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Polish CCP enables securities lending

KDPW_CCP has launched a negotiated securities
lending and borrowing system in Poland.

The Polish central counterparty and the country’s
central securities depository, KDPW, said that secu-
rities lending within the negotiated lending system
is designed to prevent or eliminate the suspension
transaction settlement in organised trading.

It will also ensure the return of securities loaned in the
automatic lending system, they added.

The objective of negotiated securities lending is to
enable system participants to conclude loans and to
ensure their comprehensive processing, including loan
management, clearing and settlement from the conclu-
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sion of an agreement to the final termination of the loan.

The lending system will support the functions of posting
the need for a loan, negotiating terms, and concluding
agreements. Loan duration and fees will be open to ne-
gotiation. Loans can also be fixed or open.

Under the system, parties will be anonymous before,
during and once a loan is complete. KDPW_CCP will
guarantee loaned securities and any collateral through
a separate liquidity clearing system.

The settlement guarantee fund, designed solely for securities
lending and borrowing initiated by participants, aims to secure
the performance of obligations arising from closing phases,
including the return of borrowed securities and initial collateral.
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Blue Cross fails with new
trial motion

Health plan provider Blue Cross’s re-
quest for a new trial in its case against
Wells Fargo has been rejected.

US District Court for the District of Min-
nesota Judge Donovan Frank dismissed
Blue Cross’s motion for a new trial over
allegations that Wells Fargo breached its
fiduciary duty on 2 October.

In March, a jury found that the bank did
not breach a fiduciary duty to Blue Cross
and the other plaintiffs.

Wells Fargo did not provide false infor-
mation or use a deceptive practice in the
course of selling the securities lending pro-
gramme, nor did it knowingly misrepresent
the true quality of the securities lending
programme or its collateral investments.

Blue Cross asked the court to throw out
the jury’s verdict and order a new ftrial,
but the health plan provider failed to jus-
tify its request.
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OneChicago’s 7 percent hike

Equity finance exchange OneChicago
recorded volume of 1,357,848 in Septem-
ber, a 7 percent increase year-over-year.

Year-to-date volume through 30 Septem-
ber was 7,952,933, up 14 percent com-
pared to the first nine months of 2013.

Open interest increased 3 percent year-
over-year to 678,148 contracts on the
equity finance exchange at close-of-mar-
ket on 30 September.

The equity finance exchange also saw
1,347,696 exchange futures for physi-
cals and blocks traded in September,
with activity representing $6.6 billion in
notional value.
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Polish CCP enables
securities lending

Continued from page 1

Clearing members will be obliged to contribute
to the settlement guarantee fund.

KDPW, meanwhile, changed its settlement cy-
cle from T+3 to T+2 on 6 October.

Financial instruments subject to the T+2 set-
tlement cycle include shares, exchange-traded
funds and depository receipts.

“The Polish CSD KDPW and our participants
are ready for the implementation of the new set-
tlement cycle,” said lwona Sroka, president and
CEO of KDPW.

“The change harmonises the Polish market
with the standards under implementation in the
EU and follows from the harmonisation of the
KDPW rules to the CSDR.”

Blue Cross fails with new trial motion

Continued from page 1

Judge Frank said: “The court concludes that
the verdict of the jury, and the court’s findings,
were not without an evidentiary basis. Although
reasonable persons could differ regarding the
conclusions to be drawn from the evidence pre-
sented, the jury’s verdict was not so contrary to
the evidence as to amount to a miscarriage of
justice. The court also separately concludes that
the court’s instructions to the jury were neither
erroneous nor misleading.”

“Moreover, to the extent plaintiffs allege mis-
conduct on the part of defence counsel and that
they were prejudiced by the exclusion of deposi-
tion testimony, the court finds such arguments
are without merit.”

In a statement issued in March, Wells Fargo
said: “Our conservative approach was effective,
as the plaintiffs in Wells Fargo securities lending
programme had minimal losses averaging ap-
proximately three percent at the same time that

the markets were down up to 50 percent during
the height of the financial crisis.”

Blue Cross has 30 days to file an appeal with
the US Court of Appeals for the Eight Circuit.

Wells Fargo received final approval from the
Minnesota district court in August for a $62.5
million settlement of a separate class action
over its securities lending programme.

OneChicago’s 7 percent hike

Continued from page 1

OCX.NoDivRisk products accounted for 59 per-
cent of September’s month-end open interest.

Execution fees in OCX.NoDivRisk products—com-
posed of 1D contracts and the recently launched
OCX.Weekly—were also reduced on 1 October.

OneChicago reduced execution fees by 75 per-
cent from the current $20 per $1 million to $5
per $1 million executed notional value for all
OCX.NoDivRisk products.

“Market participants looking to increase their in-
vestment yields by reducing their financing costs
are very sensitive to transaction fee frictions,”
said David Downey, CEO of OneChicago.

“Our fee reduction to five one-hundredths of a
basis point will make establishing and rolling ex-
piring security futures positions one of the most
attractive means to carry equity delta exposure
in individual equities as well as ETFs.”

Help for broker-dealers from SGSS

Societe Generale Securities Services (SGSS)
is to launch a Global Broker-Dealer Services
(BDS) outsourcing solution aimed at institution-
al brokers, mid-tier banks and broker-dealers.

The fully integrated global service includes mid-
dle-office services, back-office processing and
post-trade services.

SGSS stated that it is developing this solution in
response to “increasing market demand from inde-
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DTCC and Euroclear in joint collateral venture
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Data analytics

Succeeding in the betting sector is more about
strategy than luck, says David Lewis of SunGard’s
Astec Analytics
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pendent mid-tier brokers who want to concentrate on
their core business and lower their production costs”.

The solution encompasses a set of services
from execution, liquidity support, middle- and
back-office processes, to core securities pro-
cessing and asset servicing.

“Mid-tier sell-side firms face a growing chal-
lenge to maintain and sustain their business,”
explains Jason Nabi, head of financial institu-
tions and brokers for the UK at SGSS.

“By outsourcing their full post-trade processes,
clients become much more agile in terms of

costs and set-up and can thus focus on growth
and end-clients’ increasing needs.”

DTCC and Euroclear in joint venture

The Depository Trust & Clearing Corporation
(DTCC) and Euroclear are to enter into a joint
venture focusing on collateral processing.

The newly created company, DTCC-Euroclear
Global Collateral, will be domiciled in the UK and
its operations are subject to regulatory approvals.

Ownership and governance of the joint venture
company will be shared equally between DTCC

and Euroclear with its board and senior execu-
tives drawn from the two firms’ management.

Michael Shipton, Euroclear managing director
and head of corporate technology, will assume
the role of CEO and Mark Jennis, DTCC’s man-
aging director of strategy and business develop-
ment, will become executive chairman.

The joint venture’s board will also include Euro-
clear’s Jo Van de Velde and Mei Li Powell, along
with DTCC’s Peter Axilrod and Andrew Douglas.

It will bring to market a margin transit utility
(MTU) and collateral management utility (CMU).
The MTU will provide straight-through process-
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ing of margin obligation settlement, using cur-
rent DTCC infrastructure, as well as additional
infrastructure currently in development in coor-
dination with the industry.

Industry testing of the MTU is scheduled to be-
gin in the midle of 2015.

The CMU will address sub-optimal collateral
allocation and mobility, through utilising Euro-
clear’s Collateral Highway, and will follow the
launch of the MTU.

The joint venture will operate open architecture
services thereby facilitating access to other
central securities depositories, custodians and
settlement agents.

Great start for triReduce and
SwapClear customers

LCH.Cleamet's SwapClear members have elimi-
nated $284.3 billion in notional in the first triReduce
and SwapClear compression cycle for cleared
South African rand (ZAR) interest rate swaps.

The $284.3 billion in notional represents 25 per-
cent of SwapClear’s outstanding ZAR notional
and the 18,000 trade sides terminated accounted
for 31 percent of its outstanding ZAR trade count.

With the completion of the ZAR cycle, TriOptima
and SwapClear now offer multilateral triReduce
compression cycles in 10 currencies.

The total eliminated by LCH.Clearnet’s SwapClear
members in triReduce cycles at the end of August
reached $330 trillion, $126 trillion in 2014 alone.

TriOptima has eliminated more than $500 tril-
lion in both cleared and uncleared credit, inter-
est rate and commodity swaps since it began
offering its triReduce service in 2003.

Daniel Maguire, global head of LCH.Clearnet’s
SwapClear, said: “Compression is gaining mo-
mentum as the participation in this first triRe-
duce and SwapClear ZAR cycle demonstrates.”

“The industry recognises that it is the right move
to help control operational and credit risk and
minimise capital costs.”
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“Managing systemic risk is equally as important for
South Africa as it is for any other jurisdiction, hence
our dedication to providing ZAR-denominated in-
ternal revenue service clearing and compression
solutions to market participants in the region.”

Currently triReduce offers compression in 10
cleared and 27 uncleared interest rate swap
currencies, cross currency swaps, credit deriva-
tives, and commodity swaps.

Inflation swap and foreign exchange forward
compression cycles will be introduced soon.
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Bears and bulls in Q3, says Lyxor

Hedge funds ended the week beginning 29
September in negative territory, concluding a
tough quarter for alternative strategies, accord-
ing to Lyxor Asset Management.

The performance drivers of Q3 were once again
running at full tilt, with Lyxor citing “choppy equity
markets, credit spreads widening, and a strong
US dollar among weaker commodity prices”.

Head of research at Lyxor, Philippe Ferreira,
said: “Most recently trends have been very

(Asia Pacific).

For your securities lending business, rely on Northern Trust's unique
global integration, exceptional strength and time-tested risk management.
To find out more, visit northerntrust.com/securitieslending or contact
George Trapp af +1 312 444 3126 (North America), Sunil Daswani at
+44 (0)20 7982 3850 (EMEA)] or Brad Blackwell at +852 2918 2929

N3) Northern Trust

Asset Servicing | Asset Management | Wealth Management

DIRECTED TO PROFESSIONAL CLIENTS ONLY. NOT INTENDED FOR RETAIL CLIENTS. FOR ASIA-PACIFIC MARKETS, THIS MATERIAL IS DIRECTED TO INSTITUTIONAL
INVESTORS, EXPERT INVESTORS AND PROFESSIONAL INVESTORS ONLY AND SHOULD NOT BE RELIED UPON BY RETAIL INVESTORS.

and are offered in

© 2014 Northern Trust Corporation, 50 South La Salle Street, Chicago, lllinois 60603 U.S.A. Incorporated with limited liability in the United States. Products and services provided by subsidiaries of Northern Trust Corporation may vary in different markets
accordance with local regulation. For legal and regulatory information about individual market offices, visit northerntrust.com/disclosures. Issued by Northern Trust Global Services Limited



http://www.northerntrust.com/securitieslending

Expand. Economically.

A CoreOne
Technology
Division

PrimeOn

Solutions

Hosted Prime Finance Technology

SwapOne CashOne LoanOne PrimeReporter

www.primeonesolutions.com info@primeonesolufions.com


http://www.primeonesolutions.com

profound on [foreign exchange] and commod-
ity markets, whilst in the last few years equities
have proven to generate most of the gains.”

“This shows that selecting the right hedge fund
strategy, adapted to a given market environ-
ment, is key to generating uncorrelated alpha.”

On the positive side, Lyxor has noted a pick-up
in performance on systematic strategies: com-
modity trading advisor-managed funds (CTAs)
and long/short market neutral are now the best
performing strategies on a year-to-date basis,
thanks to a strong Q3.

CTA gains were made on foreign exchange
positions, especially on the short exposure
to the euro. Commodities added to the gains
thanks to the established short exposure on
the cluster.

Lyxor has pointed out that short-term CTAs,
with an average higher risk budget allocated
to equity indices, “suffered from the sector and
from trading around quick market movements,
whereas long-term funds stuck to longer trends
in equities, but also in rates”.

The outperformance came also from commodi-
ties where, by construction, medium-term funds
have a higher allocation.

HFA concern over SEC changes
to accredited investors

The Hedge Fund Association has outlined con-
cerns over the US Securities and Exchange
Commission’s (SEC) proposed change to the
definition of an ‘accredited investor’ under Rule
501 of Regulation D.

In an open letter to the SEC, the association
urged the Commission to reject an increase in
the current requirements to account for inflation,
which would “fundamentally undermine” the pri-
vate placement market that introduced an esti-
mated $50 billion into the US economy in 2013.

The changes will also have a negative impact
on small business growth, as it will reduce the
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number of accredited investors in the US “by
more than half’, which will ultimately affect un-
employment rates as businesses close, accord-
ing to the Hedge Fund Association.

While the hedge fund industry has seen growth,
this has been predominantly from a small number
of large inflows that has widened the gap in assets
under management between small and large funds.

The Hedge Fund Association stated that it
“shares the SEC’s goal of protecting investors
from making investments which are beyond
their financial sophistication”, but the associa-
tion believes that using net worth or income as
a test for investor sophistication is “out-dated”.

NewslInBrief
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In favour of updating the tests, the Hedge
Fund Association suggested a number of alter-
natives, such as: “A knowledge or education-
based standard; a requirement that a non-
sophisticated investor engage an independent
registered investment professional to review
and approve the investment; or limiting the
maximum percentage of net work that any in-
vestor may contribute.”

“We are in the process of a slow recovery from
a global recession, and the SEC and Congress
must be careful not to implement any rule that
will stifle job growth and in fact lead to job loss-
es in these precarious times,” concluded the
Hedge Fund Association.
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The SEC opened the floor to comments on the
proposed change in July 2013, and has extend-
ed the comment period multiple times.

Europe embracing T2S, according
to SWIFT

A new SWIFT whitepaper shows market par-
ticipants are embracing a direct route to TAR-
GET2-Securities (T2S) that will enable greater
market opportunities.

As the deadline approaches in June 2015 for
the first of four waves of migration to the settle-
ment platform, institutions have adopted a ‘wait
and see’ approach to the first wave to see how
the direct route will give the directly connected
participants (DCPs) access to new markets and
will deliver new services to clients.

The ability to connect directly to the platform of-
fers more competition, better access to markets
and therefore allows institutions to offer the best
deadlines, quick reaction to settlement issues,
and liquidity benefits.

SWIFT’s whitepaper looked at how T2S will trans-
form and affect every participant in the European
post-trade landscape, with its aim to harmonise
the eurozone post-trade settlement space.

There are many concerns within institutions
about budgets, implementation costs and avail-
ability of resources of T2S and many global
firms will have to prepare clients and be ready
for each wave of migration.

The study found, that in the long term, T2S is a
catalyst for innovation and change, and will help
clients overcome key regulatory challenges in
areas such as asset protection, collateral and
liquidity management.

“As a large harmonisation project, T2S does not
come without challenges for market participants.
Many of the organisations that have chosen to
become DCPs have done so in an environment
of competing industry and regulatory initiatives.”

“As an originator of the harmonisation process
and the de facto provider for connectivity and

Clarity Evolved.

interoperability services in the European clear-
ing and settlement environment, the use of
SWIFT’s Value-Added Network (VAN) Solution
for T2S means that users will not have to make
significant changes to connect to T2S,” said Isa-
belle Olivier, head of clearing and settlement for
Europe, the Middle East and Africa at SWIFT.

US corporate pension plans
take a hit
Falling stock markets drove the funded status

for the typical US corporate pension plan to 89.9
percent during September, the lowest level since

NewslInBrief

August 2013, according to the BNY Mellon’s in-
vestment strategy and solutions group (ISSG).

Falling asset values also resulted in public
plans, foundations and endowments missing
their return targets.

The funded status of the typical US corporate pen-
sion plan in September fell 0.2 percentage points,
despite liabilities falling 2.6 percent, according to
the BNY Mellon Institutional Scorecard.

Assets for the corporate plans fell 2.7 percent,
outpacing the fall in liabilities, said ISSG.

This funded status is now down by 5.3 percent
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from the December 2013 high of 95.2 percent,
according to the scorecard.

The lower liabilities for corporate plans in September
resulted from the ‘Aa’ corporate discount rate rising
20 basis points to 4.31 percent over the month.

Plan liabilities are calculated using the yields
of long-term investment grade bonds. Higher
yields on these bonds result in lower liabilities.

“After benefiting from the first monthly decline
in liabilities of more than one percent since No-
vember 2013, pension plans still failed to im-
prove their funded status,” said Andrew Wozni-
ak, head of fiduciary solutions at ISSG.

“Although US large-cap equities outperformed
the liabilities over the month, they were the only
major equity class to do so. A sustained diver-
gence between US large-cap equity returns and
other public equity classes could continue the
downward trend in funded status.”

Public defined benefit plans in September fell
short of their target by 3.5 percent as assets fell
2.9 percent, according to the monthly report.

Year over year, public plans have met their re-
turn of target of 7.5 percent, ISSG said.

For endowments and foundations, the real re-
turn in September was -3.6 percent, as assets
declined 3.1 percent.

Private equity and real estate investment trusts,
which comprise 15 percent and 8 percent, re-
spectively, of the asset portfolio, fell 5.5 percent
and 6.3 percent, respectively, over the month.

Year over year, foundations and endowments
are behind their inflation plus spending target
by 0.1 percent, said ISSG.

OCC sees 16 percent rise in
new loans

OCC'’s securities lending central counterparty
saw 101,800 transactions last month, with 16
percent in new loans over September 2013.

NewslInBrief
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Year-to-date stock loan activity is down 8 per-
cent from 2013 with 887,740 new loan transac-
tions in 2014.

The average daily loan value at OCC in Sep-
tember was $156,863,064,081.

OCC'’s total cleared contract volume in Septem-
ber reached 371,034,038 contracts, a 15 per-
cent increase from the September 2013 volume
of 321,604,328 contracts.

Its average daily cleared volume for the month
was 17,668,288 contracts, a 10 percent in-
crease from September 2013.

OCC’s year-to-date total cleared contract vol-
ume is up 2 percent in the first three quarters of
2014 with 3 billion contracts.

Pacific Life chooses
Calypso solution

Pacific Life Insurance Company has selected
Calypso Technology’s collateral management
solution for automation and optimisation of their
collateral across all business entities.

Calypso has stated that Pacific Life required “a
solution to manage the anticipated increase in
margin calls” resulting from the Dodd-Frank reg-
ulation on central clearing of OTC derivatives.

By implementing Calypso, Pacific Life will be
replacing a legacy collateral solution and manu-
ally-intensive spreadsheet processes.

“In Calypso, we have a solution that dramatically
automates our collateral process and enables

[ COMYNO
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greater visibility of inventory across the organi-
sation while preserving our current technology
infrastructure,” said Dominic Faso, head of treas-
ury and investment operations for Pacific Life.

“Calypso stood out as the superior solution that
enables us to quickly respond to new regulatory
requirements and the resulting market structure
changes for listed and OTC derivatives. In addi-
tion, this is a robust platform that we can lever-
age in the future for more functionality.”

Charles Marston, chairman and CEO of Calyp-
so, commented: “We are delighted to be work-
ing with a leading insurance company such as
Pacific Life to help deliver operational efficien-
cies, improved investment performance, and
regulatory compliance.”

SGSS teams up with Diamis for T2S

Societe Generale Securities Services (SGSS)
will concentrate management of liquidity and cli-
ent collateralisation in Target2-Securities (T2S)
with the Diamis Cristal solution.

Cristal will support SGSS’s payment bank op-
erations in T2S, managing proprietary cash ac-
counts and auto-collateralisation with central
banks as well as clients’ cash accounts and
intra-day credit positions.

The solution, from Atos- and Steria-backed Di-
amis, is designed to accommodate any organi-
sation of proprietary accounts and their funding

in T2S. It provides application-to-application
connection to the platform to secure manage-
ment of liquidity transfers as well as monitoring
of cash accounts and auto-collateralisation.

It enables the intra-day reimbursement of auto-
collateralisation to prevent unexpected funding
requirement at the close of business, and sup-
ports all aspects of client credit in T2S, including
collateral valuation, position and limit monitor-
ing, and client collateralisation reimbursement
during the day or at the end of day.

Cristal also features an audit trail that will provide
SGSS with the required reporting to comply with
Basel Ill monitoring for intraday liquidity risk.

Anne-France Demarolle, head of liquidity man-
agement at SGSS, commented: “Cristal ena-
bles SGSS to deliver flexible T2S cash services
to our customers along with sound manage-
ment of our intra-day liquidity in order to maxim-
ise pooling and funding benefits from T2S while
securing our daily close of business.”

“By entrusting a focused company such as Di-
amis with cash issues arising with T2S, we are
able to dedicate most of our efforts and enhanc-
ing our services for settlement.”

Eurex Repo markets slightly
down on September 2013

All Eurex Repo markets reported an average
outstanding volume of €214 billion in September.
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Volume was slightly down on September 2013,
when all Eurex Repo markets reported average
outstanding volume of €227 billion.

The secured money market GC Pooling grew 8
percent year-over-year and recorded an aver-
age outstanding volume of €169 billion, beating
September 2013’s €157 billion.

The Euro Repo Market reached an average
outstanding volume of €42 billion in August, an
increase of 5 percent year-over-year.

The Swiss Franc Repo market reached €3 billion.
‘Difficult month’ for hedge funds

The September and Q3 Hedge Fund Perfor-
mance report from eVestment has highlighted
a variety of trends in hedge fund performance
from a busy and tumultuous month.

Hedge funds declined an average of 0.72 percent
in September but outpaced the S&P during what
report author Peter Laurelli, eVestment’s vice presi-
dent and head of research, called “a difficult month”.

The industry ended Q3 down 0.46 percent, the
industry’s first quarterly decline since Q2 2013,
and is up 2.89 percent through the first nine
months of 2014.

Managed futures strategies have experienced the
industry’s largest redemptions in 2014, but group’s
performance in September and Q3 puts them
among the best performing strategies of this year.
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The report also showed that losses from
credit funds in September were highest since
October 2008. Though nowhere near the
magnitude of the drawdown, losses indicate
elevated exposures to Europe and high-yield
credit globally.

Laurelli commented: “Activist funds posted de-
clines in September, however several funds had
large gains which offset losses from many oth-
ers. As a result, aggregate losses were more
muted than expected given equity market de-
clines. The group remains the best performing
strategy of 2014.”

Event-driven funds took in more assets than
any other strategy in 2014. Though the group
declined in September and Q3, year-to-date
they stayed ahead of long/short equity, multi-
strategy and both directional and relative value
credit strategies.

Promising dividend season ahead,
says Markit

Markit has forecasted a bright future for divi-
dends across the major markets of the US, Eu-
rope and the UK, though it claims a number of
areas are experiencing turbulence.

Eighty five percent of S&P 500 companies are
forecast to pay dividends in this fiscal year, while
dividend payments across Europe (excluding

the UK) are expected to rise almost 8 percent,
led by Belgium, Germany, and Switzerland.

In the UK, dividends are expected to increase
more than 4 percent, but exchange rates remain
an important consideration, according to Markit.

Markit's projection for S&P 500 dividend pay-
ments this fiscal year in the US is $373 billion,
with a yield of 2.15 percent. The sectors contrib-
uting the most are technology, industrial goods
and services, and oil and gas.

Overall, Markit said its outlook is positive, fore-
casting 75 companies in its index to increase
quarterly payments in Q4 2014.

Based on Markit's projections for the UK, the
basket of FTSE 350 companies are offering a
yield of around 3.8 percent and are expected to
increase regular dividend payouts by 4.4 per-
cent to £74.5 billion.

When exceptional payments are taken into
account the number rises to £84.1 billion, up
18 percent on 2013, excluding Vodafone’s
capital return.

The relative strength of sterling compared to the
dollar is cited by Markit as being “extremely im-
portant for UK shareholders receiving dividends
in pounds”. A total of 53 companies in the FTSE
350 set dividends in dollars, accounting for 37
percent of the total projected payout.

NewslInBrief

Ryan Bransfield, dividend analyst at Markit,
commented: “Banks are benefiting from im-
provements in asset quality, reporting better
ratios on higher capital requirements and
seeing improving profitability as a result of
lower impairments.”

“On average we expect growth of 7 percent in
declared payouts, but the results of stress tests
in December will be decisive.”

Across the universe of MSCI Europe, ex-
cluding UK companies, Markit expects pay-
ments to rise 7.7 percent to €196.4 billion in
this reporting year.

The strongest growth is expected in Belgium
(15.1 percent), Germany (10.4 percent) and
Switzerland (8.1 percent).

The fallout from the crisis in Ukraine is seen
having the biggest impact on payments from
Austrian banks Erste and Raiffeisen, which
Markit has predicted will suspend dividends.

As a result of Russian sanctions, Markit has
lowered dividend forecasts for almost a quarter
of German index constituents in the Q3.
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RegulatoryRecap

Although there is little indication of if or when the European Commission’s
newest regulations for securities finance transactions will come into force,
keeping informed remains half the battle

STEPHEN DURHAM REPORTS

Following the Financial Stability Board’s (FSB)
work on shadow banking, which the board es-
timated to be worth approximately €51 ftrillion
in 2011, the European Commission set about
identifying and adopting measures that could
protect what it has deemed to be systematically
important to Europe’s financial system.

In January of this year, the European Commis-
sion adopted a regulatory proposal that requires
all counterparties doing business within the EU
to report trades, including repo and securities
lending and borrowing transactions. This, it has
said, is essential to be able to monitor risks in an
effective manner and intervene when necessary.

In order to enter into force, the proposed secu-
rities finance transaction reporting regulation
must be passed by the European Parliament
and adopted by the Council of the EU. The po-
litical process to achieve this has begun.

The rules would apply to all EU entities as well
as to those third country entities that rehypoth-
ecate financial instruments provided by an EU
entity. The rules would also cover any collateral
arrangement under the Financial Collateral Di-
rective, ie, title transfer collateral arrangement
or security interest collateral arrangement.

The commission states: “This proposal provides
a set of measures aiming to enhance regula-
tors’ and investors’ understanding of securities
financing transactions (STFs). These transac-
tions have been a source of contagion, leverage
and pro-cyclicality during the financial crisis and
they have been identified in the commission’s
Communication on Shadow Banking as need-
ing better monitoring.”

SFTs are used by fund managers to earn ad-
ditional returns or to secure additional funding.
For example, repo transactions are often used
to raise cash for additional investments. At the
same time, SFTs create new risks, according to
the European Commission, such as counterparty
risk and liquidity risks that materialise if the
counterparty to the transaction defaults.

Generally, only a part of the additional earn-
ings is attributed to the fund, but the entire
counterparty risk is borne by the fund’s inves-
tors. Therefore, the use of SFTs may lead to a
significant alteration of the risk-reward profile of
the fund. The commission says that “managers’
motivation to use SFTs may not necessarily be
aligned with the interests of the investors”. It
adds: “For instance, revenues might not be fully
shared with fund investors”.

As a result, the proposed regulation will require all
transactions to be reported to a central database.
This would allow supervisors to better identify the
links between banks and shadow banking entities
and is designed to shed more light on some of
their funding operations. As a consequence, su-
pervisors would be able to monitor the exposures
to and risks associated with SFTs and, if neces-
sary, take better-targeted and timelier actions.

The regulation is also intended to improve
transparency towards investors on the practices
of investment funds engaged in SFTs and other
equivalent financing structures by requiring de-
tailed reporting on these operations, both in the
regular reports of funds and in pre-investment
documents. The commission has said that this
would ideally “lead to better-informed invest-
ment decisions by investors”.
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Finally, the commission claims that this
proposal would improve the transparency
of rehypothecation (any pre-default use of
collateral by the collateral taker for its own
purposes) of financial instruments “by set-
ting minimum conditions to be met by the
parties involved, including written agree-
ment and prior consent”. This would ensure
that clients or counterparties have to give
their consent before rehypothecation can
take place and that they make that decision
based on clear information on the risks that
it might entail.

At the European Beneficial Owners’ Securities
Lending Conference in London, the commis-
sion’s Martin Mitov intimated that these pro-
posed regulations would not adversely affect
the industry.

Mitov said the commission’s proposal “is all
about transparency—it doesn’t restrict the
transactions themselves”.

“This proposal does not restrict market practice.
It's an important step in understanding and re-
ducing risk.”

In the European Central Bank’s official opinion,
it has confirms that it “broadly welcomes the
proposed regulation”, while the UK government
has also pledged its support to the objective of
increasing transparency of the shadow banking
sector. Minutes from a parliamentary committee
meeting on the proposed regulation confirmed
that, “as the proposal is taken forward, [the UK
government] will look for reassurance on these
issues and seek to amend the draft regulation if
it deems it necessary”. SLT
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Drawing the battle lines

Markus Buttner, CEO of software and consulting firm Comyno, discusses the
current state of the securities finance industry and why the marketplace may
face an uphill battle to remain efficient and liquid

Industrylnsight

MARK DUGDALE REPORTS

Regulatory changes have been top-
ping everybody’s agenda for the past
few years. What are your observa-
tions with regards to how the various
industry segments have reacted?

Stating the obvious, regulators around the world
have changed the landscape permanently. Ini-
tially, most market participants have taken a fair-
ly rigid approach, in that regulatory compliance
was the only concern. More recently, we've seen
many taking a more holistic approach, along the
lines of ‘if we have to overhaul our systems any-
way, we might as well improve them from a busi-
ness perspective at the same time’.

Often this entails a complete business review as
a starting point. This allows organisations to pro-
actively position the business for future growth.
The confirmation of how critically important secu-
rities finance is often is a by-product of such busi-
ness reviews. As we all know, it is not unusual for
the business to be questioned in its core.

Finally, smaller market participants, often insti-
tutional lenders, have been forced to look for
scale, as well as ways to generate indirect alpha
for their portfolios without having to revamp, let
alone newly build, their infrastructure.

Within this context, which process
stages does Comyno typically get
involved in?

When Comyno was founded in 2006, we always
had a full-scale approach in mind, albeit with a
clear specialisation in securities finance and the
various areas it is closely connected with, such
as trading and treasury. We consider ourselves
an integrated consultancy firm, with a results-
driven approach, based on the concept of com-
bining technical solutions and strategic expertise.

Our projects usually have a clear goal that goes
well above meeting market standards or complying
with regulatory requirements. We always target a
clear improvement of our clients’ competitiveness.

Beyond the above work, can you
name a key area of focus?

We identified the emerging significance of central
counterparty (CCP)-based models relatively early
and positioned ourselves accordingly. It obviously
took a while for it to take off but we now spend a
significant amount of our time on working with our
clients on the Securities Lending CCP topic.

As this is a rather new product for most partici-
pants, our holistic approach, which covers all
services, from building, presenting or validating
a business case, all the way to its implemen-
tation, has been recognised by our clients. We
now work with four out of five of the connected
members—as well as the CCP itself.

You describe Comyno as a soft-
ware and consulting firm—where
does software come into play?

First of all, we have often built specifically cus-
tomised software for our clients to proactively
crystallise the competitive advantage that we
had identified within our consulting mandates.
More recently, we've complemented our Secu-
rities Lending CCP expertise with a software
package, the Securities Lending CCP Hub, to
speed up the integration to the involved service
providers, such as trading platforms, triparty
agents, custodians and the CCP itself.

Furthermore, the market has prompted us to
help out in connecting to the new Eurex Repo
F7 platform—now ‘there’s an app for that’, with
the first customer already on board.

Where do you see the biggest
challenges for the securities
finance marketplace?

In our view, regulatory changes have not only
prompted market participants to focus on com-
pliance, it has also created a distorted market.
On one hand, pricing for the underlying assets
is distorted by regulations such as Basel Il and
the US Dodd-Frank Act, which require market
participants to hold more liquid assets.

On the other hand, European Securities and Mar-
kets Authority (ESMA) rules effectively prevent
UCITS funds from doing term lending, whereas
the sell side focuses heavily on aspects such as
the liquidity coverage ratio, which effectively re-
quires a term transaction. You might argue that
this opens up opportunities for intermediaries will-
ing to take certain risks, but overall it is likely to test
the mechanisms of an efficient marketplace.

If you had to single out one multi-
dimensional challenge, which one
would it be?

Whoever we speak to, inventory optimisation
seems to be high on everybody’s agenda, be

it banks, broker-dealers or hedge funds. Con-
ceptually, it seems relatively straightforward,
but practically it usually turns out to be incred-
ibly complex. What most legacy models have in
common is that they provide partial information
on both long and short inventory, which has typi-
cally led to a decentralised approach. Not only is
this inefficient, but it also makes it all but impos-
sible to come up with firm-wide aggregate num-
bers that are now required to meet the demands
of business lines, treasury and regulators.

A number of infrastructure providers, such as
custodians, have made tangible efforts in order
to support a view of holdings across different
custodians and intra-company entities. We at
Comyno have worked hard on helping our client
base in this area.

Do you share the view that collateral
is the ultimate market driver?

First of all, the market has come a long way. | still
remember the time when unsecured transactions
weren’t uncommon. At the height of the financial
crisis, collateral all of a sudden became so criti-
cal that the collateral provider rightfully worried
about his own exposure to the collateral taker.

More generally, we've seen a clear trend towards
more complex collateral schedules and, let’s face
it, some market participants have only designed
their first schedules more recently. We firmly be-
lieve that some collateral schedules have and
will become too complex to be properly imple-
mented, monitored and enforced. Setting certain
standards, such as a collateral schedule’s gen-
eral format, might be the way forward.

Finally, ‘big data’ has been a tech-
nological buzzword for a while.
What significance does it have
within securities finance?

Admittedly, the amount of data that is relevant
for the securities finance business pales in
comparison to some of the areas one usually
thinks of when it comes to ‘big data’. Yet the
challenges of big data can also be found in our
marketplace. We’ve noticed a significant effort
by many to become more efficient in search-
ing, collecting, sharing, analysing and actively
using trading related data. Unsurprisingly, ev-
erybody seems to be tired of having to spend
entire days coming up with ad-hoc reports of-
ten required at short notice by various internal
and external parties. SLT
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Does the house always win?

Succeeding in the betting sector is more about strateg:w

David Lewis of SunGard’s Astec Analytics

It might seem odd, as a banker, to discuss
whether betting is a fool's game and whether,
with the odds commonly stacked against you,
the house always wins. Betting is, of course,
a game of chance and typified no more obvi-
ously than by the various national lotteries. |
understand that the chance of winning the UK
National Lottery is roughly one in 14 million—or
28 times less likely than being hit by lightning.
Not great odds and the house will definitely win
every time on that type of event. But what of
mainstream betting companies? Do they have a
licence to print money?

As a far from prolific gambler, | cannot claim to
be an expert in how odds are set, but it might be
natural to expect that they are set in the book-
maker’s favour. Looking at the performance of
some providers, it would seem not. Paddy Pow-
er, one of the largest betting providers in the UK,
including both licensed highstreet betting shops
as well as online and telephone services, has
had a torrid year of results.

Known for its off-beat advertising, Paddy Power
is no stranger to controversy either—a recent
advertisement relating to the Oscar Pistorius tri-
al stated that it would “pay out if he walks” drew
a record number of complaints to the UK Ad-
vertising Standards Authority (ASA). And when
Paddy Power referred to a large hit to its 2014
first half profits, the betting provider described it
as being hit harder than John Cleese was in his
last divorce.

Stating that a string of punter-friendly sports
results (ie, the client won) across football

and horse racing events had cost it €34 mil-
lion of its “gross win”, Paddy Power’s first half
profits dropped 20 percent. The share price,
however, reacted little and has indeed risen
since then from around €48 (approximately €1
above its 12-month low) to almost €58 at the
time of writing.

With the share price showing a fall of around
10 percent from the middle of July to the end
of August, it could be suggested that the poor
first half results were already being priced in,
presumably based on the totalling up of sports
results and odds offered, giving a good trading
signal on the fortunes of Paddy Power. Howev-
er, as Figure 1 shows, the securities lending vol-
umes for Paddy Power’s increased significantly
just ahead of the earnings announcement. Bor-
rowed security volumes rose very steeply from
just over 100,000 shares on 8 August to more
than 617,000 by 20 August.

Short sellers have not earned themselves a
payout, however, as the share price has contin-
ued to rise, by 6 October hitting a level just over
10 percent below its 12-month peak. As the red
plot on Figure 1 testifies, more bets are being
placed, suggesting that short sellers are in for
the longer-term play, expecting Paddy Power
to fall in price in the future. At 650,000 shares
of around €50 each, it represents a wager of
around €32.5 million.

Paddy Power is not alone in having the market
bet against its long-term performance. William
Hill, Britain’s largest bookmaker with 2362 bet-
ting shops, has also seen a significant rise in

DataAnalytics
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shares on loan. From last October to May 2014,
volumes averaged just below 3.1 million shares
on loan. April saw the beginning of a steady
climb to just under 23 million shares at the time
of writing (see Figure 1).

Lacking the shock rises seen by PAP, William
Hill has nonetheless come under pressure from
short sellers, despite recording market leading
first-half results some way ahead of their near-
est rival, Ladbrokes. Ladbrokes and BetFair,
both UK betting providers, have seen their vol-
ume on loan decrease over the last 12 months.
Indexed data shown in Figure 1 indicates falls of
40 percent and 50 percent, respectively.

While luck must play a big part, to win at bet-
ting requires a peer beating strategy—as much
for the providers of betting as the punters they
serve. Luck seems to have gone against Paddy
Power with its run of losses over the first half of
2014, but as we can see from the short inter-
est indications for it, William Hill and its rivals
Ladbrokes and BetFair, it is also about strategy.
Much of that hinges on the impact of their online
offerings. Many traditionally ‘bricks and mortar’
businesses would not be able to compete ef-
fectively in the modern world without an online
presence or offering. Gambling and betting are
no different to the food retailers, pet shops, and
book and music publishers that have all trav-
elled down the same evolutionary path.

One thing is for certain: with the divergence in
market sentiment indicated by differing levels of
short interest, you can bet there is more volatil-
ity to come. SLT

Figure 1: Share volume on loan across last 12 months, indexed to 1 October 2013
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Industry appointments

Trading Apps has welcomed duo Anthony Si-
masek as North American product manager
and Guy Marshall as chief accounting officer.

Simasek joins from BNY Mellon where he spent
six years in project management roles within
securities lending and global collateral services.

Marshall has more than 20 years of experience
at the BBC and wireless and cable firms.

Jean-Paul Musicco, US managing director of
Trading Apps, said: “Simasek’s experience and
industry knowledge has made him a key addi-
tion to the Trading Apps team. I'm confident he
will play a key role in providing and implement-
ing high quality solutions for our clients.”

Matthew Harrison, UK managing director, add-
ed: “Marshall’s IT and accounting background
are well suited for a fast growing global IT firm.”

Nomura has added Massimo Labella and Bab-
ita Ittoo to its prime finance team.

They will be based in London and will report to
Phil Morgan, who is head of prime finance sales
for Europe, the Middle East and Africa (EMEA).

Labella joins Nomura as head of directional
delta one sales. He previously worked at J.P.
Morgan, where he focused on flow equity de-
rivatives and delta one products.

Ittoo will be vice president and focus on client
origination in the EMEA region.

The Japanese bank combined its equity financ-
ing and delta one groups under Ben Challice
globally earlier this year, in a bid to create a
more comprehensive financing and execution
solutions-based offering for clients.

Deutsche Bank has appointed Ajay Singh as
global head of issuer services within the insti-
tutional cash and securities services business
that forms part of the bank’s global transaction
banking division.

Institutional cash and securities services, led
by Satvinder Singh, was formed in July 2014
as part of the realignment of global transaction
banking’s cash management for financial insti-
tutions and securities services business units.

Business lines include institutional cash, inves-
tor services and issuer services.

Issuer services, which includes the corporate
trust, global equity services and corporate ser-
vices business areas, provides corporates, finan-
cial institutions, hedge funds and supranational
agencies around the world with trustee, agency,
escrow, depository receipts, and related services.

Ajay Singh moves to global transaction banking
from the corporate banking and securities division
where he was previously head of listed derivatives.

PeopleMoves

Prior to joining Deutsche Bank in November
2011, Ajay Singh spent 15 years with Gold-
man Sachs in their listed derivatives and OTC
clearing businesses.

Ajay Singh will be based in London and will re-
port directly to Satvinder Singh.

Satvinder Singh said: “| am personally very ex-
cited to have Ajay join the team. He is a highly-
regarded industry expert who sits on various
exchange, risk and industry boards.”

“His experience as head of listed derivatives will
be crucial in continuing the growth trajectory of
our issuer services businesses.”

“Furthermore, Ajay will leverage his significant
networks, both internally and externally, to build
deeper relationships with our clients.”

Anastasia Kiseleva has joined Russia’'s Na-
tional Settlement Depository as managing di-
rector for repository operations.

She will oversee issues related to promoting re-
pository services in the market and developing
repository technologies.

Kiseleva previously served as general direc-
tor of UBS Nominees CJSC and carried out
the duties of deputy chief of UBS’ Moscow
branch depository. SLT

SECURITIESLENDINGTIMES

Editor: Mark Dugdale
editor@securitieslendingtimes.com
Tel: +44 (0)20 8663 9620

Reporter: Stephen Durham
stephendurham@securitieslendingtimes.com
Tel: +44 (0)20 8663 9622

Reporter: Catherine Van de Stouwe
catherine@blackknightmedialtd.com
Tel: +44 (0)20 8663 9629

Editorial assistant: Tammy Facey

tammyfacey@securitieslendingtimes.com
Tel: +44 (0)20 8663 9649

Publisher: Justin Lawson

justinlawson@securitieslendingtimes.com
Tel: +44 (0)20 8663 9628

Published by Black Knight Media Ltd
Provident House, 6-20 Burrell Row,
Beckenham, BR3 1AT, UK

Company reg: 0719464
Copyright © 2013 Black Knight Media Ltd.
All rights reserved.






http://www.securitieslendingtimes.com/companyinfo/CITIsubscribe.php

