit products and other asset-
backed securities. As a result, Asian economies
were able to avert the worst effects.

The notion that Asian economies could decou-
ple from the global economies was put to the
test during this period and rejected. It was prov-
en that they remain deeply integrated with the
rest of the world. Despite domestic consumption
growing significantly, Asian economies were af-
fected by the crisis with those more dependent
on external demand contracting more sharply
than the rest.

Even China, which has seen phenomenal growth
in recent years, could not avert the crisis and
responded with massive counter-cyclical fiscal
packages and aggressive monetary easily.

Central banks in Asia have taken appropriate ac-
tion to ease monetary policy and governments
have implemented a range of measures to sup-
port lending activities, which has helped to cush-
ion the impact on their domestic economies.

Looking forward, considerable risks remain for
Asian economies as the global financial crisis
continues to unfold, although the full impact will
depend on the length and depth of the reces-
sions in the US and Europe.

AST: What is one of the biggest
changes in the way business is being
conducted in its aftermath?

Brooks: It is difficult to point to one single
change. Three principal changes come to mind.
(1) Much greater focus on risk and how it is man-
aged in the market, especially counterparty risk.
Clients have been asking about where risk lies
and discussing in some detail what might happen
at different points in the post-trade environment if
a participant or counterparty were to default. (2)
Cost and how to save it — cost has always been
an issue at the forefront of clients’ minds but if it
was important before, it has become critical now.
With the sustained fall in revenue from interest
rates close to zero in many markets, coupled with
reduced transaction volumes, it is not surprising
that efforts to manage costs down continue to in-
tensify. (3) Regulation — sub-custodial activities
are generally only subject to light touch regula-
tion, but this hasn’t stopped it becoming a key as-
pect of our lives. The knock-on impact of regula-
tory developments on fund managers and global
custodians is very time-consuming but does ac-
tually play to a key strength of a well-capitalised
sub-custodian such as HSBC.

Metoudi: We have noticed across the region
that the crisis of confidence stemming from oth-
er regions and trading blocs has led to a greater

focus on risk and also the development of oppor-
tunities across borders within Asia. The banking
and financial sector has, naturally, adapted to
the post-crisis environment and is looking to
market infrastructures to provide the lead on
reducing risk; this can take various forms, for
example in Hong Kong, authorities have moved
towards improving investor protection and list-
ing rules; in Indonesia, local authorities have
taken steps to increase investor identification
and investor protection through the establish-
ment of the Indonesian Financial Services Au-
thority (OJK).

The ability of the Asian markets to cope
with different types of crisis and to recover
has always been exceptional

Philippe Metoudi

Other initiatives seek to increase opportunities
across borders. The exchanges in the ASEAN
area have taken steps for example, to increase
co-operation in this regard. This is also evidenced
by the number of MoUs that have been signed by
the exchanges and their intent; for example the
Shanghai Stock Exchange is exploring possibili-
ties for cross-listing with its Brazilian counterpart.

The aftermath of the crisis has also led to initia-
tives to reduce derivatives-related risks by put-
ting in place infrastructure for central clearing
and registration for OTC trading. Measures have
been or are in the process of being implemented
in China, India, Korea, Taiwan, Australia, Hong
Kong, Thailand, Japan and Singapore.

Mason: The biggest changes to business will
be generated by the new global regulatory re-
gime. The impact of this reform is expected to
be substantial, particularly for firms with large
investment banking, consumer banking and
broker-dealer operations.

Probably the most significant piece of new regula-
tion is the Dodd-Frank Wall Street Reform and Con-
sumer Protection Act, which was enacted in the US
on 21 July 2010. This is a broad and complex piece
of legislation that re-writes the rules governing fi-
nancial service providers and products.

The Act focuses on enhancing transparency and
accountability in the financial services industry
and includes rules relating to systemically im-
portant financial institutions; the so called ‘Vol-
cker Rule’ limiting proprietary trading and the
ownership or sponsorship of hedge and private
equity funds; the establishment of a Consumer
Financial Protection Bureau; and the compre-
hensive regulation of derivatives markets.
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Other significant regulatory initiatives include a
review of equity market structures, money mar-
ket funds, accounting standards and bank capi-
tal and liquidity requirements.

Nelson: It's too early to say. During the growth
years (to mid 2011) the major development was
Asian banks willing to outsource whatever they
could in order to grow quickly. This ran counter to
accepted views on Asians and outsourcing. Now
though, with markets contracting, it remains to be
seen whether Asian banks will revert to type (ie.
insource) or continue to grow aggressively.

Reichardt: One of the most visible changes in
Asia is the strong development of the off-shore
renminbi (RMB) market. RMB settlement vol-
umes in Hong Kong more than doubled over the
past year, RMB cash deposits soared to well over
RMB 600 billion and the number of issuers tap-
ping into this market continues to grow. There is
also increasing interest in Reg S and Rule 144A
securities issuance, and we're hearing about
plans to issue the first renminbi-denominated su-
kuk. Not to miss such a trend, Singapore, New
York and London are positioning themselves as
alternative offshore RMB centres.

Although the most active issuers are based in
mainland China and Hong Kong, they are work-
ing through both syndicated and non-syndicated
distribution channels, targeting both local and
foreign investors. Issuers are mostly using one
of two options to tap the “dim sum” bond market,
either by issuing RMB-denominated securities
through the Hong Kong Central Money Markets
Unit (CMU) or the international central securities
depositories (ICSDs), such as Euroclear Bank.

Infrastructure service providers have an im-
portant role to play in furthering progress while
keeping a very watchful eye on managing the
risks associated with more global market partici-
pation in the region.

The biggest changes to business will
be generated by the new global
regulatory regime

John Mason

Cleary: We are experiencing an increasing
number of conversations with clients and pros-
pects being focused around asset protection
and risk management concerns. In particular,
both investors and intermediaries are more
overtly interested in the balance sheet strength
of service providers, more heavily focused on
contractual arrangements, keen for enhanced
transparency — particularly around FX execu-
tion — and focused on higher levels of auto-
mation and more real time reporting and MIS.
That is not to say that pricing is off the agenda
(custody fees are continually being squeezed,
unfortunately!) but it is increasingly a secondary
discussion once sufficient comfort is felt around
the risk related issues
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AST: What is the most significant
changing demand that intermediaries
are asking from their custodians?

Metoudi: We have noticed that our clients are
enthusiastic about exploring new products and
asset classes generally. This includes the open-
ing of new settlement links where it is feasible
and where local regulations allow. Also, since
the crisis began we have responded to the
needs of our Asian region customers by extend-
ing our business “operating” day to 21 hours and
providing them with operational support locally.
This enables Clearstream to provide coverage
across all Asian time zones and to be more re-
sponsive. We have set up an operational hub
in Singapore back in 2009, a move that paid off
as our clients in Asia really expect us to support
them in their time zone and language.

In addition, we have noted an increased demand
for collateral management or global securities fi-
nancing services amongst our Asian client base.
Although Asian banks are relatively well capita-
lised, we have noticed that following the struc-
tured credit crisis that began in October 2007
and which spread to the sovereign debt markets
towards the end of 2009, they are working to-
wards meeting the Basel Il requirements around
the 2019 target date. This will require them to is-
sue further debt and to maximise their liquidity
ratios through better collateral management. In
addition, we are offering outsourcing solutions
to domestic market infrastructure organisations
in order to bring our 20 years of expertise and
solutions in this area within reach of local entities.
In Asia-Pacific, we have entered a strategic part-
nership with the ASX Group in August 2011.

Mason: Our clients are placing a greater em-
phasis on changes to the regulatory landscape
and are seeking our views on the impact to their
business. For example in derivatives we are
moving towards clearing through central coun-
terparties. Clients are turning to us to help them
develop new products and services that will
facilitate the use of OTC derivatives under the
new market model.

Many clients recognise the benefit of the end to
end solutions that custodians provide which in-
cludes servicing, custody, accounting, valuation
and risk and analytics. Increasingly, we see cli-
ents seeking value added services beyond the
scope of custody and fund accounting.

Furthermore, with continued market uncertainty,
increasingly sophisticated investment strategies
and amplified regulatory scrutiny, asset owners
and managers worldwide are seeking greater
transparency of performance, risk, analytics
and compliance across their portfolios. Demand
for accurate, timely information that clearly illus-
trates the drivers of performance and risk are
increasingly in demand.

It has also been a trend for some clients to focus
on core activities while outsourcing middle and
back office functions, as it creates operational
and technological efficiencies for the investment
manager and it helps them to control costs.

Nelson: Requirements are coming closer and
closer to brokers’ bottom line - and they are asking
for help on any number of business issues. Where-
as Asian custodians used only to be able to offer
banking custody, we’re now much better equipped
to deliver deeper solutions to brokers. Whether
that is demanding a fully operational back office
(in order to grow quickly into 20 new markets) or
a proven clearing service to deal with escalating
capital requirements (for example in Hong Kong),
the key point is that custodians are now asking for
business solutions - not just products.

Reichardt: With the globalisation of markets,
and the potential for financial contagion be-
tween markets, securities professionals see the
need to manage exposures arising from different
types of transactions, particularly on a cross-bor-
der basis. Thus, demand is soaring for efficient
collateral management services that optimise
collateral accessibility and the use of collateral
for risk management and liquidity purposes.

Euroclear is a strong supporter of collateral pool-
ing, where assets held in a domestic market, ei-
ther in the local CSD or with local banks, can
be used to support collateral needs for cross-
border transactions outside the home market.
This also means that assets held in Euroclear
Bank can be as easily used in Asia for the same
purpose. The range of securities that may be
used as collateral is enormous, when consider-
ing that the Euroclear group has more than €22
trillion of assets held in custody.

The collateral management services to be of-
fered by local entities, such as the local CSD, can
be white labelled or offered as a Euroclear Bank
service to their clients. Settlement of collateral
movements occurs locally between local CSD
accounts, and local CSDs retain full ownership of
their contracts and relationships with their mem-
bers. The service can also be extended to help
local market participants manage their collateral
needs for central counterparty margin manage-
ment. And, the range of transactions are almost
limitless, including repos, derivatives, securities
loans, central bank monetary policy operations,
access to central bank liquidity and more.

Cleary: Itis probably less around new demands
per se than an increased emphasis in certain
areas. Beyond the obvious settlement and as-
set servicing requirements intermediaries are
looking for custody providers to provide local
consultancy and guidance, whether in terms of
the timely provision and interpretation of market
driven information and news, or in terms of in-
fluencing local market practice towards global
norms. Clearly support for their own market due
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diligence activities is an increasing requirement,
as is the need to consistently improve automa-
tion and provide relevant and timely KPI and
MIS metrics — particularly (again) in the context
of FX rate transparency.

But if | see one area where the expectation
has clearly risen it is in terms of on the ground
market advocacy. In appointing us as direct or
sub-custodian our intermediary clients are look-
ing for SCB to be their eyes, ears and voice on
the ground in the markets within which we oper-
ate. This involves proactive engagement in the
regulatory space, both in terms of lobbying for
any changes to facilitate growth of cross-border
investment flows, (such as working towards
global standards around client documentation
in India, for example) and, importantly, in terms
of leveraging direct relationships with regulators
to help inform and influence future legislation.

Brooks: The demand for lower cost. Sub-custo-
dians are at the end of the settlement chain and
therefore have nowhere to pass on lower costs,
applying pressure to margins. This is particularly
acute when revenues are facing reduced mar-
ket values, subdued transaction volumes and
low interest rates. However, many broker deal-
ers are now looking very closely at outsourcing
their back and middle offices to sub-custodians
as a potential way of making cost savings and
allowing them to focus on their core competen-
cies such as execution and research. If struc-
tured properly this can be a real win-win for both
sub-custodians and broker-dealers.

AST: What are the significant changes
to core post trade services?

Mason: Clients are increasingly using cost effec-
tive end-to-end collateral management services
to allow them to focus on their core activities.
This includes managing counterparty exposure,
eligibility of and sufficiency of collateral, margin
and collateral movement, capture of bilateral
agreements and post trade compliance.

Beyond the obvious settlement and asset
servicing requirements intermediaries
are looking for custody providers to provide
local consultancy and guidance

Simon Cleary

Straight-through-processing of trades has be-
come increasingly common in recent years and
has contributed to reduced operational risk and
trade failure rates. With this development, as-
set managers look to custodians to provide reli-
able IT infrastructure and real-time reporting of
positions via their delivery platforms. As such,
custodians are required to constantly evaluate
their systems to improve the quality of service
and performance and also to support changing
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regulatory and client needs.

Key developments in the OTC market have
heightened the need for transparency and inde-
pendent valuation and, in time, qualified interme-
diaries that have the capability to work hand in
hand with established exchanges in the clearing
and settlement of OTC instruments. State Street's
Global OTC derivative platform automates pro-
cessing across the middle and back offices, from
trade capture and allocations to settlement and
reporting, using industry-standard formats that
link central counterparties and industry utilities
to assist clients to streamline their operations
and reduce operational risk without costly invest-
ments in infrastructure and resources.

Finally, risk management has always been a
focus of both asset owners and asset manag-
ers but the current environment has heightened
sensitivity to the importance of risk identification.
Whether investment, credit, liquidity or opera-
tional risk, this renewed focus has put pressure
on asset managers and owners to more closely
scrutinise current risk management practices
and adjust them to today’s environment. Integrat-
ed and comprehensive analytics services allow
custodians to help asset managers and owners
reduce operational risks and costs. Such servic-
es permit asset owners and managers to gain a
comprehensive view of accurate, integrated data
encompassing all instrument types, asset class-
es and regions in a specific portfolio.

Nelson: The last five years has seen a radical
shift in the post trade space - both from regula-
tory and client perspectives. 2011 saw the final
validation of third party clearing in Hong Kong
(followed shortly after by Singapore) - with local
regulators finally sanctioning a model that helps
clients to cut risks and increase liquidity. 2012
has then seen brokers outsource their entire
clearing obligations to custodians - making a
massive impact on their balance sheet. Viewed
in terms of “before and after” this is huge: we've
gone from a custody account to one where a
broker can keep only a trader and a compliance
officer in-house - with all capital and systems
outsourced to a custodian.

Reichardt: A trend that we are beginning to
see evolve nationally, regionally and on a
transcontinental basis is the move towards fur-
ther infrastructure consolidation and strategic
partnerships. Infrastructure service providers
in particular are seeing the merits of working
closely with other service providers that have
proven expertise and established track records
to complement their service offerings. We can
see this trend exemplified in the stock exchange
mergers in Japan, the attempt of SGX to ac-
quire ASX, Euroclear’s partnerships with Capital
Precision and Broadridge in the asset servicing

domain, and the MoUs agreed between CSDs
in Asia and the West.

The international capital market community has
been seeking ways to access China and en-
sure that the Chinese authorities can take ad-
vantage of market practices from other parts of
the world. For example, SWIFT and the Asian
Securities Industry & Financial Markets Asso-
ciation (ASIFMA) have organised and led vari-
ous working groups to tackle issues relating to
reference rates, the distinction of trade versus
non-trade settlement, the differences between
onshore and offshore transactions, and the pos-
sible need for a new currency code (CNH) for
offshore renminbi issuance, to name a few.

In Asia the markets are so varied and at
different stages of development that it
would be difficult to take one as a
benchmark for others

Colin Brooks
Another initiative that is close to our heart is
the task force comprising Asian central banks,
CSDs and Euroclear Bank, which aims to cre-
ate a post-trade infrastructure for the clearing
and settlement of Asian bond transactions. A
pilot platform is being conceived for launch in
early 2012.

Cleary: In terms of market developments one sig-
nificant talking point has been the trend of markets
towards implementation of binding pre-settlement
affirmation processes, which raises fairly obvious
credit management concerns for custodians who
have little choice but to settle on settlement date
once a purchase trade has been affirmed whether
or not his underlying client funds his account. This
currently impacts nearly half of the Asian markets
in which SCB operates and effectively pushes
settlement risk away from the direct market par-
ticipants on to the custodian.

Account operator services are another increas-
ing trend, whereby brokers effectively outsource
management of their exchange accounts to their
custodian.

Beyond these, we see increasing interest in host
to host and secure FTP connections, including
brokers, clearing agents, global custodians and
sub-custodians, and also heightened demand for
increasingly sophisticated settlement analytics

Brooks: One change is the increasing tenden-
cy for stock exchanges and central securities
depositaries (CSDs) to provide corporate action
information by electronic linkage using SWIFT
ISO formats. This helps efficiency in the local
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market and reduces some of the processing
risks associated with corporate actions. Howev-
er, there is a long way to go before corporate ac-
tion processing can be automated to the same
level as settlement processing.

Metoudi: Given the number of challenges that
the region is facing in terms of the development
of new trading platforms and the focus on re-
vised domestic regulation, significant changes
to core post trade services across the region
have been limited. However, clients continue to
request new services and greater coverage for
new markets, asset classes and currencies.

One area, in which we have adapted to in-
creased demand in the post trade environment,
is to improve with local partners to enhance ser-
vices related to the issuance of offshore yuan-
denominated instruments. There is significant
demand for new issuance of securities in the
offshore CNY and we are in discussion with reg-
ulators in Singapore to facilitate a market there.

AST: What markets present abench-
mark to others?

Nelson: Hong Kong is the natural leader in Asia
- in terms of innovation and openness. Although
progress here hasn’t been immediate or easy,
we’ve seen most developments hit Hong Kong
first before the rest of Asia (eg. Tri-party Settle-
ment Agency and Third Party Clearing). Singa-
pore then follows naturally and once models are
proven in both markets, they naturally spread
throughout ASEAN and North Asia.

Reichardt: Different markets for different pur-
poses is how | will answer this question. | do not
believe there is one single market that the others
seek to emulate in its entirety. Of course, there
are many experiences to share and from which
to learn in order to adapt market infrastructure
services to accommodate changing local, re-
gional and cross-border market dynamics.

The last five years has seen a radical
shift in the post trade space - both from
regulatory and client perspectives

Barnaby Nelson

In Asia, Tokyo, Shanghai, Hong Kong, Singa-
pore and Seoul are among those markets that
usually spark some benchmarking for differ-
ent reasons. | would also say that this type of
benchmarking occurs between regions as much
as within regions. Market infrastructures are
regularly sharing best practices with each other,
increasingly joining forces to strengthen their
mutual business prospects and forging agree-
ments that increase liquidity and reach for their
local issuer communities.

Cleary: In truth all markets evolve at a pace
commensurate with levels of investment, in-
frastructure, regulation and depth of capital
markets and, across Asia, markets are at dif-
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ferent stages of evolution. While markets such
as Hong Kong and Singapore are further down
the path than some others, it is difficult to talk in
terms of benchmark markets.

Brooks: In Asia the markets are so varied and
at different stages of development that it would
be difficult to take one as a benchmark for oth-
ers. In terms of efficiency in the post-trade en-
vironment the high turnover markets such as
Japan and Australia offer the highest levels of
automation.

Metoudi: In Asia, the spotlight is on China and
that will continue to be the case, simply because
China is an economic driver for the region and
beyond.

Mason: Across Asia, regulators have made
concerted efforts to strengthen and deepen their
capital markets by enhancing market infrastruc-
ture, market linkages, market access and mar-
ket liquidity, working together in parallel through
committees such as APEC and ASEAN.

Hong Kong and Singapore both offer a broad
range of financial services, excellent infrastruc-
ture, a stable legal framework and a strong reg-
ulatory regime that is respected across the re-
gion. In addition both have deep pools of skilled
financial services talent from which to draw.

AST: Are we any closer to harmoni-
sation in Asia and what would it
mean to clearing, settlement and
custody services?

Cleary: While there continues to be a lot of dia-
logue and wishful thinking around harmonisa-
tion of practice, regulation and currency across
Asia the reality remains that Asia is made up
of a number of independent thinking markets
controlled by different regulatory regimes, each
utilising their own national currencies. Initiatives
such as the Asean link-up are positive, but prac-
tical implementation remains elusive and, per-
sonally at least, | don’t see anything dramatic
happening in the reasonable short term that will
tangibly improve clearing, settlement or custody
practices across Asia. The national and political
environment across Asia is very different to the
US and Europe, where at least the majority of
the political and currency issues have been, or
are being, addressed. (Notwithstanding obvious
topical issues with the euro!).

In the absence of such an environment | see
regional custodians such as ourselves having a
very important role to play in attempting to nor-
malise market access and costs through com-
mon systems, consolidated and/or distributed
service delivery, common messaging protocols
and, importantly, ongoing dialogue with local in-
frastructures and regulators towards best mar-
ket practice.

Nelson: Arguably initiatives like ASEAN + 3 and
the ASEAN Trading Link are moving us closer

to harmonisation in the region but the path to-
wards this is still unclear in concrete terms. This
is mainly because there is very little pull from the
market towards harmonisation. Those who have
built infrastructures to cope with market differenc-
es now value these differences as a barrier to en-
try. Plus, those who want to come into the region
no longer turn to the regulators for harmonisation
- but rather to custodians and providers to act as
shields against market complexities.

Reichardt: There are signs that some Asian
markets recognise the benefits of harmonisa-
tion, as evidenced by the very constructive
discussions held by the ABMI for Asian bonds.
However, in practice, there is no example | can
cite as yet that suggests harmonisation is im-
minent in Asia.

In the United States and Europe, further har-
monisation is now predominantly led through
public policy initiatives. This is a distinct dif-
ference from the situation in Asia, as there is
tremendous political will in Europe to deliver
harmonised post-trade processes whereas poli-
cymakers in Asia have yet to push forward any
such initiative.

Discussions in Asia to harmonise the Asian
bond markets have been going on for some
time. Research papers have been published
and speeches have been delivered supporting
the need for harmonisation, but the drivers are
not sufficiently strong to create any momentum.

At the moment, | would say that improving access
to Asian markets is higher up the list of priorities
since this is expected to generate additional capi-
tal flows to the region. As a result, in this context,
harmonisation will be a consequence rather than
a prelude, and only once Asia’s regulators agree
on the best way forward.

Brooks: Over a number of years there have
been several initiatives that have attempted
to bring harmonisation to the markets in Asia,
but so far with limited success. However, there
are some initiatives currently ongoing which
are gaining some traction. One of these is
the ASEAN + 3 bond market initiative which
aims to make the trading of bonds within Asia
easier and cheaper. There is also the ASEAN
Exchanges initiative involving Malaysia, Singa-
pore, Thailand, Philippines and Vietnam which
aims to facilitate the trading and settlement of
blue-chip stocks listed on one exchange, on the
other markets in the group.

Metoudi: Harmonisation of financial markets
in Asia is currently characterised by two key
initiatives: Firstly, from a trading perspective,
the ASEAN Exchanges project appears to be
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progressing on time, with the first linkage
— Singapore Stock Exchange with Bursa
Malaysia — among the seven members
due to take place in June 2012. The Stock
Exchange of Thailand is due to join two
months later. In terms of clearing, settle-
ment and custody services the impact is
expected to be minimal although exchang-
es may be required to select a global cus-
todian to support the linkage.

There are signs that some Asian markets rec-
ognise the benefits of harmonisation, as evi-
denced by the very constructive discussions
held by the ABMI for Asian bonds

Philip Reichardt

The second significant initiative is the Asian
Bond Market Forum (ABMF) that involves the
ASEAN+3 markets and which aims to improve
the post-trade environment for bonds. The ABMF
has conducted extensive reviews regarding mar-
ket structure, transaction flows and settlement
infrastructure as well as legal and regulatory
requirements of the individual member states.
Their final report is expected in February 2012
and although the final objective remains a me-
dium to longer term goal, it is hoped that certain
market practices regarding harmonisation of is-
suance practices can start to be adopted.

Mason: Through the Association of Southeast
Asian Nations (ASEAN), many countries in the
region are working to liberalise their financial
markets and integrate with one another, with the
goal of gaining efficiencies for their individual
markets and better positioning themselves to
compete for international capital. While they are
making progress, such as recent moves to es-
tablish a pilot of an Asian funds passport, many
challenges still lie ahead.

To achieve their objectives, ASEAN’s member
countries will need to work hard over the next
few years to reach and implement agreements,
develop investment opportunities for the global
community, and leverage integration initiatives
in other regional organizations.

One of the challenges for the region is that de-
spite the numerous governmental organisations
that operate across the region there is no pan
Asia-Pacific structure comparable to the EU.
Given Asia-Pacific comprises numerous coun-
tries spread across multiple continents and
oceans, each with its own political, economic
and cultural interests, it is also unlikely that an
EU-type grouping will emerge in the foresee-
able future.

Irrespective of the challenges that exist, there are
many incentives to encourage harmonisation.
Operation and trade costs will decrease due to
the similarities of operating within a harmonised
region, trade flow will increase on the back of de-
regulation and integration, and a wider range of
products will be made available to investors.
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AST: Which measures being taken
in the push to regulatory reform
are most beneficial to improved
risk management?

Nelson: Inevitably third party clearing is a sig-
nificant development that will continue to help
reduce systemic risk in a growing number of
markets - and we are continuing to push for the
adoption of this model in several new markets
across the region.

Reichardt: The need to comply with Basel Ill and
the new FASB standards will require more sophis-
ticated collateral management business practices
in Asia. In fact, | would say managing collateral will
become as important as managing banking rela-
tionships in Asia for balance sheet purposes.

Asian central banks are already applying
pressure on local banks to demonstrate their
long-term liquidity capacity levels. Moreover,
in Asian markets, where banks often need to
manage liquidity when large portions of their
local currency balances are held off-shore,
counterparty risks are more complex and must
be mitigated efficiently.

And, as companies in Asia look to raise money
in the capital markets rather than through con-
ventional bank loans, they are putting pressure
on their banks to secure against redeposit risks
when leaving large cash balances with them.

All of these factors point towards the same is-
sue: seeking the best way to secure exposures
and to comply with client and regulator demands
to be fully secured.

Cleary: Obviously reforms centred on KYC and
anti-money laundering are important, as are any
movements towards more secure and efficient
markets — these act in everybody’s interest. |
think a key point here, though, is the need for a
consistent approach in line with global best prac-
tice. We are all hearing an increasing level of
regulatory noise in response to the market envi-
ronment and we are all grappling with hundreds,
if not thousands, of pages of, typically, disparate
legislation on a market by market basis — not
specifically in Asia but at a global level. My plea
would be for greater dialogue between regula-
tors towards best practice to ensure that the right
level of workable reforms are introduced in order
that (i) market participants can conform at a rea-
sonable cost commensurate with the risk being
mitigated and (ii) investors and intermediaries
accessing multiple markets can enjoy some con-
sistency in approach in order to be able to better
understand and comply with requirements.

Metoudi: The measures being taken in a large
number of markets with regard to the registra-
tion and clearing of OTC derivatives can be
seen as a response to the regulatory reform in
this area. Other examples include Hong Kong
where authorities have moved towards improv-
ing investor protection and listing rules; in In-
donesia, local authorities have taken steps to
increase investor identification and investor pro-
tection through the establishment of the Indone-
sian Financial Services Authority (OJK).
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Mason: While the Dodd Frank Act and the Vol-
cker rule will cause significant change and will
present challenges to some financial services
providers, these regulations will undoubtedly
reduce risks in the system.

Perhaps equally important are the steps being
taken to manage risk within the industry itself
by organisations like custodians. For example
State Street has recently introduced an Entity
Exposure Monitor to enable clients monitor their
entire exposure to a particular counterparty. Cli-
ents can see to what extent they are exposed to
a particular financial institution across all of their
lines of business in a single consolidated view.
Other new services allow asset owners who are
invested in alternatives — a traditionally opaque
asset class — to look through to see their expo-
sure to particular private equity investments and
better assess their investment risk.

AST: What do you see Asian markets
delivering to the financial commu-
nity in 2012?

Reichardt: One of the most exciting developments
for 2012 is happening on a pan-Asian dimension.

The task force comprising Asian central banks,
CSDs and Euroclear Bank will launch a pilot
platform in early 2012 to serve as a post-trade
infrastructure for Asian bond transactions. The
Hong Kong Monetary Authority, Bank Negara
Malaysia and Euroclear Bank will streamline the
cross-border settlement of Asian bond trades,
manage relevant corporate actions, facilitate the
primary issuance of new securities and perform
the necessary collateral management functions
to ease cross-border flows.

The beauty of this common approach is that it tack-
les local market issues and needs using existing
infrastructure, thereby limiting up-front investments
and providing a quick time-to-market timeframe.
Moreover, it enables each country to develop its lo-
cal bond market at its own pace, offers issuers the
opportunity to reach investors in multiple markets
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through a single platform and provides the founda-
tion for future initiatives to harmonise market rules
and practices across markets.

We expect new ideas to continue coming for-
ward during the course of 2012.

Cleary: | anticipate continued growth towards
investments in Asia from other regions in rela-
tive terms, albeit with global market driven vola-
tility, leading to an ever increasing importance
for Asian markets on a global level. | anticipate
more and more efficiencies from automation as
technology continues to evolve and infrastruc-
tures make it easier to connect via standardised
messaging and, importantly, | can see solid
growth in Asia off the back of solid domestic de-
mand helping support overseas growth as Asian
investors diversify their portfolios cross-border.

Nelson: Asia has always set itself apart through
its practicality and its readiness to quickly em-
brace new solutions in the light of challenging
issues. In 2012, | expect the Asian markets to
demonstrate that functions such as clearing (or
even the entire back office function) can be out-
sourced on a major scale - even though this has
rarely been done elsewhere in the world.

Brooks: Asia had two of the best performing
stock markets globally in 2011 in the form of
Philippines and Indonesia. We are hoping the
rest of Asia can emulate them in 2012!

Metoudi: We believe that the Asian markets will
continue to be a source of stability and growth
going forward.

Mason: We expect to see continued growth
from Asia, albeit at a slower pace if the Euro-
pean crisis continues to put downward pressure
on global demand. The region has strong fun-
damentals and high reserves that will provide a
buffer from its heavy reliance on global trade.

Meanwhile China and India, the region’s large
emerging markets, are expected to continue to be
the significant drivers of growth — both within the
region and more broadly across the world. AST
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Asian dawn

GBST’s Donal O’Brien explains the new
operational models that will guide the next

20 years

MARKET INSIGHT

I've spent most of my career charting the inexo-
rable progress of technology and operational
practice from West to East; that is, the sys-
tems and procedures, established in the United
States in the Seventies, that established them-
selves in Europe and Japan in the eighties. The
subsequent evolution and, in cases, revolution
of these in Europe during the nineties, gave rise
to a new flow of applications and expertise into
Asia at that time. That seemingly natural state
has had a dramatic change in course in recent
years. We have all heard of the flow of money
into Asia as an aftermath of the financial melt-
down in North America and Europe. With that
economic focus has come an operational one;
our collective talent and budget has concentrat-
ed on the unique problems inherent in the Asian
financial landscape and, as a consequence,
created revolutionary solutions to both regional
and global problems. It is these new models that
will inevitably make their way westward, defin-
ing global financial operations for the near and
medium term.

What are these problems we grapple with in
Asia? Clearly, the most obvious is the nature of

the so-called Asian market; the inescapable fact
that there is not one but many markets, coun-
tries and regulatory regimes which we have to
service. It is this multitude — this disparity of op-
erational practice and legal framework — that, for
many Asian financial participants, defines their
technology and operational framework. There is
no overriding federation enforcing harmonisa-
tion amongst these markets — no common infra-
structure or standards to simplify or even guide
our participation. Contrast this to Europe where,
although not one single market yet, there is
an overarching federation of best practice and
regulatory authority. This can only improve with
the forthcoming T2S initiative, enforcing further
standardisation. Likewise, in North America,
there are well established practices and in-
teroperability between markets, particularly the
US and Canada. Participants in these regions
have as easier entry strategy into their regional
markets. In our regional markets, not only do we
have widely varying interface and regulatory re-
porting requirements, in some cases, we have
to establish on-shore repository of the data itself
in order to satisfy stringent local regulatory stric-
tures. It is not as though we can ignore these
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multiple markets and concentrate on just one or
two. On the contrary, recent experience tells us
that, while there are well-established markets in
Asia, it is the emerging and expanding markets
that have such interest for investors, brokers
and service providers in the region.

Coupled with this diverse market membership
is that old chestnut: inter-company processing.
Many of us are familiar with this as a practice
dating from the early flood of US brokerage
firms into Europe during the ‘80’s. Client-origi-
nated trades in one country, destined for a non-
domestic market, are flipped between various
legal entities to allow the final leg to execute and
settle in the relevant location. While this gen-
eration of multiple legs, and associated books
& records, is a venerable tradition, and well-
established as an operational practice, in truth it
is cumbersome and out-dated. What worked for
relatively low volume flows between the US and
Europe can cripple regional Asian firms where
almost all their volume has some multi-location
component. We used to have a simple rule of
thumb in the ‘90’s — if a firm has more of these
internal, intercompany transactions than real
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client or market-facing trades, then bankruptcy
looms. This is hardly possible as a guideline in
Asia that necessitates executing a client’s order
in one of many regional markets, each with its
own participating legal entity. Pair this with that
other common regional pressure, minimising lo-
cal taxes, and this frequently creates a situation
where these multi-leg flows are the norm not the
exception. The problem with this practice is that,
even if the generation of these multiple transac-
tions is automated, operations spends an in-
ordinate amount of time tracking, matching and
reconciling activity between the various legal
entities. This isn’t just a cost issue but an op-
erational risk one. One regional firm | spent time
with had, as their highest priority regional issue,
the generation of coherent regulatory records
across all these diverse entity flows. This, and
not cost, was what kept them awake at night.

What of the trading activity itself? Tradition-
ally investors have concentrated on the equity
markets in Asia; although there are many of
these, they are mostly relatively straightforward.
The exceptions to this are Japan and Australia
which are among the most complex market in-
frastructures in the world. However, this single-
asset focus has changed in recent years with a
widespread shift into other asset classes such
as derivatives, particularly OTC, and lately the
fixed income markets.

Should regional firms in Asia follow the path of
the US and Europe, where various asset-aligned
processing engines are used? It's hardly an op-
erationally-efficient choice; rather, adopted as
a pragmatic choice in previous eras. Instead,
many local brokers are making the reasonable
assumption that there is no real reason why all
their trading and operational activity can’'t be
processed in a single processing environment,
with operational activities assigned on a func-
tional rather than market or asset-aligned basis.
This is something that gives enormous opera-
tional agility as well as cost-saving.

| have only highlighted three areas of complexity
in the regional environment but it would not be
difficult to list more. Let’s focus on these for the
moment — what has been the traditional reac-
tion by local and regional market participants to
these challenges? Up until a few years ago, this
has been marked by the same time-to-market
pragmatism we saw with multi-asset process-
ing above. Although some firms have used core
transaction processing and books & records en-
gines, usually adapted from the US or Europe,
most have implemented local systems, whether
home-built or from vendors, in each of the mar-
kets that they participate in. Even those global
firms that have adapted global solutions admit
that they supplement them with several local
systems to service their various market connec-
tions and regulatory environments — something
that is often referred to as the hub-and-spoke
model. The same pragmatism clearly applies to
those firms that have entered early into multi-
asset processing — asset-aligned operations
and infrastructure were the norm. As to the in-
ter-company issue, until very recently the tradi-
tional US operational model was the norm, with

all of its difficulties. Frankly, firms threw bodies
at the problem.

So what has changed recently — why the big
claim regarding revolutionary operational mod-
els? The most interesting thing that | have wit-
nessed is a genuine openness to game-chang-
ing technologies and operational practices.
Having spent decades watching gradual evolu-
tion in North America and Europe, it is fascinat-
ing to participate in discussions where the rule-
book can be rewritten if it gives a competitive
advantage while still satisfying the fundamental
requirements. For example, let's see what is
currently happening in the region with the three
highlighted issues above. For the multiple mar-
ket and regulatory reporting requirements, the
answer lies with the appropriate use of mod-
ern technologies such as rule-based data and
process modelling, report-writing and middle-
ware tools. All of these technologies have been
around for more than 10 years but it is only in
very recent years that they have been used in
a coherent manner to build an all-encompass-
ing multi-market framework in Asia. That is, to
build a processing solution that, within a single
instance, can participate directly in all of the
diverse markets in the region. Note the single
instance — this is what solves the operational
and regulatory headache for many firms. This is
what allows them to move to the coveted func-
tionally-aligned operating model, so loved of the
management consultants.

These same tools and systems are also now
built as multi-asset as standard — and by that |
mean the truly diverse set of instruments that we
cater for here in Asia, particularly the complex
OTC structures. Again, the business modelling
tools being adopted by in-house development
teams and vendors, such as my own, allow the
rapid modelling of these ever-changing instru-
ment and market requirements. Itis also the use
of these modelling tools that allows for elegant
solution to the inter-company problem. It turns
out that the same tools that can react rapidly to
complex OTC requirements can also be used to
model complex multi-leg inter-company trans-
actions as single processing units, in a stroke
removing the matching and reconciliation head-
ache that all seemed resigned to. Remember
the regional broker | mentioned above? They
used these modelling techniques to build com-
pletely automated matching and self-repairing
inter-company structures that have not only
solved their management headache but given
them a business differentiator in attracting new
business. Not just their technology but their
operational practice was revolutionised by the
adoption of these techniques.

Ironically, while dealing with these diverse local
problems, regional brokers and service providers
are also tackling a common global problem; the
provision of further value-for-money services to
their end-clients. These service extensions are
usually characterised by real-time data and func-
tion provision directly to the customer, whether
an end investor or institution. Often termed
Trade-dated or Middle-office services, these in-
clude market and portfolio monitoring, real-time
order and settlement tracking, confirmation and
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allocation servicing, P&L calculations, collateral
management and several other topics, on which
many of you engaged with customers spend a
great deal of your time. Interestingly, it is this fo-
cus on trade-date, or client-centric, activities, as
opposed to the traditional back-office activities,
that have forced many firms, including service
providers wishing to extend their value-propo-
sition up the food-chain, to evaluate these new
technologies and practices.

Of course, the question could be asked, why
should Asia be leading this endeavour? There is
certainly the same desire in the US or Europe,
so why are they not revolutionising their ser-
vice models in the same way? | think the most
likely answer is that the combination of adop-
tion of new technologies, as aforementioned,
and the rapid system change in Asia allow for
an environment where such new service mod-
els can be established and experimented with.
Certainly my own firm'’s experience with various
service providers in the region, such as third-
party clearers and custodians, shows that there
is a marked extension in the nature of their
services. These firms are establishing service
models that don’t just hide the complexity of
the various downstream markets and regula-
tory environments from the customer but also
enhance the trading and investment strategies
of their clients, and their ability to service their
own end-customers. In fact, the nature of these
service models and technologies allows them
not only to satisfy the constant flux of regulatory
and market change but also ever-increasing de-
mands for client-service.

So, what conclusions can we draw from this?
First of all, it is clear to me that innovation is
achieved through stress. While it is useful that
investment is being made in the Asian region,
| think it is the nature of our complexities here
that has driven many of the new innovations.
While the rest of the world is content to reach for
incremental benefit, we are forced to confront
the difficult problems by creating genuinely new
operational models. More than anything else, |
think it is our newly-acquired ability to respond
to environments in flux in the region that is
game-changing. This will define the global dia-
logue on what it means to modify and enhance
operational practice for years to come. AST

Business development director
Asia, Global Broker Services, GBST

Donal O’Brien
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CountryFocus

As one of the longest-established offshore administration
centres, Bermuda has made a name for itself as a
reliable, technical strong jurisdiction. But the
competition just keeps coming

BEN WILKIE REPORTS

When comparing Bermuda to other jurisdic-
tions, there is one mistake overseas visitors
make and that's to mix the jurisdiction in with
the likes of the Cayman Islands and its neigh-
bours. One thing needs to be made clear: Ber-
muda is not part of the Caribbean. However,
it's often compared to the islands close by
when it comes to looking for a domicile by fund
managers and more often than not, Bermuda is
the one that’s chosen.

And it's not hard to see why. Bermuda has been
offering fund services for decades and in that
time it has built up a loyal and educated work-
force, a strong technical infrastructure - even if
communications costs are comparatively high -
and a regulatory and tax infrastructure that can
attract most investors. When it comes to the
North American timezone, Bermuda is at the
top of the hill.

In the current market environment, reputation
is everything. And with funds seeking the saf-
est possible domicile for their investments,
Bermuda has done reasonably well during
the downturn with as investors fly to quality.
“When we’re pitching to clients, we don’t have
to sell Bermuda as a domicile,” says one ad-
ministrator. “That’s a given. All we have to do
is pitch ourselves.”

In addition to the huge investment funds market,
Bermuda is also home to an enormous reinsur-
ance and captive insurance industry, and the
servicing of these markets is often inextricably
linked to fund management. The past decade
has seen a number of high profile moves to the
island - Invesco, with $500 billion AUM moved
in 2007, thanks to the Bermuda'’s reputation and
the number of similar types of firms already do-
miciled there.

While the US and, to a lesser extent, Canada
have long been the focus of the Bermudan
fund administration, these are mature markets.
So while there will always be large amounts of
business to be done, there is unlikely to be high
growth. And as investors’ eyes have turned to-
wards the hot Asian economies there has been
the fear that Bermuda’s geography will make it
too difficult to effectively service that region.

However, some forward-looking providers are
casting their eyes towards newer markets.
The Latin American funds sector is growing at
a rapid rate, particularly in Brazil and Mexico,
and Bermuda has set itself up to be in a prime
position to capture more of the business. “Latin
America is a growth area and this may be an al-
ternative market that managers could tap into,”
says Peter Hughes, managing director at Apex
Fund Administration Services.

Regulation

The country recently introduced amendments to
the Investment Funds Act 2006. The Investment
Funds Amendment Act 2010 received assent at
the end of 2010 and has the aim of aligning “the
regulatory framework for funds and fund ad-
ministrators more closely with the requirements
that exist in other regulatory legislation in Ber-
muda, while ensuring that the framework overall
remains risk-based and recognises the unique
nature of the funds industry [in Bermuda].”

Under the Act, the definition of service pro-
vider has been expanded to include auditors
appointed to a fund - previously it only applied
to custodians, fund administrators, investment
managers and registrars, as well as people and
businesses that those providers outsourced
their services. This means that auditors now
have to comply with the jurisdictions rules on fit
and proper persons.

In addition, section 9 of the Act sets out the cri-
teria for exemption of a fund and includes the
requirement to have a recognised fund adminis-
trator, an auditor and a Bermuda resident officer
or trustee or resident representative who has
access to the books and records of the invest-
ment fund. To bring exempted funds into line

www.assetservicingtimes.com —



with authorised funds, the Amendment Act intro-
duces the additional requirements for exempted
funds to appoint an investment manager, regis-
trar, custodian and/or prime broker. All such ad-
ditional service providers will be included in the
vetting process per section 7(1) of the Act in the
same way as authorised funds.

The Amendment Act act also establishes that
fund administrators are now required to notify
the Bermuda Monetary Authority (the “Author-
ity”) in advance when there is a prospective
change of control. The Authority now has
power under sections 45 of the Act to object
to a change in control to prevent it happening
or to object to existing controllers where, in the
opinion of the Authority, they are no longer fit
and proper to be controllers. These amend-
ments mirror the provisions which already exist
in Bermuda for other licensed entities such as
banks and investment businesses.

Section 55 of the Act has been amended to pro-
vide a right of appeal in circumstances where
the Authority has exercised its power to object
under section 45. The person who is the subject
of the Authority’s objection may appeal to a Tri-
bunal constituted under section 56. This right of
appeal provides that proper judicial review of the
authority’s exercise of its powers in accordance
with section 45 is provided for under the Act.

£

Bermuda moves to capture Islamic funds

Bermuda has introduced a set of new laws to launch Shariah-compliant platform
amid efforts to become the first western centre for the growing global industry, The
Royal Gazette reported recently.

“We are looking at the Shariah side of Bermuda’s legislation to become the first
Western centre for Islamic finance,” said Peter Hughes, director of Apex Fund
Services group.

Hoping to become a western hub for Islamic finance, executives from the island
have been actively reviewing existing laws to launch a Sharia-compliant platform
for investors.

These efforts began last November when Hughes, along with Business Bermuda
CEO Cheryl Packwood, led a group at the 18th World Islamic Banking Conference
in Bahrain.

The delegation tried to show the island was open for businesses and clients
from Asia and the Middle East, being capable of handling Sharia-compliant
financial structures.

“We are looking to launch a Shariah platform that will allow us to have Shariah
vehicles and products that would enable us to become the first one of its kind,”
Hughes said. “We have made a real push into this niche area.”

Islamic banks have proved a success because of rules that forbid investing in col-
lateralised debt obligations and other toxic assets that cause financial crises.

Islam forbids Muslims from usury, receiving or paying interest on loans. Islamic
banks and finance institutions cannot receive or provide funds for anything involv-
ing alcohol, gambling, pornography, tobacco, weapons or pork.

Shariah-compliant financing deals resemble lease-to-own arrangements, layaway
plans, joint purchase and sale agreements, or partnerships.

The new Shariah compliant rules succeeded in luring new clients from Islamic
finance hubs in Asia and Middle East.

“We now have strong links in Bahrain and there is a commonality of wanting to cre-
ate a niche jurisdiction for Sharia compliancy, that is closer to the US timezone,”
Packwood, Business Bermuda CEO, said. “We are also focusing on Kuala Lumpur
in Malaysia, as it has an enormous sukuk market.

“The process for getting this off the ground may be slow but we have the Bermuda
Monetary Authority and the Bermuda Stock Exchange behind us.”

The Islamic banking system is being practiced in 50 countries worldwide, making it
one of the fastest growing sectors in the global financial industry.

Starting almost three decades ago, the Islamic banking industry has made
substantial growth and attracted the attention of investors and bankers across
the world.

A long list of international institutions, including Citigroup, HSBC and Deutsche
Bank, are going into the Islamic banking business.

Currently, there are nearly 300 Islamic banks and financial institutions worldwide
whose assets are predicted to grow to $1 trillion by 2013. AST
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ITAS 2012
International Trans-
fer Agency Summit

Location: Luxembourg
Date:29 February - 1 March 2012
www.informaglobalevents.com

Last year, the 10th Anniversary of ITAS
saw 250+ attendees at the event. The
positive feedback led all involved to de-
clare it a resounding success in terms
of catching up with business partners,
listening to and debating with some of
the leading figures in this industry, and
having great fun at the evening func-
tions. Already there is great anticipa-
tion in the market for coming along to
ITAS 2012.
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9th Annual PASLA Securities Financing Securities Financing

RMA Conference
on Asian Securities
Lending

Location: Taiwan
Date: 6-8 March 2012
http:/AMwww.rmahaq.org/securities-lending

Keynote Speaker - Robert A.
Jaeger, senior investment strate-
gist, BNY Mellon Asset Manage-
ment, Author of “All About Hedge
Funds: The Easy Way to Get
Started”

ASSETSERVICINGTIMES

Forum London

Location: London
Date: 20 March 2012
www.dataexplorers.com

Join the leading practitioners in the Se-
curities Financing industry for a day of
debate and insight into this market. Last
year the London forum sold out quickly
and was attended by close to 300 del-
egates. This is a date not to be missed.

Forum New York

Location: New York
Date: 22 May 2012
www.dataexplorers.com

The Data Explorers Securities Financ-
ing Forums bring together the world’s
most influential securities financing pro-
fessionals, including beneficial owners,
hedge funds, prime brokers, agent lend-
ers and regulatory experts; all of whom
come together each year to engage in
debates that will help define and drive
the future of securities financing

Covering all areas of
securities services

Don’t miss out.
Subscribe
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Industry appointments

DTTC has named Mark Davies as vice president
for Data Business Development focused on the
clearing house’s involvement in the Legal Entity
Identifier (LEI) programme in Europe. He joins
DTCC from the Royal Bank of Scotland (RBS),
where from 2008 he served as head of Refer-
ence Data within Shared Services Finance. He
has also held various positions at Barclays Capi-
tal and Credit Suisse First Boston.

In his new role, Davies will be based in London
and responsible for strategy and liaison activi-
ties in Europe regarding the LEI project.That
will include participating in the development
of a distribution strategy, serving as a subject
matter expert on the LEI business with regula-
tors and industry committees and representing
DTCC in customer meetings, customer forums
and regulatory meetings. He will report directly
to Ronald Jordan, DTCC managing director and
chief data officer, who is based in New York.

“We are delighted to have someone with Mark’s
expertise and experience join DTCC to as-
sist in this critical international effort,” Jordan
said. “Not only does Mark have a long history
of working with data management services,
he has played a critical role on the industry’s
LEI steering committee representing the Royal
Bank of Scotland in developing the require-
ments for the LEI project, and we know he will
continue to provide continued leadership in his
new role with DTCC.”

LEl is a global programme designed to create
and assign unique identifiers to every financial
organisation that engages in a financial trans-
action. Regulators need LEls to better gauge
systemic risk, and risk managers at financial
institutions need LEls to better understand and
aggregate counterparty exposures and risk.

A group of industry associations has recom-
mended to regulators a group of organisations
to provide the LEI solution, with DTCC as the
proposed facilities manager for project. DTCC
has responsibility for gathering, validating, stor-
ing and distributing various data on each legal
entity. The other organisations recommended
include the International Organisation for Stan-

dards (ISO), the Society for Worldwide Interbank
Financial Telecommunication (SWIFT) and the As-
sociation of National Numbering Agencies (ANNA).

Societe Generale Securities Services (SGSS)
has announced the appointment of Jeanne Du-
voux as CEO and managing director in Italy. In
this role, Duvoux will actively pursue the devel-
opment of SGSS’ activities in Italy and report to
Bruno Prigent, global head of SGSS.

Duvoux was most recently deputy CEO of SGSS
and, since October 2010, also SGSS’ legal rep-
resentative in ltaly, where she was in charge of
corporate and business functions. She joined
SocGen in 1996 and progressed in various roles
at SGSS after it acquired Unicredit's securities
services business in 2006.

She replaces Massimo Cotella, who has joined
the SGSS Executive Committee to supervise
sales and marketing activities and SGSS’ Li-
quidity Management Services.

Valeria Anderson will be taking a new role as
senior salesperson, VP in the London Alterna-
tive Investment Services (AlS) business devel-
opment team at BNY Mellon.

She has 14 years of experience in financial ser-
vices, six years of which have been with BNY
Mellon, first in the Paris office and most recently
as a relationship manager for AIS in London. In
her new role, Anderson will focus on developing
the company’s business with fund of hedge funds,
managed account and UCITS platforms and on
expanding the company’s business in France.

In addition, Brian McMahon, managing direc-
tor, business development executive, has been
appointed as BNY Mellon’s senior alternative
industry facing executive in Luxembourg. Mc-
Mahon previously held roles at Citi and State
Street in investment services.

Both Anderson and McMahon report to Marina
Lewin, global head of business development
for AIS.
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Southwest Securities has announced that SVP An-
ton Berends is the new head of Clearing Services
and will be responsible for oversight of the principal
broker-dealer’s securities lending business.

“Anton has been a valuable member of South-
west Securities’ team for over a decade and has
earned the respect of both colleagues and cli-
ents throughout that time,” said James H. Ross,
Chief Executive Officer of SWS Group, Inc. “An-
ton began transitioning into this new role many
months ago and his broad experience and indus-
try knowledge uniquely position him to lead our
clearing and securities lending businesses.”

A 13-year veteran of the firm, Berends worked in
Risk Management with former head of Clearing
Services Paul Vinton until Vinton’s retirement in
December 2011. Prior to joining Southwest Secu-
rities, Berends was a business analyst with Triple-I
of Colorado. He began his career in the securities
industry in 1992 at Raymond James & Associates
where he served in a variety of roles. AST
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