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lrish central bank: Aviva did not
do its duty in securities lending

DUBLIN 07.01.2013

The Central Bank of Ireland has fined insurance firm
Aviva because it failed to properly check and control
its securities lending programme.

Two fines of €1.225 million each were handed down
to separate Aviva subsidiaries—Aviva Insurance Eu-
rope and Aviva Life & Pensions Ireland.

The fine is reportedly the fifth largest that the central
bank has ever issued.

The central bank’s insurance directorate discovered
regulatory breaches in the Aviva subsidiaries’ securi-
ties lending programme when it conducted a survey
into insurance companies’ use of liquidity swaps.

Aviva Insurance Europe and Aviva Life & Pensions Ire-
land entered into an investment management agree-
ment with Aviva Investors Ireland—another subsidiary—
in November 2000.

This agreement was amended in 2002, allowing Aviva
Investors Ireland to outsource securities lending to a dif-
ferent subsidiary, Aviva Investors Global Services.

In June 2010, a novation occurred and the rights of
Aviva Investors Ireland under the agreement trans-
ferred to Aviva Investors Global Services, and the
subsidiary continued to perform securities lending on
behalf of Aviva Insurance Europe and Aviva Life &
Pensions Ireland.
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traded funds and other UCITS issues.

ESMA starts clock on UCITS guidelines compliance

National authorities of EU member states have two months to let ESMA
know whether they will comply with its consolidated guidelines on exchange-

short selling.

readmore p3

Hedge fund manager to pay $44 million for short selling

Sung Kook Hwang, a manager of two New York-based hedge funds, and
his two firms have agreed to pay $44 million to settle US SEC charges over

readmore p3
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Irish central bank: Aviva did not
do its duty in securities lending

Continued from page 1

Between 2004 and 2012, the central bank found
evidence that the firms failed to properly moni-
tor and control securities lending that was carried
out on their behalf, and that they did not review
the adequacy of their overall investment policies.

It also found that the firms did not set risk limits in
their securities lending programmes, or receive
regular information on asset exposures and the
risks that are associated with the practice.

In a joint statement, the central bank’s director
of credit institutions and insurance supervision,
Fiona Muldoon, and director of enforcement, Pe-
ter Oakes, said: “Where a firm outsources invest-
ment activity, it must ensure that it has adequate
investment policies, procedures and quantitative
parameters to manage that investment activity
in a way that is appropriate to the firm’s balance
sheet, and that it has sufficient information to al-
low it to properly monitor and control that activity.”

“It is inadequate and unacceptable for firms to
rely on group controls or group limits. The central
bank reminds firms that they remain responsible
for all regulatory obligations notwithstanding any
reliance upon group controls or group limits.”

In a statement, Aviva reportedly said that it ac-
cepted the central bank’s findings and promptly
rectified identified regulatory breaches, adding
that none of the breaches affected its clients.

The Aviva subsidiaries shelved their securities
lending programmes after the problems were
identified. The central bank now considers the
matter closed.

ESMA starts clock on UCITS
guidelines compliance

Continued from page 1

ESMA merged them with its guidelines on repo
and reverse repo agreements on 18 December
2012. They will become effective from the end
of the two-month notice period.

J

Algent

The authority released proposals for UCITS
funds entering into repo and reverse repo
agreements in July as a part of its controver-
sial guidelines on ETFs and other UCITS issues
that affect securities lending.

It published its repo and reverse repo guidelines
in their final form on 4 December following a
consultation period.

Under the repo and reverse repo guidelines,
UCITS funds should be able to recall assets
that are subject to repo arrangements at any
time, while those that are engaged in reverse
repo should be able to recall the full amount of
cash at any time on either an accrued or mark-
to-market basis.

ESMA originally proposed allowing a proportion
of assets “to be non-recallable at any time at the
initiative of the UCITS”, and then only assets in
overnight repo and reverse repo arrangements
would be recallable at any time.

Its guidelines now apply to all fixed-term repo
and reverse repo agreements that do not ex-
ceed seven days.

ESMA's guidelines on ETFs and other UCITS
caused confusion when they were published,
leading some commentators to believe that
under the guidelines all revenue that is earned
from securities lending would have to be re-
turned to a UCITS fund and its investors.

An ESMA spokesperson confirmed that all net rev-
enue must be returned, but this does not include
the cost of running a securities lending programme.

Hedge fund manager to pay
$44 million for short selling

Continued from page 1

Hwang, who is the founder and portfolio man-
ager of Tiger Asia Management and Tiger Asia
Partners, carried out two trading schemes with
Chinese bank stocks.

The US SEC alleged that Hwang and his firms
committed insider trading when they sold short
three Chinese bank stocks based on confiden-
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tial information that they received in private
placement offerings.

Hwang and his firms made $16.7 million in illicit
profits, according to the US SEC.

Robert Khuzami, director of the US SEC’s divi-
sion of enforcement, said: “Hwang today learned
the painful lesson that illegal offshore trading is
not off-limits from US law enforcement, and to-
morrow’s would-be securities law violators would
be well-advised to heed this warning.”

Sanjay Wadhwa, associate director of the
US SEC’s New York regional office and dep-
uty chief of the enforcement division’s market
abuse unit, added: “Hwang betrayed his duty
of confidentiality by trading ahead of the pri-
vate placements, and betrayed his fiduciary
obligations when he defrauded his investors
by collecting fees earned from his attempted
manipulation scheme.”

Raymond YH Park was also charged for his
role in both schemes as the head trader of the
two hedge funds that were involved, Tiger Asia
Fund and Tiger Asia Overseas Fund. Park also
agreed to settle the US SEC’s charges.

Quadriserv to serve up repo platform

Quadriserv is working on a central counterparty
(CCP)-based platform for equity repo, the firm
has revealed.

It will build on its AQS securities lending facility,
which is a CCP-based securities lending plat-
form that offers automated stock loan trading in
more than 5000 underlying equity, exchange-
traded fund and American depository receipt
products, to construct AQS Repo.

OCC will serve as the CPP clearer for the new
platform, which has gained support from repo
industry participants.

Quadriserv will continue to work closely with
OCC and regulators in 2013 to create a venue
that will meet the needs of securities financing
repo participants.
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BrokerTec and MTS release
RepoFunds Rate

A fixed income trading platform and an electron-
ic trading venue have teamed up to launch the
RepoFunds Rate daily repo index for eurozone
sovereign bonds.

ICAP’s global fixed income trading platform,
BrokerTec, and the London Stock Exchange’s
European fixed income electronic trading ven-
ue, MTS, are behind the index that reflects the
effective cost of secured funding in key euro-
zone countries.

Repo businesses and dealers from major finan-
cial institutions were consulted on its develop-
ment. The index will initially cover Germany,
France and ltaly.

RepoFunds Rate is based on centrally cleared,
electronically executed one-business day repo
transactions rather than indicative quotes.

These are based on a common settlement date
and will include all Overnight, Tom-Next and
Spot-Next trades in both general collateral and
filtered specifics to accurately reflect the effec-
tive cost of repo funding for trades that are ex-
ecuted on BrokerTec and MTS.

Allindex data will be sourced from the BrokerTec
and MTS electronic trading platforms, which to-
gether account for more than €250 billion of eu-
rozone sovereign bond repos each day.

Data will be distributed broadly via third parties,
including Reuters (REPOFUNDS) and Bloomberg
(REPF), as well as through email and FTP sources.

The new indices will be published at the end of
each business day. RepoFunds Rate data, includ-
ing historical analysis, is publicly available online.

Bassma Elamir Riley, head of government bond
repo at Deutsche Bank in London, said that
RepoFunds Rate brings much needed trans-
parency to the market and will provide traders
with a more efficient repo hedging tool, “while
simultaneously recognising the increasing role
of collateral pricing in the OTC world.”

Romain Dumas, managing director of EMEA
short-term government products at Credit Su-
isse, added: “RepoFunds Rate should accu-
rately reflect the cost of funding for the various
types of collateral being used. As each trade will
be centrally cleared, the counterparty dimen-
sion is removed to leave a purer measure of the
secured interest rate, as essentially driven by
the underlying collateral.”

“At a time when uncertainty is a defining ele-
ment of the eurozone sovereign bond world Re-
poFunds Rate delivers the high levels of trans-
parency participants need to restore confidence
in benchmarking and managing products refer-
enced to the indices,” said Oliver Clark, money
market product manager at MTS.

“These indices are built on significant volumes
of real trade data executed by a diverse range of
pan-European counterparties on electronic plat-
forms and cleared—not traded bilaterally—and
therefore are solid, reliable and robust. The fast
time to market for the indices, from inception to
launch, is testament to what can be achieved
when the industry works together.”

EquiLend goes live with DataLend

Securities finance trading and post-trade ser-
vices provider EquiLend has entered the data
market with the launch of DatalLend.

Its new product will allow it to compete with Markit
Securities Finance and SunGard to provide trans-
parency to the securities lending market.

Ten financial institutions, including BlackRock,
Goldman Sachs and J.P. Morgan, back Equi-
Lend. They are providing “high integrity data” to
Datalend, according to a statement.

The new product uses proprietary quantitative
cleansing methods to ensure the quality of its
data, which is global and covers all asset class-
es, regions and securities.

Ben Glicher, chief information officer at Equi-
Lend, said: “After an intensive and extended
beta phase, it is evident that we are bringing top
quality, thoroughly cleansed, unadulterated data
to the securities finance market. We believe that
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our data is more than just competitive and it is
our aim to become the industry leader in global
securities finance market data.”

Twenty percent growth for SEB
prime brokerage platform

New SEB figures show a 20 percent increase in
mandates on its prime brokerage platform over
the last year. The platform has attracted 70 new
hedge fund mandates in 2012, bringing the total
number to more than 400.

SEB’s fully segregated custody based mod-
el—which protects client assets without re-
hypothecation—has also proved popular with
international clients. They have increased their
business with SEB by 30 percent this year.

The re-launch of its FX Prime Brokerage service has
also resulted in client trade flow, with SEB as prime
broker, to grow by around 300 percent in 2012.

Peter Herrlin, head of prime brokerage at SEB,
said: “Despite challenging market conditions,
2012 was a very successful year for SEB Prime
Brokerage, and we are confident that 2013 will
show an equality positive development. We are
recognised as an intrinsic part of the strong Nor-
dic macro environment.”

Citi bags big Swedish hedge
fund manager mandate

Citi will provide prime brokerage, custody and
depository services to the recently launched
Carve fund from Sweden’s largest hedge fund
manager, Brummer & Partners.

The mandate means that Citi, which has worked
in Sweden since 1976, is now able to offer local
prime brokerage, custody and depository ser-
vices in the country.

“We are delighted to be chosen as prime broker
for the Carve fund,” said Mark Harrison, Euro-
pean head of prime finance at Citi. “In bring-
ing together our Swedish depository and our
global prime finance business, we have created
a compelling and integrated offering allowing
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the Swedish onshore hedge fund community to
benefit from Citi’'s multi prime brokerage model.”

Peter Thelin, CEO and portfolio manager at
Carve Capital, added: “Citi's local presence,
proprietary global sub-custody network and its
ability to offer a multi prime brokerage model for
Swedish investment funds, putting Sweden in
line with the rest of Europe, have been impor-
tant factors in our decision.”

Citi can now support locally domiciled funds with
independent depository capabilities, including
oversight of funds’ service providers, safekeep-
ing of funds’ assets, as well as daily automated
monitoring of funds’ investment guidelines and
regulatory restrictions.

SIX acquires Oslo Clearing

SIX has agreed to purchase Oslo Clearing—
which deals with central counterparty (CCP) clear-
ing of financial directives and securities lending
products—from Oslo Bers for approximately 180
million Norwegian krone ($32.4 million).

Oslo Clearing currently carries out CCP clear-
ing of financial directives and securities lend-
ing products. Once the deal is completed, Oslo
Clearing will be part of securities services, the
post trade division of SIX.

Thomas Zeeb, CEO of SIX Securities Services,
said: “[Our firm] has, since its inception, been at
the forefront of interoperability initiatives in Eu-
rope to allow customers to benefit from greater
competition and freedom of choice as to who
they clear with.”

“The acquisition of Oslo Clearing is complemen-
tary to our existing businesses and provides a
further expansion of choice, both for existing
SIX clients as well as Oslo Clearing clients.”

Wells Fargo settles with Sarasota
over securities lending feud
Wells Fargo will pay Sarasota County $23.75

million to settle claims that Wachovia Bank,
which it acquired at the peak of the financial cri-
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sis, mismanaged the county’s securities lending
portfolio between 2007 and 2008.

Sarasota County’s clerk of court and comptrol-
ler, Karen Rushing, filed a complaint against
Wachovia in 2010.

Rushing engaged Wachovia in 2006 to enhance
the performance of the county’s working capital,
but the financial crisis hit in 2008.

Sarasota County alleged that Wachovia negli-
gently invested county funds in Lehman Broth-
ers bonds and a collateralised debt obligation
from Altius Funding.

Rushing argued that Wachovia failed to follow
the county’s extremely conservative investment
guidelines when it invested in Lehman Brothers
and Altius.

Wells Fargo assumed the liabilities of Wachovia
when it acquired the bank at the end of 2008. It
denied the allegations.

The case was scheduled for trial in federal court
this month, but the parties have now agreed
to settle. In a statement, Rushing said: “I think
this is a very good settlement. The settlement
resolves the litigation and brings in almost $24
million for the citizens of Sarasota County.”

In a statement, a Wells Fargo spokesperson said
that the terms of the settlement agreement will see
both parties “making payments to cover losses in-
curred in the securities lending programme during
a time of unprecedented market conditions”.

“We strongly believe that the investments made
by Wachovia on behalf of its clients in the se-
curities lending programme were in accordance
with investment guidelines and were prudent
and suitable at the time of purchase. The firm
was focused at all times on serving our clients’
interests and we worked very hard and respon-
sibly to achieve the best results for all of the par-
ticipants in the securities lending programme,
during very difficult economic conditions.”

“In reaching this settlement with the County of Sara-
sota, we look forward to putting the matter behind

NewslInBrief

us and focusing on helping our clients navigate the
continued challenging market environment.”

The bank continues to incur litigation costs since
it took over Wachovia. In March, the City of St
Petersburg persuaded a jury in Tampa, Florida,
that Wachovia acted improperly when the city
lost $10 million in Lehman Brothers bonds.

Wells Fargo is currently appealing against that
decision, but in the same month—unrelated to
Wachovia—a Michigan pension fund filed a suit
against the bank alleging that it mis-sold the
safeness of its securities lending programme.

Speaking at the time, a spokesperson denied
the allegations and said that the bank would vig-
orously defend itself.

BNP Paribas handles second
fund migration for Henderson

BNP Paribas Securities Services has migrated
nine funds with an approximate value of €2.5
billion for Henderson Global Investors.

BNP Paribas will provide Henderson with custo-
dy, fund accounting, securities lending and for-
eign exchange services for the former Gartmore
fund range. Further migrations are also planned
for early 2013.

With these new arrangements, BNP Paribas
will take custody of approximately €1 billion in
Latin American assets, including a significant
sum in Brazil.

This migration was not the first that BNP Paribas
has handled on behalf of Henderson. In 2011, when
Henderson acquired Gartmore, the bank played a
role in integrating the middle office activities across
all Henderson funds on to the existing joint platform.

Prior to this, BNP Paribas managed the inte-
gration of 114 funds totalling £7.6 billion in as-
sets when Henderson acquired New Star Asset
Management in April 2009.

BNP Paribas was also appointed to in-source
the collateral management around Henderson’s
OTC derivatives activities.
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On the road

ConferenceReport

CCPs were the hot topic at the Global Repo and Securities Lending Forum

GEORGINA LAVERS REPORTS

The Marcus Evans Global Repo and Securities
Lending Forum in London allowed speakers to
open up about CCPs, triparty repo, collateral
and the latest regulations.

ChinaTrust presented the Asian perspective on
the securities lending market, NAB offered guid-
ance on collateral transformation to meet obli-
gations, and BarCap examined how European
Central Bank policies such as the longer-term
refinancing operation and zero rate deposit af-

CCP you later

A discussion centred on uncovering the impact
of the CCPs in the repo and securities lending
market—and whether regulators will force the
securities lending industry to use CCPs.

Participants, who included professionals from
BlackRock, Daiwa and ING, looked at the logis-
tics of pushing securities lending through CCPs
and data warehouses, shared their experiences of
repo in CCPs, considered legal implications and re-
viewed potential additional costs of central clearing.

fected the market. There was clarification on
how mandatory haircuts would be introduced
and, as usual, some ideas about sourcing good
quality collateral.

A UK FSA figurehead gave the latest news on
the Financial Stability Board’s (FSB’s) propos-
als; a very timely sight for those who prefer their
bad news to come in a friendly-faced package.
Vital issues that have been flagged up by the
FSB’s recommendations include authorities

product, as the majority of business going through
the CCP is relatively short-term, high volume.

A high barrier to entry—the US Dodd-Frank Act
suggests that the minimum capital requirement
to be a CCP member is $50 million—was hotly
debated. “Regulators are going to be all over
you,” said one participant.

Margin requirements were deemed too arduous by
one panellist: “It's developed quite a bit on the repo
side (just over half), but not so much on the securi-

needing to collect more granular data on securi-
ties lending and repo exposures, and a nudge
towards trade repositories (TRs), which the FSB
said “are likely to be the most effective way to
collect comprehensive repo and securities lend-
ing market data”.

However, this particular idea drew grum-
bling from one panel participant, who stated
that the DTCC data repository costs large
players in the derivatives markets “millions
of pounds”. SLT

idea of a CCP in securities lending ... and a lot of
people are trying to bypass margin requirements.
But we have to ask ourselves if CCPs are being too
onerous in [their margin requirements].”

“The theory that persuaded people that this was
a great idea was the idea of one global CCP by
which everyone was connected. Of course, now
we’ve got loads. The problem with one is there
is no competitive pressure, but the problem with
many is netting. It gets like airlines: every coun-

It was agreed that CCPs would not suit every ties lending side. Alot has been done to explore the try thinks it will look good if they have one.”

www.securitieslendingtimes.com
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A borderless time

SLT talks to Jerry: Friedhoff of Broadrrdge about breaklng down barriers
between desks, offices and locations as securltles finance goes global

' TechnologyPlatforms

| MARK DUGDALE REPORTS |

What changes have you seen with the
organisational alignment of securities
financing desks across your clients?

Repo desks and now securities lending desks
have aligned themselves more with the front office
than the back office due to their revenue produc-
ing capabilities. These groups have similar trading
economics and cultures but different regulatory
and accounting treatments. A recent trend that
we have noticed across our client base is that
many firms are now also aligning their collateral
management functions with the front office. They
say this is happening because of the increasing
revenue implications that are associated with their
collateral management operations.

Does this mean that there are more
synergies between these business
lines than before?

Yes, because firms are looking for higher quality
collateral to meet recent exchange obligations for
central party clearing of OTC derivatives. These
‘collateral upgrades’ can be executed under a
SLA (securities lending agreement), which influ-
ences the repo desk’s trading activity. The vol-
ume of interactions between these groups has
increased and we believe that it will continue to
increase as new regulations unfold. There is a
very real scramble for high-grade collateral that
we are seeing across the industry right now. We
are trying to anticipate our clients’ cross-desk fi-
nancing trading needs by providing an integrated
position management solution across various as-
set and transaction types.

As global regulatory changes oc-
cur, what challenges do you fore-
see arising for your clients?

As global banks and broker-dealers try to meet
global regulatory changes and intense funding
expense reduction pressures, they are trying to
evolve from a geographically segmented busi-
ness model to a more global operating model. As
they transition to this global model, they are often
challenged in getting a holistic view of all asset

classes across their regional offices. They are tell-
ing us that they need enhanced aggregation and
trade execution capabilities to efficiently manage
collateral requirements/opportunities across the
various central counterparties.

Another challenge is the complexity of optimising
collateral across the portfolio of options that they
have. The complexity continues to increase as
they layer regulatory changes onto their various
funding models.

In addition, there are often difficulties in mov-
ing their inventories of collateral between vari-
ous entities efficiently because of organisational
and system silos that exist due to many years
of business line independence. They want to be
able to direct funding activities to the most ad-
vantageous markets around the world but there
are sometimes system, organisational or pro-
cess barriers that they need to overcome.

What about those that still regard
various business lines as separate
or part of the back office?

Part of our role as a solution provider to the securi-
ties financing market is listening to what our clients
business objectives are and responding appropri-
ately. There are a wide spectrum of organisational
models that are used across the industry that we
continue to support, but the more progressive firms
are moving towards a revenue centric (ie, front
office) business model for their global financing
desks. We tailor our solutions to support the vari-
ous securities financing stakeholders in the front,
middle and back office regardless of how they are
organised. Broadridge is less concerned with how
our clients align internal user groups than how we
can facilitate the end-to-end business requirements
of the various stakeholders.

In a recent meeting with an executive responsible
for global funding for a large Europe-based bank,
he outlined a clear road map of current technologi-
cal needs and his organisation’s strategic growth
plan. By looking at the roadmap, it is clear that the
focus on collateral management is now becoming
a front office priority, and the front office sees op-

portunities in the market to increase revenues by
managing this process effectively.

What can a solution such as Finan-
cePro do to satisfy these changing
client requirements?

In March 2012, Broadridge announced the Finan-
cePro Global offering to respond to the evolving
market demands previously discussed. Finan-
cePro Global is a multi-instance, multi-asset, back
office agnostic securities finance trading system.
Repo, securities lending and eventually collateral
management desks will be able to use FinancePro
as a common platform to manage their positions
globally. FinancePro was designed to integrate
well with Broadridge’s securities processing solu-
tions (impact for fixed income, BPS for equities
and GLOSS for non-North American securities),
as well as other third party processing platforms.

The aggregation capability of FinancePro will pro-
vide firms with a holistic view of collateral across
multiple business lines. Our goal is to provide
funding executives with the tools that they need to
make timely, intelligent collateral usage decisions
in this fast changing environment. SLT

Product manager, securities financing solutions

Jerry Friedhoff
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+1412 236 6065
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Wins of change

PrimeTime

SLT talks to Jane Milner of SunGard about the current prime brokerage
landscape after an eventful couple of years

MARK DUGDALE REPORTS

How is the dynamic between hedge
funds and prime brokers changing,
and why?

The dynamic has been shifting as a direct result
of events such as the failures of Bear Stearns
and Lehman Brothers, and the repercussions
are still being felt. These events, combined with
the fall-out from the credit crisis, have been lin-
ing up to change what was previously a tight
club of prime brokers offering a ‘bundle’ of high-
ly personalised services, into what amounts to a
broadening range of service providers offering
specific elements of service.

This is being driven in part from the perspective
of the hedge funds seeking to distribute their
risk, but also from a viewpoint of the leading
prime brokers, who, due to other balance sheet
pressures, are less keen to do business with
any/all hedge funds. Other institutions, such as
custodians, which may now be holding the as-
sets of the hedge funds, are also keen to enter
into the fray in order to benefit from the new rev-
enue stream that servicing hedge fund clients
can bring through financing, short positions cov-
erage and transaction charges.

How is the regulatory focus on
prime brokers affecting their rela-
tionships with hedge funds?

Regulatory pressures are leading to more focus
on how the capital of the firm is deployed across
the business, in addition to greater focus on the
counterparties with whom business is being
done. The demand for asset segregation, and
restrictions around the prime broker’s access
to hedge funds’ assets to finance its own busi-
ness, has clearly been a significant change. On
the other hand, the regulation of hedge funds,
under structures such as UCITS, has led to an
increase in the growth of the number of funds,
and the attraction of more institutional money
into them. Overall, AUM by hedge funds is north
of $2 trillion and is heading to an all-time high,
and although there were a number of closures
in the earlier part of the crisis, the growth in new
hedge funds is now strong. These factors mean

that hedge funds, and the provision of services
to them, is a relative bright spot in comparison
to many of the shrinking volumes and values
that we see in other areas.

How important is it that hedge
funds diversify their risks and in-
crease transparency?

In common with other sectors in financial markets,
the failure of leading prime brokers brought home
to hedge funds the fact that risk was not all on the
side of the prime broker, but that the larger financial
institutions, such as investment banks, could also
fail. This led to the spreading of risk across multiple
prime brokers, and a demand for greater, and more
frequent, visibility of the business being handled by
the prime broker. In particular, the citing, and usage,
of the hedge fund’s own assets is receiving much
attention. The requirement to have access to more
detailed, and more frequent information, potentially
in real time, has led to demands for improvements
in the less interesting, but clearly critically important
aspects of the daily interaction between hedge
funds and their prime service providers.

What are prime brokers doing in re-
sponse to this?

Prime brokers responded through the creation
of bankruptcy-remote entities to house collat-
eral, or in some cases partnerships were cre-
ated between prime brokers and third-party party
custodians in order to demonstrate the clear seg-
regation of assets. The focus on client service
providing visibility of the operational controls and
reporting that are associated with the daily pro-
cessing, and in particular asset utilisation as part
of financing, became even stronger. There are
certainly more conversations around the rather
less exciting post-trade processing services than
ever before, as hedge funds demand access to
more in-depth and frequent information.

Where does the Apex Prime solu-
tion fit in?

Apex Prime was designed specifically to help
the client services representatives manage the

day-to-day operational activities and reporting
demands in a more efficient way. It provides
a one-stop-shop for all of the information that
the service representatives need, ensuring that
they can respond in an effective and timely way
to hedge fund client demands.

Apex Prime is targeted to help new players that
are keen to attract hedge funds flow and rev-
enues, to get up and running with minimal cost
and lead time. Historically, existing primes have
employed huge IT resources in order to develop
solutions to fulfill these requirements, and get-
ting into the prime services business was only for
those with very deep pockets for IT spend. Apex
Prime aims to level the playing field by providing
new players with an innovative solution to ad-
dress the key, and specific, prime service func-
tions. It can also help existing primes streamline
processes and reduce costs in this area.

It also integrates closely with our securities fi-
nance solutions, but also with many other Sun-
Gard systems that are typically used by prime
brokers, such as SunGard’s trading, execution,
back office, risk management, and regulatory
compliance solutions. This has the advantage of
reducing time and cost-spend on the implemen-
tation of the solution, which will clearly sit at the
epicentre of a spider’s web of other solutions at
a prime service provider. SLT

ead of strategy for securities finance
collateral management and prime services

SunGard’s capital markets business
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Simple solutions for
greater efficiencies.

From one of the world's

leading CCPs.

Despite today's high-tech tools,
market participants continue

to suffer from inefficiencies. We are
working to do something about that.

In OTC trading, manual transactions
are still common — often resulting in
costly delays and inaccuracies.

This is a real challenge for bank treasurers, who need
to monitor transactions while they manage multiple
counterparties with different ways of doing business.

Eurex Clearing has been built to simplify this complexity
and to make the market safer.

We led the way on the automation of services and
processes — centralizing calculations, reducing

the number of counterparty relationships and freeing
up our members' balance sheets.

And because we're one of the leading clearing houses
globally, our members see reduced handling costs
across a range of markets, including derivatives, equities,
bonds, secured funding & financing and commodity
transactions.

So by eliminating the inefficiencies of others, we leave
you clear to trade.

Find out more at eurexclearing.com

Or follow us on Twitter @EurexGroup
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Now available: CCP service for securities lending
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Colouring inside the lines

Luxembourg is quietly continuing with securities lending

i

' GEORGINA LAVERS REPORTS

‘Well-maintained’ and ‘prosperous’ would be
two descriptions that come to mind when think-
ing of Luxembourg, and the landlocked coun-
try has built on this reputation quietly over the
years. Most banks are foreign-owned and have
extensive foreign dealings, but Luxembourg has
lost some of its advantages as a tax haven be-
cause of OECD and EU pressure. The economy
depends on foreign and cross-border workers
for about 60 percent of its labour force, and non-
natives can enjoy an extraordinarily high stand-
ard of living.

But while foreigners may be flocking, lending
activity for the large pool of assets that is domi-
ciled in Luxembourg is not generally done in the
country, with trading desks situated in London
or Frankfurt. Citi noted that its Global Markets
business has a securities lending and Delta
One trading desk in Luxembourg, but added
that the firm also deals with Luxembourg funds
via its Global Markets London entity and Citi NA
agency lending desks in Dublin and London.

ASLplus, a Clearstream offering that provides
strategic lending to custody clients to earn ad-

activity, be it in or out of the country, as SLT finds out

ditional revenue (with Clearstream acting as a
principal lender), also operates from a trading
desk in London. As for other firms, three entities
that have advertised their securities lending op-
erations in Luxembourg in the past declined to
comment, citing a lack of activity in the region.

Gosta Feige, head of global securities financ-
ing sales and risk management in the EMEA at
Clearstream, insists that lending activity is as
competitive as ever.

“Given the sound legal framework and efficient
CSSF regulation, Luxembourg is a perfect place
for securities lending business and we definitely
see immense growth in the actual securities lend-
ing business as well as the surrounding services.
In our specific role as principal, the development
of our strategic lending programme ASLplus
speaks a clear language and has a solid growth
track record which we foresee to continue, given
regulatory pressure, industry need for sophisti-
cated lending solutions and market need for reli-
able loan and collateral management services.”

“Many of the major European banks have treas-
ury desks in Luxembourg who transact securi-

CountryProfile

ties lending and repo so the financing side of
the market is already established although not
significant compared to other European coun-
tries,” says Jane Karczewski, EMEA head of
equity finance sales at Citi in London.

“Most of the large asset management compa-
nies have their fund managers and heads of
asset management based in their country of ori-
gin, so although more fund managers are being
relocated to Luxembourg the decision making is
generally managed by the local office. Until that
trend changes, | do not think Luxembourg will
grow substantially as a securities lending cen-
tre. Together with Dublin, it is one of the centres
of European excellence for fund administration.
That is a critical part of the securities lending,
custody and UCITS markets.”

Looking for the one-offs

Increasing demand from lenders for independ-
ent collateral management services means that
the days of lenders giving mandates to a single
custodian or agent for a host of services may be
coming to an end.

www.securitieslendingtimes.com



Karczewski says: “In the context of OTC deriv-
ative collateral management, many institutions
are indeed looking at the most efficient ways to
centralise their collateral management. If they
do not have the infrastructure to handle this
operationally they are certainly looking at inde-
pendent providers. Citi offers several collateral
transformation options using Global Markets
and Citi Transaction Services. We have se-
curities lending clients using Citi or third part
providers and similarly Citi provides collateral
financing to clients who are not necessarily on
the securities lending platform. | think it is safe
say there is definitely more due diligence un-
dertaken by beneficial owners with regard to
collateral management, but the extent to which
this is true still depends upon individual com-
pany profiles. 2013 will be a formative year in
this respect.”

Feige adds: “While we see indeed a growth of ser-
vice providers in the collateral management area,
we would rather say that there is a true need for
reliable and holistic solutions, covering the whole
value chain in a truly global liquidity hub, across
boarders, settlement locations and service areas
to combine repo, securities lending, collateral man-
agement services to ensure that clients can rely on
exactly the services and tools and collateral when-
ever they need it. As those services, however, are
rather complex to build and develop, we see true
growth possibilities only for certain few very sophis-
ticated players, based on their origin as market in-
frastructure and settlement depository.”

As for diversification seen from beneficial
owners—both in their investment and collat-
eral portfolios—the consensus seems to be
one of consistency.

“The investment profile from beneficial owners
has not changed greatly over the last few years
with ratios between fixed income and equity re-
maining quite stable,” says Karczewski. “Certain
asset managers have been moving into equities
and focusing on the dividend paying names to
compensate for the lack of fixed returns from
bond portfolios. Pension funds specifically
seem to be moving slightly more into equities
to take advantage of the discounted market
value and also appear to shifting a portion of
their investment into index products. This could
have a positive impact on the securities finance
business but until both leverage and short inter-
est increases we will not see any major benefits
from this move.”

“Collateral profiles are driven by the legal re-
quirements determined by the jurisdiction of the
beneficial owner. They are also determined by
the operational efficiency of their lending provid-
er and the beneficial owner’s appetite for risk.
We have seen larger beneficial owners opting
for greater collateral flexibility in the forms of
collateral accepted (cash, equities, government
bonds) but, on the other hand, stricter param-
eters defining concentration limits and reinvest-
ment products. Greater flexibility in forms of col-
lateral accepted allows for a better distribution
of assets.”

Feige adds: “While we see—interestingly
enough—increased securities lending business
and lending mandates from beneficial owners
due to our role as ISCD and neutral market in-
frastructure, where clients rely on our solid Lux-
emburgish legal grounds and our conservative
measures and procedures, some clients indeed
investigate details and background of our secu-
rities lending programmes, which we welcome.”

“Effectively, customers join our programmes—
again, where we act as agent, guarantor or prin-
cipal, depending on the programme—thanks to
our restrictive collateral schedules and to risk
adverse lending services. Lenders feel com-
fortable facing Clearstream as principal in the
strategic programme or having Clearstream as
guarantor, on top of the pledge of collateral, in
our fails lending programme.”

(Don’t) celebrate the quirks

Luxembourg’s relevant regulation to lending,
Circular 08-356, prescribes the conditions by
which funds may enter into securities lending
transactions. When it was overhauled in 2008,
the regulator ended a 30-day limitation for se-
curities lending transactions that put technical
burdens on the back office.

One quirk of Luxembourg’s regulation involves
the level of collateralisation required to protect
securities lending transactions. The minimum is
set at 90 percent of the global valuation of the
securities lent (interests, dividends and other
eventual rights included) during the lifetime of
the lending agreement.

CACEIS collateralises at 105 percent and other
market observers note that they are unaware of
any agents that take advantage of this regula-
tion, particularly in an environment where lend-
ers are carefully scrutinising counterparty risk.

“The regulation states a minimum requirement
for Luxembourg regulated funds. However the
standard of the securities lending market is 102
to 105 percent for bonds and equities respec-
tively. The 90 percent minimum level allows for a
buffer around market valuations and is not some-
thing Citi takes advantage of,” says Karczewski.

Feige comments: “Given our nature as ISCD and
market infrastructure, we are risk adverse and
hence don’t take advantage of this. Actually, we
always take for our lenders a minimum of 102
percent of collateral. Our lending system man-
ages collateral constantly and performs marking
to market all over the day in order to make sure
that our lenders are always collateralised.”

This commitment to honesty is a characteristic
that can only help the country’s reputation. “Be-
ing based in Luxembourg helps in many ways,”
concludes Feige. “Not only due to the physical
neighbourhood in the Grand Duchy itself as well
as in central Europe to major sec lending play-
ers but also due to the favourable legislation,
providing a solid and reliable framework on both
the loan and collateral side.” SLT
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First past the post

Participants from Eurex Clearing, DekaBank and Comyno discuss the
launch of the securities lending CCP service

At the end of 2012, Eurex Clearing’s
CCP service for securities lending
went live and the first trades have
gone through. How was it?

Thomas WiBbach: We are proud that we no-
vated and processed the first bilateral securities
lending transactions on our new lending central
counterparty (CCP) service. Personally, it is
great to see the fruits of more than two years
work that began with consultations and work-
shops identifying the market needs up to the
implementation and service readiness. I'm de-
lighted to see that the lending CCP does work
and that the pilot phase was successful.

Michael Cyrus: At DekaBank, we had a close look
to see if Eurex Clearing’s new service would keep
with what was promised. Of course, we could have
kept back saying that we'll jump on later when every-
one else is already there, but in this case we wanted
to support the idea right from the beginning. We see
the efforts that went into connecting to the service
and into being one of the very first pilot customers
as an investment into our strategic product portfolio.

Markus Biittner: You won't be surprised to hear
me say that we are indeed a bit proud to literally
have seen the first trades from both perspectives

making their way through the infrastructure—at the
customers and at Eurex Clearing. With Comyno
being the only firm to have worked on the CCP proj-
ect at Eurex Clearing and at the same time taking
care of DekaBank’s internal business processes
and technical changes, this really completes our
understanding and competence in this area.

Do you think that many players will
join now without regulatory com-
pulsion given that so much bud-
get and resources will be given to
areas such as swaps (and deriva-
tives) where CCPs are mandatory?

Biittner: Market participants seem to see the actual
benefits of the CCP service more and more. After now
having proof that the service works in real life, they
begin to think what participation would mean for their
organisations in particular. Other than only explaining
how the CCP itself works, we are now asked about
feasibility, business case creation and cost estima-
tions for necessary project activities. | would be sur-
prised if banks or beneficial owners are not jumping
on the service with a positive business case!

Cyrus: Even without being forced into the lending
CCP directly, there are still already existing regu-

CCPDiscussion

latory and economic requirements that you can
better address by making use of a CCP. These
include—among others—much stricter balance
sheet management as part of the structural dele-
veraging effects that we are seeing in the market,
or as part of regulatory inventions, such the soon-
to-be defined leverage ratios, but also the need
for more transparency and stricter management
of liquidity in all shapes or forms. Lending CCPs
will also under certain circumstances be the way
into better capital management, depending on the
unfolding of the regulatory landscape. All in all, we
see the lending CCP as a timely and strategic an-
swer to several issues that will most likely become
acute within the very next months and years.

WiRbach: There are many new customers in
the pipeline to join the lending CCP in 2013.
Aside from the regulatory aspects driving the
market, all of the participants are looking to
maximise their earning opportunities, as many
of these participants see the ability to trade with
a wider range of counterparties than they cur-
rently have access to. This is the case for both
lenders as well as borrowers. In addition, there
are a considerable number of operational tasks
that the lending CCP undertakes on behalf of
its clients, and this is another area where se-
curities lending participants see the benefit of

www.securitieslendingtimes.com



the CCP. We at Eurex Clearing have used this
opportunity to automate many of the operational
functions for the market, such as payments for
dividends and monthly billing.

One of the big benefits is perceived
to be that one could extend trading
activities that would be hindered by
bilateral credit lines if not using the
CCP. Do you think this will be enough
to offset the additional costs and
margin requirements of the CCP?

Cyrus: Within the current market situation,
that’s a fair question. In a negative yield world,
every basis point has the potential to change
the economics of a trade significantly. But if the
decision is to do the trade via a CCP or not be-
ing able to do the trade at all—because of a lack
of credit lines—it is probably easy arithmetic.
Now, in the real world, the truth will be some-
what in between these extremes. That said,
Eurex Clearing needs to bear in mind that there
is a direct connection between cost of the ser-
vice and achievable flow. From my perspective,
it is important to attract significant volumes in
the initial phases of the roll-out. As we all know,
flow begets flow, and so pricing at inception of
the CCP will have a direct impact on its success.

WiRbach: Of course, there are costs of using the
lending CCP, but we believe that the economic ben-
efits are far greater for users of the service. There
are a number of factors that potential users have to
weigh up before deciding for or against the service.
It's not just a case of looking at the CCP fees or mar-
gin cost in isolation. We are able to run through a
number of different trading scenarios looking at a
number of different trading relationships that can
be established using the lending CCP. We take into
consideration the use of collateral and the financing
costs and then factor in the zero weighting of the
CCP for the capital requirement calculation for each
customer—the result is a substantial gain for the
planned participants and their potential transactions.

We believe that our pricing is competitive for the service
that we provide and for the benefits we bring to the se-
curities lending market. On top of that, we are currently
waiving all CCP fees, ie, our members get the benefit
of transacting with zero cost for clearing. There is even

amore direct benefit that is available to agent lenders in
the fact that they would no longer have to have the cost
for indemnifying their clients as the lending CCP effec-
tively provides the same counterparty default protection
that the indemnification is intended for.

Biittner: From an integrator’s point of view, users
of the service need to make sure that the integration
of CCP driven in-house-processes are designed
straight through. This should be achieved within the
flow of trade information, fees, margin and also tri-
party collateral information. To keep the cost as low
as possible for both setup and running the service,
it's very important to not only integrate it properly
into the front office, but also other departments in
the process chain are similarly crucial to make this
an efficient exercise. The effects of a lending CCP
trade need to be handled correctly in credit risk,
market risk and finance to be able to get all of the
benefits out of it. That's why experienced people
should see the introduction of the service through
at the customers end as well. If all those boxes are
ticked, the benefits will certainly outweigh the effort.

As 2013 begins, where do you see
the service in 12 months?

Cyrus: This will depend on some of the issues
outlined above. However, we would certainly see
and hope for many more players and much higher
volumes. We expect that other lenders and bor-
rowers will look closer into this business opportu-
nity and understand the benefits in connecting to
the service. Being an early adopter, we are looking
forward to expanding jointly, and in cooperation
with other players, our business on the CCP.

WiRbach: Many other customers are planning
their integration to the service in the first half of
2013 when the service will be extended to include
fixed-income securities in Q1 and further Europe-
an equity markets in Q2 (France, The Netherlands
and Belgium). Further functional and geographical
enhancements are in the pipeline for the second
half of 2013 and 2014, such as the inclusion of
UK-listed securities. All enhancements to the ser-
vice will be designed and planned in conjunction
with our customers’ requirements and requests for
any new functionality and market coverage.

Biittner: Being in the unique position of hav-
ing supported both ends of the service, we are
excited to see the service expanding and new

CCPDiscussion

customers integrating to the service, and we are
expanding into London to deal with the expect-
ed opportunities. Of course, we look forward to
further supporting Eurex Clearing in the service
extension that is planned for the next months,
but we are also keen to support other customers
with their integration plans to the service. SLT
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Head of short term products

Michael Cyrus
DekaBank
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Three hearts beating as one

TripartyModel

David Field of Rule Financial examines the triparty model to check the
pulse of the collateral system

The post-crisis reform of the financial markets has
focused to a large degree on the management of
counterparty credit risk. The cleared market model,
in which a central counterparty (CCP) is inserted
between the principal parties to a trade with the
specific purpose of concentrating and mitigating
counterparty credit risk exposures, has been im-
posed on markets where the prevailing bilateral
model was deemed to be insufficiently transparent
and robust. The transition of the OTC derivatives
market to central clearing is now well advanced,
with key legislative and regulatory measures such
as the US Dodd-Frank Act and the European Mar-
kets Infrastructure Regulation (EMIR) entering into
force throughout 2013. Other principally bilateral
markets, such as that for repo and securities lend-
ing, may follow suit, driven either by market-led in-
novation and evolution, or by regulatory diktat.

A common feature of the new market structures
is the formalisation of collateral practices. In
the bilateral world, counterparties were gener-
ally free to agree the basis on which exposures
should be secured by the pledging or delivery of
collateral assets. Best practice and standardised
documentation, such as ISDA Master Agree-
ments and Credit Support Annexes (CSAs),
Global Master Repo Agreements (GMRAs) and
Global Master Securities Lending Agreements
(GMSLAs) evolved, with market participants
retaining the ability to tailor collateral arrange-
ments. This had the advantage of enabling firms
to take into account the nature of their counter-
party when agreeing terms of business; an insur-
ance firm or institutional investment fund would
face significantly less onerous margin require-
ments than a leveraged hedge fund, for exam-
ple, allowing for the most efficient deployment of
assets relative to risk. Unfortunately, the lack of
strict rules arguably resulted in systematic under-
collateralisation of exposures and aggressive re-
use of collateral assets, with the result that when
counterparty credit risk exposures turned into
real credit losses in the crisis of 2007 to 2008,
many institutions found themselves unprotected.

The formalised quantification of counterparty
credit risk, the exchange of collateral and the
maintenance of adequate capital reserves are
therefore central to the new regulations. Collat-
eral assets may be regarded as the lifeblood of
the financial system, circulating to secure expo-
sures in the various ‘organs’ such as CCPs and
secured lending markets.

The health of this circulatory system depends criti-
cally on the heart driving blood through healthy arter-
ies and veins. The step change in the value of col-
lateral that is required to sustain financial activity has
created the need to move assets with the minimum
of friction and cost to where they can be most ef-
ficiently deployed to secure exposures and support
investment and hedging strategies. A lack of avail-
able collateral assets relative to the desired level of
activity, whether because of competing demands
or narrow eligibility criteria, will lead to anaemic and
inefficient markets in which risk managers are un-
able to hedge effectively and speculators cannot
provide liquidity. If the arteries of the financial system
are clogged by excessive transaction costs or cross-
border settlement obstacles, the financial markets
are again likely to prove unfit for purpose.

We believe that the triparty model is developing
into the heart of the global financial collateral sys-
tem. Evolving from the repo markets, triparty col-
lateral agents offer market participants an efficient
means of allocating collateral. The foundations of
a viable triparty provider are: (i) a large network
across which securities can readily be moved
between the accounts of many collateral givers
and collateral takers on a book-transfer basis; and
(i) robust legal arrangements that determine the
treatment of collateral under normal conditions
and, critically, through the counterparty default
process. On these foundations have evolved val-
ue-added services such as collateral optimisation,
by which the most efficient allocation of securities
that are available to a collateral giver is system-
atically computed and implemented, given the
prevailing exposures and constraints such as col-
lateral takers’ eligibility and concentration criteria.

Four institutions currently offer global triparty col-
lateral capabilities; the two international central
security depositories (ICSDs), Clearstream and
Euroclear, and two large global custodian banks,
J.P. Morgan and Bank of New York Mellon. Barri-
ers to entry are substantial, particularly in terms of
the breadth of network and level of initial invest-
ment that is required, but we expect that other
global custodians will seek to offer triparty services
in partnership with one of the established agents.

Triparty agents are also well-placed to address a
new requirement that is becoming apparent as cen-
tral counterparties, clearing agents and non-clearing
institutions grapple with the new rules for the col-
lateralisation of OTC derivatives. Under normal
circumstances, collateral to meet initial margin re-

quirements is called by the CCP. The clearing agent
must meet this obligation, and to do so will in tum
call for collateral from its non-clearing client. Unlike
the established futures model, in which non-clearing
institutions’ collateral could be commingled by the
clearing agent and only the net collateral require-
ment passed on to the CCP, the new rules demand
that CCPs and clearing agents segregate collateral
assets to reduce the risk to the non-clearing institu-
tion that its collateral may be consumed in the event
of the bankruptcy of the clearing agent or one of the
clearing agent’s other non-clearing clients.

Collateral segregation, whether in the Legally Seg-
regated Operationally Commingled (LSOC) model
prescribed by US regulators or the omnibus and
individual segregation options set out in EMIR, cre-
ates substantial operational overhead across the
clearing chain. However, the evidence suggests
that non-clearing institutions will take advantage
of the new protection that they are offered, even
though the trade-off in both cost and operational
complexity are not yet fully transparent.

The segregation of collateral assets is, however,
only part of the story. Market participants are ex-
ploring alternative means of meeting their collater-
al obligations while minimising counterparty credit
risk and transit risk. A non-clearing institution may
not wish, or be allowed, to park securities at its
clearing agents, but would prefer to allocate col-
lateral directly to the clearing house. Alternatively,
where bilateral exposures remain, the new regula-
tory framework requires that collateral is delivered
to a third-party custodian to minimise potential dis-
ruption in the event that one or other counterparty
to the trade falls into default.

In conjunction with collateralisation rules that are set
out in Dodd-Frank and EMIR, the Basel lll capital
adequacy standards reinforce the prevailing capital
requirements that are associated with counterparty
credit risk. The revised treatment of trade exposures
and posted collateral will make a material difference
to the cost of OTC derivatives activity, and must
therefore be evaluated carefully in the analysis of the
optimal collateral segregation model.

Clearing members of a qualifying CCP must ap-
ply a flat 2 percent risk weight to trade exposures
for the purposes of calculating their counterparty
credit risk capital charges. CCP default fund con-
tributions must also be reflected in capital. A bank
accessing a qualifying CCP as a client of a clear-
ing member faces the same 2 percent risk weight
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if particular account segregation and portability
requirements are met. An intermediate risk weight
of 4 percent is applied if the non-clearing bank is
exposed to loss in the event of the joint default or
insolvency of both its clearing agent and another
of the clearing member’s clients, but is otherwise
protected. Alternatively, if the non-clearing institu-
tion is exposed to loss if either its clearing agent
or one of its clearing agent's clients default or
become insolvent, the non-clearing institution’s
exposure must be treated as a bilateral trade,
leading to a substantially higher capital charge.
If the non-clearing institution is not a bank, then
of course it does not face capital requirements di-
rectly, but will certainly see the cost of the addition-
al capital that must be held by its clearing agent in
derivatives pricing or other service charges.

In general, equivalent counterparty credit risk
capital charges also apply to collateral that is
posted by a non-clearing institution to a clearing
agent, or by a clearing agent to a CCP. Signifi-
cantly, collateral that is posted to a clearing agent
or a CCP is not subject to a counterparty credit
risk capital charge if it is held in such a way that
it remains bankruptcy-remote from the clearing
agent or a CCP, for example, at a custodian.

This creates an attractive opportunity for providers
of custodial services to offer collateral management
services that minimise the incremental capital and
operational costs to participants in the cleared and
bilateral OTC derivatives markets. One new configu-
ration that is emerging to support requirements of
participants in the cleared derivatives market is the
‘quadparty’ model, which builds on the functionality
and flexibility of triparty collateral management and
links together the CCP, the clearing agent and the
non-clearing client institution as shown in the box out.

The quadparty model offers clear benefits to the
collateral giver, as it can now allocate securities

directly to the ultimate collateral taker (the CCP),
achieving the desired bankruptcy remoteness
from both CCP and clearing agent. The CCP is
largely unaffected; it continues to receive eligible
collateral in response to its margin calls to the
clearing agent through the triparty structure.

The key to a functional quadparty model is the co-
operation of the clearing agent. The challenge for
the clearing agent is that it has effectively been
dis-intermediated from the collateral chain, and no
longer receives securities from its non-clearing cli-
ent either directly or through the triparty system of
accounts. However, as the principal to the cleared
trade with the CCP, the clearing agent is directly
exposed should its non-clearing client fail to de-
liver adequate collateral to the CCP through the
quadparty structure. In order to support a quad-
party structure then, it is likely that clearing agents
will require some form of security interest in the
non-clearing institutions collateral assets.

Clearly, quadparty legal documentation will be
complex in order to meet the competing demands
of the participants. No legal standard exists as yet,
but we are aware of some firms that are close to
maturing legal opinion. The operational challeng-
es also appear formidable, particularly in terms
of the propagation of account segregation all the
way from the CCP through the clearing and tripar-
ty agents’ respective books and records. Initially,
we expect only large non-clearing institutions with
sufficient leverage as clients of the key clearing
agents to be able to move the quadparty model
forward. However, once a functioning model is es-
tablished, more widespread adoption is likely if the
benefits can be captured at reasonable cost.

Market participants of all types are facing a fun-
damental concurrent overhaul of major compo-
nents of the financial system. Inevitably, unin-
tended consequences of the regulatory reform

The evolving ‘quadparty’ collateral configuration model

Non-clearing
institution

Central
counterparty

Custody
Account

1. Non-clearing institution instructs custodian to
move securities into its triparty collateral longbox
from its custody accounts;

2. Non-clearing institution instructs clearing agent to
lodge triparty collateral at the CCP in anticipation
of submitting a new derivatives trade for clearing;

3.  Clearing agent requests CCP to accept a lodge-
ment of triparty collateral value on behalf of the
non-clearing institution;

4, CCP issues RQV (Required Value) instruction to the
triparty agent to receive securities into the appropriate
CCP's collateral receiver account to the value specified

Triparty collateral agent

Custodian

"
= CCP3p

in the lodgement request;

5.  Triparty agent allocates securities from the non-
clearing institution’s longbox account to the CCP’s
collateral receiver account;

6. Under the likely form of a quadparty collateral agree-
ment, the clearing agent establishes a security inter-
est in the collateral securities that are allocated to
the CCP, ensuring that it can take over the collateral
in the event that the non-clearing institution falls into
bankruptcy;

7. Triparty collateral value is recorded in the books
and records of the CCP, and is available to al-

TripartyModel

programme will need to be flushed out and
addressed. The step-change in demand for eli-
gible securities will drive innovation in efficient
sourcing and deployment of these assets, and
we expect the continuing evolution of the tripar-
ty model (including quad-party arrangements),
in order to cater for many of these requirements.

In recent emergencies, central banks have applied
the ‘liquidity defibrillator’ to maintain a stable flow of
assets, preventing cardiac arrest by overcoming self-
fulfilling symptoms of illiquid or insolvent counterpar-
ties. Where key institutions have fallen (or risk fall-
ing) into bankruptcy, thereby threatening the viability
of the financial system, central banks have applied
extreme measures to maintain the overall health
of the system. The key question remains, can the
collateral circulatory system be sustained in healthy
condition through sustainable innovation and market
discipline, or should we expect to see more overt
and intrusive regulatory activism to deter or preclude
risky activities that may otherwise result in future criti-
cal financial health problems? SLT

Specialist in clearing and collateral management

David Field
Rule Financial

locate against any liability that is incurred by the
non-clearing institution.

This process meets several goals:

. The non-clearing institution has delivered col-
lateral to the CCP without incurring the cost of
any market movements or transit risk, the triparty
agent has selected optimal securities for alloca-
tion and its collateral is bankruptcy-remote from
both the clearing agent and the CCP;

. The clearing agent can be confident that the
non-clearing institution has pre-funded its col-
lateral account at the CCP, minimising the risk
that a new trade submitted for clearing will not
be accepted and that it will be required by the
clearing house to meet any incremental initial
margin liability;

. The CCP has access to eligible securities in the
event that either the non-clearing institution or
the clearing agent defaults, and avoids the op-
erational overhead of processing non-cash col-
lateral on a bilateral basis.

We do not expect triparty collateral value to be accept-
able to CCPs as a means of meeting variation margin
obligations in the near term, although this could rep-
resent a viable approach to accepting securities for
this purpose, addressing one of the major challenges
of OTC derivatives clearing for many buy-side market
participants. For the time being, CCPs will continue to
demand cash in respect of variation margin calls in or-
der to avoid liquidity mismatches between cash inflows
and outflows.
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Repositioning repo

SLT’'s experts discuss ESMA's new guidelines, Basel Ill, overhaul of the
triparty model and the possibility of Asia moving away from bilateral trading
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ESMA'’s guidelines on repo and re-
verse repo agreements for UCITS
funds are out and being prepared
for implementation—are these what
you expected and why?

John Rivet: The big concerns relate to where the
collateral can be held, combining limits with de-
rivatives and restrictions on rehypothecation. The
application of a general 20 percent issuer limit
restriction, which also includes government debt,
may have an impact on liquidity and financing in
the market. There are more and more demands
for high quality collateral, so to place a restriction
on good quality sovereign debt and government
bonds is surprising. There was an expectation that
high quality government debt would be exempt, in
particular for markets that have specific collateral
eligibility requirements. For example, in the US
repo market, US treasuries would be the predomi-
nant form of acceptable collateral.

In general, some proposals still lack detail and
the market must await additional information.

Saheed Awan: For repo and reverse repos,
UCITS should only apply to such agreements
if the assets or the full amount of cash are re-
callable. The European Securities and Markets
Authority (ESMA) considers fixed-term repo
and reverse repo agreements that do not ex-
ceed seven days as arrangements that allow
the assets to be recalled at any time. Notwith-
standing the ability of money market funds to
be able to redeem investments within short
time frames, we find it surprising that ESMA
is so restrictive so as to prevent such funds

from engaging in more desirable longer-term
repo transactions. Nor do we see how ESMA’s
guidelines will help the markets to secure more
stable, longer-term funding.

It is also surprising that ESMA puts no restric-
tions on funds placing their cash balances in
unsecured deposits, while they do place restric-
tions on what the funds can do with their cash in
the far safer repo market.

In contrast to ESMA, another set of regulations
in the form of Basel Ill does encourage longer
and highly stable sources of funding. Is this a
case of one regulator pushing one way and an-
other going a different way?

James Tomkinson: The following is a sum-

mary of the key guidelines:

. For repo arrangements, UCITS funds
should be able to recall at any time the as-
sets subject to such arrangements;

. For reverse repo agreements, UCITS
funds should be able to recall at any time
the full amount of cash on either an ac-
crued or a mark-to-market basis. However,
when cash is recalled on a mark-to-market
basis, the mark-to-market value of the re-
verse repo agreements should be used for
the calculation of the NAV of the UCITS
funds; and

. ESMA considers fixed-term repo and re-
verse repo agreements that do not exceed
seven days, as arrangements that allow
the assets to be recalled at any time by the
UCITS funds.

The repo/reverse repo guidelines for UCITS funds

are not only generally in line with expectations, but

they are also aligned with current market trends
and practices. Repo and reverse repo products
represent a relatively safe-haven money market
alternative for cash investments (reverse repos),
and evidence suggests that the secure nature
of reverse repo has been increasingly employed
over recent times by funds as a short-term money
market investment mechanism.

Market trends reported in the European Repo
Council’'s (ERC) Repo Survey for June 2012 in-
dicate a significant increase in the use of open
repo transactions. The most recent survey re-
ported that 58.6 percent of all triparty transac-
tions were traded as open transactions, with a
further 20 percent of triparty repo trades trans-
acted with maturities of one week or less. This
indicates that approximately 80 percent of all
current triparty repos would already comply with
the proposed ESMA guidelines.

The increase in short-term triparty activity is in-
dicative of increased UCITS fund participation
in the triparty repo market, and particularly in
reverse repos. Although evidence is anecdotal,
there is no doubt that there is an increased par-
ticipation in the triparty repo market reported by
service providers (that was not recorded in the
ERC survey), this in turn indicates an increased
participation amongst non-bank financial institu-
tions (ie, UCITS fund or UCITS-like institutions).

How will the guidelines affect
UCITS funds?

Rivet: ESMA published its final set of guide-
lines in late December 2012. It will enter into
force in February 2013, allowing for a phased
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implementation for UCITS funds that were
created before the date on which the new
guidelines apply. As a result of this phased
implementation, many market participants
have not completed their analysis of how their
funds structures will be affected. UCITS funds
will require more complex collateral solutions
relating to their derivatives and securities fi-
nance transactions stemming from stricter
rules around issuer concentration, and the re-
investment as well as custody arrangements
supporting these activities. This will require
coordinated effort between the funds and their
providers as well as counterparties.

Tomkinson: As the ESMA guidelines are ad-
opted and the rules become transparent, there
is an expectation that the current trend towards
increased UCITS fund investment in open and
short-term maturity triparty/repo/reverse repo
transactions will continue to increase.

In practical terms, this increase in short maturity
repo volumes is likely to be accompanied by an
increase in the provision of tailored products by
the triparty programmes that are designed to
support the UCITS fund’s specific needs, for ex-
ample, improved reporting mechanisms.

If there is a significant increase in the flow of
short-term funds into triparty repo, it is possible
that rates at the short end may be distorted
lower as there would be an over-supply of cash
providers as UCITS funds target the ultra-short
end of the curve for recall purposes.

In the short term and especially in the con-
text of the current economic and investment
climate, the move to short-end reverse repo
cash investments supports a conservative
investment approach and provides firms with
one of the safest havens for short-term cash
investments. However, it is expected that as
funds become more adventurous over time
and competition for returns on investment
increases, inevitably the returns offered by
short-term reverse repo will not be sufficient
to satisfy required returns, and alternatives
will be sought.

Awan: For securities lending, the rules are two-
fold: (i) return all revenues from lending to the
fund; and (ii) recall the assets at any time or ter-
minate the transaction. On the first point, we are
not affected as we perform an operational and
administrative role for our clients. On the sec-
ond point, as a triparty collateral management
agent, we manage all types of securities lending
and repo transactions—open-ended, one-day
or term of any length.

Everyone knows that overnight loans are not
what the market wants in securing stable and
profitable trades for both sides of the transac-
tion. As for the return of all lending revenue to
the funds, the regulators need to take into ac-
count that this market has suffered declining
volumes since the start of the crisis and his-
torically has not operated with attractive cost-
income ratios.

We also fulfil a key requirement for collateral
that is received by UCITS funds under the new
ESMA rules in that the collateral must be diversi-
fied, with concentration limits placed on different
asset types. Our triparty collateral management
service manages this form of diversification at
incredibly granular levels automatically.

Repo and securities lending market access
limitations in ESMA's guidelines will affect the
way UCITS funds manage their cash positions.
Repos and reverse repos are currently used as
a means to adjust UCITS funds cash positions
in a safe, flexible and profitable way. They are
also used to re-invest cash collateral received
through securities lending arrangements. De-
mand to borrow securities and to fund transac-
tions on a term basis has increased with the de-
velopment of new liquidity requirements under
new prudential regulations. Limiting access of
UCITS funds to term lending and repo transac-
tions may place them at a distinct disadvantage
relative to non-UCITS funds.

Another bone of contention is
Basel lll—who will benefit from this
regulation and who will lose out?

lain Colquhoun: Europe’s Basel Il funda-
mentally changes the way in which collateral is
treated. The capital impact of Basel Ill on repo
transactions may well take a good deal of spec-
ulation out of the market. It would seem that the
days in which repo was used as a tool to ex-
press a view on interest rate direction are over.
The core function of repo as a firm financing
tool and a way in which to gain a collateralised
return on long cash balances will continue, but
transaction frequency and churn will reduce in
the market. Fundamentally, there are four sorts
of repo participant:

1. Market makers that are largely operating
within large banks with a core firm financ-
ing function. This role will continue, al-
though it may be that the risk-taking ele-
ment of the role becomes segregated and
concentrated in off-balance sheet product.

2. Leveraged institutions—typically hedge
funds—that will have to continue to finance
their firm positions. It may be that the cost
of finance to these sorts of institution rises
as market makers within banks become
more concerned with the careful man-
agement of balance sheet and capital re-
sources. This will increase the importance
of varied relationships with a variety of pro-
viders. The days of financing through two
or three providers are likely to be over. The
dynamic of the client relationship changes
a little in this scenario.

3. Long cash balance holders—as in the
wider world, the cost of banking services
is a topic of conversation. In a global zero
interest rate policy scenario, the value of
collateralised borrowing becomes higher.
Fundamentally, the concept of negative
interest rates for the investment of cash
balances against high grade collateral will
come to the fore, which again represents
a fundamental shift in the dynamic of the
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client relationship. The large central bank/
sovereign wealth funds institutions will in-
vest cash in the market to the extent that
they have to place funds. Longer term
trades at lower rates, or indeed nega-
tive rates, become less attractive, so the
market may well shrink and become more
short-term.

4. Buy-to-hold investors/securities lending
programmes—the use of the repo market
to generate incremental revenue may well
be hit hardest in the new world. The col-
lapse of spreads between asset classes
reduces the potential for revenue genera-
tion within this sphere and the imposition of
Basel lll makes the speculation that drives
the repo specials market less profitable.
Even though the Global Master Securities
Lending Agreement generally produces
a more favourable capital/balance sheet
treatment, if trading repo is fundamentally
more expensive, the potential to generate
incremental revenue from switching assets
becomes less likely.

Stefan Lepp: On a mid- to long-term basis,
the entire financial industry will benefit from
Basel Ill. This is due to the fact that Basel
Il will force financial institutions to further
strengthen and stabilise the overall capital
frame of each individual firm leading to a more
sustainable industry. Basel Il can be seen as
one important building block that is needed to
bring back trust to the industry and therefore
building the basis to re-activate essential in-
dustry activities that have suffered in the past,
such as, interbank-financing activities as well
as B2C financing activities.

Awan: Any institution that does not utilise
capital efficiently will lose out. In the case
of securities lending agents, and custodian
banks in particular, offering indemnities to
beneficial owners against borrower defaults
may come to an end under Basel Ill or it's
going to cost them capital to carry on offering
this indemnity. If beneficial owners cannot be
indemnified and decide to leave securities
lending programmes, the whole market will
lose out as liquidity disappears. The winners
will be those providers that can offer ben-
eficial owners counterparties that are highly
rated (at least AA), giving them a safeguard
against borrower default and where the ben-
eficial owner has immediate and unfettered
access to the collateral against their loans.
Euroclear offers precisely this set of risk miti-
gating factors and strength in its securities
lending programme.

Rivet: Basel lll introduces higher capital levels,
reduced leverage targets and better liquidity
management, and investors and counterparties
are imposing market discipline through which
better capitalised banks are rewarded with (in
relative terms) better financing ability and lower
cost. An additional consequence of Basel |11 will
be the incentive to manage collateral effectively
and efficiently to reduce counterparty/operation-
al risk capital requirements.
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Separately, the liquidity requirements, and
specifically the liquidity coverage ratio, appear
to limit banks’ ability to rehypothecate. The
need to efficiently manage collateral points to
the strength of an outsourced solution, with
one agent centralising collateral management.
As a collateral agent, we help clients to miti-
gate counterparty, operational and credit risk
through sophisticated collateral allocation and
optimisation across all obligations. Maximising
asset utilisation—more critical if high quality
collateral is scarce—enhances performance
and limits the need for, and associated cost, of
collateral transformation.

Is transparency of repo haircuts
and repo levels a good idea?

Tomkinson: Currently, there are limited varia-
tions in trading arrangements between coun-
terparties and the service offerings among
the triparty repo service providers. Given the
limitation in the eligibility of collateral and the
inevitable short maturity of repo transactions,
the cash-taking counterparties to UCITS funds
will have limited opportunities to offer signifi-
cant variations in transactions terms from one
fund to the next, and so it is expected that
any increase in transparency, although likely
to lead to a greater level of standardisation,
will not expose significant variations in current
trading arrangements.

Colquhoun: Information is key in any mar-
ket, and it is incredibly helpful when pricing
any trade. Knowledge of the OTC market in
standardised terms is already widely avail-
able and this is probably sufficient. Repo
at the end user level is not a homogenised
product. The levels at which a trade is trans-
acted and the haircut that is charged very
much depend on the relative standing of
the two counterparts and the collateral that
is involved. The information that a bond has
traded in three months at 0.25 at 0 percent
haircut between an A-rated bank and a AAA
rated sovereign wealth fund is completely ir-
relevant to a small institution with low capital
reserves and no credit rating. The bespoke
nature of repo and the impossibility of a one-
size fits all trading level is what keeps the
professional trading and sales force valuable
in the current market.

Awan: Transparency in the repo market is par-
amount for its success and development. Pri-
marily, an interbank market, the repo market is
gradually expanding to other segments of the
financial industry and beyond. New entrants,
and particularly cash investors, are looking at
the repo markets to secure their exposures as
the unsecured market has practically shut down
following the financial crisis.

While some liquidity may still be available at the
very short end of the curve, any maturity beyond
one month is of no interest to most of those in-
vestors. Although they may have longer liabili-
ties, these cash investors are forced to roll over
short-term transactions and do not fully exploit

all of their available resources. This is currently
the case for corporate treasurers that typically
have liabilities across the entire money market
curve. Migrating longer-term liabilities to the
repo market is a suitable solution to match the
tenor of the investment with the liability.

A lot of these newcomers are looking at triparty
collateral management solutions, such as those
that are offered by Euroclear. Our experience
with new repo cash investors shows that the
lack of information, including robust trading
data, is significantly slowing down the growing
breadth of repo market counterparties.

What would be the impact of converting these
balances into repos? Investors are asking, ‘how
much yield, if any, do | have to give up?’ and
‘what level can | expect for a three-month repo?’
Apart from requesting quotes from dealers,
nothing meaningful is available to them.

The International Capital Market Association
has made tremendous efforts in increasing
transparency by surveying the market on a
bi-annual basis. The survey data is used by
many banks when soliciting cash investors in
repos. But trading data is still missing. The re-
cent announcement from BrokerTec and MTS
about the launch of the RepoFunds Rate daily
repo index for eurozone sovereign bonds can
only be seen as good news. Even if it only
covers general collateral overnight trades in
euro, it is a major step towards transparen-
cy. Investors will be able to benchmark their
overnight transactions and estimate the term
of non-general collateral yields by defining the
spread over the benchmark.

Rivet: We support recommendations to in-
crease transparency. In terms of approach, our
preference is to start with firm surveys (har-
monised by regulators across all jurisdictions
to the extent possible), rather than a global
trade repository. Should the decision be made
to use a trade repository, much more analy-
sis needs to go into the development of trade
repository data points and what type of entity
(industry owned or otherwise) would provide
this utility. Our experience with derivatives has
shown that the cost of building a repository is
significant and it would be critical to ensure
such a utility is done correctly.

We also support disclosure to regulators, par-
ticularly with regards to transparency on hair-
cut levels, but strongly believe that the infor-
mation that is shared/published more broadly
must be aggregated and not disclosed on a
granular basis. We do not believe that a dis-
closure of haircut levels in each firm’s finan-
cial statements is appropriate as this is pro-
prietary information that should not be shared
broadly. If we share with the regulators, they
can police any difficulties observed by indi-
vidual firms without affecting the competitive
dynamics by disclosing information publically
(that our competitors can and would see) on
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What benefits do you believe collat-
eral outsourcing can bring to your
clients in the near future?

Tomkinson: In developing a collateral man-
agement capability, the first decision institu-
tions face is the fundamental choice between
an in-house capability (self-build or package)
and an outsourced solution in which a third par-
ty is employed to provide a collateral manage-
ment solution. The benefits of an outsourced
solution are numerous and most importantly
include rapid speed to market—the ability to
have a relatively sophisticated and audited so-
lution in place within a few months; a solution
which is continually being updated in response
to market changes.

The outsourced collateral solution is regularly
offered alongside other clearing and settlement
options and is often integrated with custody
solutions, cash reinvestment capabilities, repo
and securities lending solutions. The benefits
of a single service provider relationship across
a wide range of solutions are often highlighted
and there is no doubt there are important syner-
gies and economies achieved by using a single
service provider with a single point of contact for
the client across a number of client clearing and
collateral management solutions.

A number of institutions that are increasing
their collateral management focus are con-
sidering the outsource solution as a first step
prior to a long-term collateral management de-
cision. This is in order to quickly implement a
collateral management capability without the
full financial commitment required to support a
large internal infrastructure build project. This
also allows internal expertise to be built up
while allowing the market changes to become
‘bedded-in’ prior to committing to the significant
financial cost of implementing a long-term col-
lateral management solution.

The benefits of employing an outsourced solu-
tion, however, need to be weighed up against
the dependency on a single institution providing
a full range of securities processing services.
There are few firms able to provide a full capa-
bility across all service areas, and even fewer
possessing high levels of automated integration
of the collateral management function within the
custody and clearing services.

Lepp: Firstly, we have to differentiate between
the different customer segments.

For customers such as agent banks and
global custodians, collateral outsourcing is
leading to significant benefits in the sense of
being able to offer an urgently required func-
tionality within a short-time-to-market time
frame at a low cost. This is the case under the
pre-condition that the individual agent bank or
global custodian does not lose control (and
revenues) on the leveraged collateral (cus-
tody positions) and as long as the global cus-
todian and the agent bank remains the single

these haircuts.
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point of contact for its underlying customers.
Understanding this key requirement and in the
frame of strategic partnerships, Clearstream
has established a model that considers the in-
dividual needs and requirements of the agent
banks and global custodians in the frame of
its collateral management outsourcing ser-
vice, Liquidity Hub Connect.

For infrastructure providers such as central
securities depositories (CSDs), monetary
authorities, exchanges and other service pro-
viders offering post-trade/custody services,
collateral outsourcing is becoming more and
more important as long as certain criteria can
be fulfilled by the respective collateral man-
agement service provider. Time-to-market,
development costs, maintenance costs and
the need for extensive expertise means that
more and more infrastructure providers are
considering making a strategic partnership in
the space of collateral management.

Given their nature, infrastructure provid-
ers have to fulfill very strict local rules when
it comes to offering services in cooperation
with a strategic partner. For infrastructure
providers, it is key to be able to offer any new
service under existing local laws and regula-
tions. Existing contracts have to remain intact
and local jurisdiction cannot be affected and/
or changed. Even the account structure within
a local infrastructure provider needs to remain
untouched—in other words—it is not possible
for most infrastructure providers to accept a
transfer of domestic collateral positions to a
collateral management service provider, even
if it would be willing to open accounts in the
accounting world of the local infrastructure pro-
vider. This is mainly driven by the need of the
infrastructure provider to keep control of the
respective assets (collateral) and to be able
to have immediate access to the collateral in
case it is needed.

Given the open architecture of Clearstream’s
Global Liquidity Hub, we have been able to
fulfill all of the individual and strict require-
ments of infrastructure providers in the frame
of our Liquidity Hub GO functionality. The fact
that Clearstream has been able to already
enter into strategic partnerships with the lo-
cal CSDsl/infrastructures in Brazil, Australia,
Canada, South Africa and Spain indicates that
the open architect philosophy combined with
seamless white-labelling functionalities works
for the industry. Our strategic partners confirm
that their estimation on an ‘own build’ strategy
would not match the time-to-market require-
ments and at the same time would incorporate
a massive one-off investment followed by high
maintenance costs.

Going forward, there will be even higher de-
mand for collateral outsourcing in line with the
changing requirements. This is not only driven
by the growing size and number of exposures
(for example, OTC central counterparty ex-
posures), but also by the demand for balance
sheet friendly (collateralised) trading.

It is also essential to understand that collateral
outsourcing does only lead to real benefits for
customers when the service proposal allows
for the consideration (identification) of several
(fragmented) collateral pools irrespective of
time zones without jeopardising or eliminating
proven relationships. At the same time, it allows
for a seamless exposure coverage across mul-
tiple trading and clearing venues.

In this respect, we trust that in the frame of
Clearstream’s Global Liquidity Hub and all re-
lated sub-streams, our customers across all lay-
ers will massively benefit from our collateral out-
sourcing service, which is constantly adjusted
towards new market requirements, regulatory
changes and other market reforms.

Awan: Collateral outsourcing brings immedi-
ate benefits, as it allows clients to focus on the
economics of their trades and leave the opera-
tional burdens to a specialist. At Euroclear, we
have been delivering triparty services for nearly
20 years and thanks to the continuous dialogue
with our customers we have added additional
services to optimise collateral usage.

In the near future, we will add a new dimension
to triparty collateral management by giving cli-
ents the option to use a new securities inventory
management service, in addition to our triparty
collateral management services. Open Inventory
Sourcing, which was developed in partnership
with domestic agents such as BNP Paribas, will
automate securities inventory flows between mu-
tual customer accounts that are held with their
custodian and Euroclear Bank. This technology
will dramatically increase the mobility of collateral
between domestic markets, where clients hold as-
sets, and Euroclear Bank, where we finance them.
We want to give clients the choice as to where to
hold their assets while offering them the possibility
to finance them with Euroclear’s triparty services.

Rivet: Outsourcing collateral management de-
livers significant benefits across the spectrum,
including an adherence to emerging regulatory
requirements. As a leading collateral agent, we
offer clients expertise and compliance with the
new regulations.

Our flexible and scalable operational infra-

structure helps clients to meet the increased

demands for collateral segregation, clearing
activities and reporting that are required by
the regulators:

. Centralised collateral management—the
commencement of mandated clearing
for most swap activities will drive tre-
mendous growth in collateral needed to
meet initial and variation margins, along
with increased complexity. By choice
or by regulation, institutions will col-
lateralise more transactions, work with
multiple clearing brokers or clearing or-

ganisations, and hold assets at multiple The triparty repo model is under reform

custodians. Centralised collateral man-
agement will simplify this complexity.
It allows for assets to be deployed effi-

ciently against all obligations, in order to What are the benefits of this model?

PanelDebate

. Clearinghouse ftriparty solutions—triparty

. Rehypothecation—similarly to collateral

support financing objectives, limit costs
and reduce risk.

. Efficient and risk-controlled infrastruc-
ture—clients will be able to concentrate
on optimising their collateral usage when
they can rely on a collateral agent that
significantly and continuously invests in
technology and operations to achieve
scalability and efficiency. Among other
benefits, our triparty collateral manage-
ment infrastructure delivers collateral
centralisation—J.P. Morgan provides a
holistic and fully global integrated view
of assets and obligations across multiple
portfolios and client/counterparty legal
entities. We are extending that capability
to include a clearing and custody-agnos-
tic view of all assets, even those held at
third-parties, to allow clients to manage
their collateral from a single virtual long-
box, with sophisticated ‘what if pre-trade
analysis and analytics.

. Collateral optimisation—clients facing
increasingly scarce assets needed to
meet margin requirements will seek to
use agent collateral managers with the
technology algorithms that are capable
of assigning collateral to various coun-
terparties in the most efficient order. By
utilising less valuable assets to meet
certain obligations, a client will be able
to secure their most valuable assets to
meet obligations with restrictive collat-
eral requirements. Efficiently optimising
assets will allow institutions to limit the
need for—and potential cost of—collat-
eral transformation solutions.

functionality presents an automated so-
lution to allow futures commission mer-
chants and clearing brokers to secure ob-
ligations with their multiple clearinghouses
and/or to collect cleared margin from their
clients. The triparty structure allows for an
agent collateral manager to collect margin
due and lock it up in accounts belonging to
the secured party (either the clearinghouse
or the clearing broker). We currently pro-
vide this service to CME Clearing Europe.

optimisation, clients will seek to employ all
of their eligible assets where permissible,
including counterparty assets pledged to
them, to meet their higher margin require-
ments. Collateral agents able to support
the rehypothecation of pledged assets will
provide an invaluable source of financing.

Economies of scale—the use of a triparty agent
vastly reduces the operational overheads of
supporting collateral exposures on a bilateral
basis. Bilateral collateral management is opera-
tionally intensive and is less scalable due to the
requirement to pre-agree trade movements,
test eligibility and monitor trade settlement.

in the US, but all signs point to its popu-
larity and a knack for getting results.
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Lepp: Triparty repo has been and remains an
important diversification tool, particularly in line
with all upcoming regulatory changes. However,
there exists a significant difference between
the US triparty repo model and the European
triparty repo model when it comes to the indi-
vidual risk scenarios. This has been identified
in the US and the industry is in the process of
addressing this topic.

Colquhoun: The triparty repo model in the US
is the most developed in the world. Even in
terms of systems infrastructure, it is light years
ahead of most banks in Europe. Clearstream’s
triparty product in Europe is very advanced and
offers a great deal of flexibility and strong infor-
mation flows (much more so than its competi-
tors), however, my impression is that large por-
tions of the market do not process this data in
the same way as our US counterparts.

Tomkinson: We should recognise that the US
model is undergoing change and that although
the European model is now relatively mature,
it too is very much an evolving solution and
is continuingly being adapted to respond to
market change and specific user needs. The
market changes in response to the events of
September 2008 have resulted in a renewed
focus on the triparty product and the solutions
that it can provide.

Although firms offering triparty solutions ap-
pear generally to be reluctant to declare defini-
tively their future capabilities, the development
of triparty into a quadparty mechanism that
supports both CCP clearing and end-clients
appears to be a clear focus for many of the tri-
party service providers.

Triparty is essentially an outsourcing solution
that provides eligibility and sufficiency checks
on collateral, combining this with the automated
generation of collateral settlement instructions.
Clients that utilise a triparty solution can avoid
the burden and costs that are required to build
an in-house collateral capability, and can benefit
from a tried-and-tested market standard collat-
eral solution.

Rivet: The target model for US triparty
repo is the result of months of collaborative
sessions with senior leaders from broker
dealers, asset managers, the two clearing
banks, the Fixed Income Clearing Corpora-
tion and regulators. The model is designed
to address key systemic risks that have
been identified by regulators and the market
participants. Key benefits include increased
transparency, both to the volume and com-
position of repo activity and also to the sta-
bility of funding being raised. Additionally,
the new model creates a more streamlined
and predictable settlement process, accel-
erating the time in which repos are settled
and availability of proceeds.

Finally, the new model dramatically reduces the
amount of credit that is required by the clearing
banks to support repo activity. Significant steps

have already been taken towards achieving
those goals.

The strength of the triparty model is evidenced
by the fact that, even after three years of re-
forms and substantive market changes, the
US triparty repo market continues to increase
in size. In fact, the US triparty repo market is
up $400 billion—nearly 25 percent—since the
middle of 2010, when reforms first began be-
ing implemented. This clearly demonstrates
the value of triparty repo to both dealers and
cash investors. We expect to see continued
growth, particularly as reforms draw to a close
in 2013.

How is Asia getting on with the tri-
party repo model—will the region
move away from bilateral?

Rivet: Triparty repo is being implemented within
the Asian markets more slowly than anticipated
but the potential remains huge. The size of the
Asian repo market is approximately $1 trillion,
with the majority outstanding concentrated in
Japan and Australia. One of the biggest chal-
lenges for repo market expansion in the region
seems to be the lack of robust collateral man-
agement systems and infrastructure that are
available to local market participants. However,
the outlook is promising, especially for triparty
services, which ideally addresses the system/
infrastructural gap.

Local regulators are also keen on the develop-
ment of the repo market because of its ability
to foster secured liquidity. The Hong Kong Mon-
etary Authority (HKMA) has recently begun to
lead the way, partnering with triparty agents,
such as J.P. Morgan, to encourage international
entities to leverage their securities inventories
to access locally settled currencies (CNH, EUR,
HKD and GBP) from domestic banks.

Not only is local cash attractive to international
investors, but also there is significant demand
for Asian assets, particularly government bonds
(for example, Japanese, South Korean and
Australian bonds). One reason is their potential
high collateral eligibility, assisting international
investors in meeting regulatory requirements,
for example, the LCR calculations under Basel
Ill. The majority of repo trades are performed
on a bilateral basis so the market is still in the
early stages of evolution. One way to estimate
the potential growth is as a measure of GDP.
The volume of repo trading in developed mar-
kets such as the US and Europe is around 30 to
40 percent of GDP, but in Asia Pacific it is only
around 8 percent of GDP. Therefore, given infra-
structural initiatives such as the HKMA's cross-
border collateral management programme, the
availability of local collateral, and the interest
in local currencies such as RMB and AUD, we
expect to see significant future growth both in
triparty and in the overall repo markets in Asia.

Lepp: We observe a growing demand for tripar-
ty repo in Asia. This is mainly driven by dedicat-
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ed regulatory changes, the need for financing
alternatives within Asia but also cross-market,
the need for higher efficiency and transparency,
and, last but not least, the demand from exist-
ing and potential counterparties outside of Asia
for triparty repo. We do not expect the region to
move away from bilateral repo on a short-term
basis, however, we do expect an ongoing shift
from bilateral repo to triparty repo for the given
reasons in the coming years.

Awan: Although Asia has had partial immuni-
ty from the financial crisis, there is little doubt
that Asian financial institutions will be more
involved in repos and other secured transac-
tions because collateralisation is a core pil-
lar for the development of a resilient global
financial market.

Until recently, repos were almost exclusively
transacted bilaterally, but we are witnessing
growing interest from an increasing number of
Asian customers to leverage our triparty ser-
vices, primarily to outsource the burdens of
collateral management and to access the inter-
national community of cash investors that are
actively using our triparty services. Bridging the
gap between Asia and the international commu-
nity is expanding their liquidity resources and
opening new horizons for them.

The recent announcement of the first RMB repo
transacted through our triparty link with HKMA
in Hong Kong is a good example of the future
landscape. Partnering with domestic infrastruc-
ture providers and agents is key in providing
our mutual clients with the benefits of accessing
global counterparties and increasing their liquidity
management options.

Linking counterparties and increasing collat-
eral mobility are major themes for the years to
come. Moreover, liquidity resources will have
to be exploited to their full potential. Our day-
to-day job is to ensure our clients have the
infrastructure that will enable them to achieve
these types of objectives.

Colquhoun: This was a topic of conversation
at the GSF summit in Singapore last year and
shows no sign of developing at pace. The sheer
breadth of collateral traded in Asia lends itself
nicely to triparty and the reduction in operational
overhead is attractive to many small market par-
ticipants. For this reason, there will be an ex-
plosion in triparty volume as more participants
enter the repo market. At present, compared to
the relative size of the market, the Asian repo
market is quite small. When the growth comes,
it will come in triparty.

Tomkinson: Asia has historically been a region
in which the uptake of triparty repo has lagged
behind Europe.

Collateralised solutions have not played such
a big part in investment solutions, however, the
triparty service providers have been focused on
developing the market in Asia. SLT
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Video killed the cellphone star

Oscar Huettner, product manager of BondLend, comments on cellphone trends. How does
Nokia’s share price and loan values reflect the dynamics of the global cellphone market?

On 18 December, IHS Media Relations reported
that for the first time since 1998 Nokia had slipped
to number two in worldwide cellphone shipments.
In 2012, Nokia was overtaken by Samsung and
saw its market share slip from 30 to 24 percent,
while Samsung’s rose from 24 to 29 percent.
While in isolation a loss of market share of this
magnitude is cause for significant concern, it is in
reality the continuation of a multi-year trend that
has seen Nokia’s market share fall dramatically
from almost 50 percent in 2007 to its current level.

Prior to this slide, RIM was Nokia’s closest com-
petitor with a market share of less than 10 percent.
In the short span of five years, Nokia has gone
from the dominant name in cellphones to a posi-
tion where it is playing catch up to not one but two
adept competitors; Samsung and Apple.

The pivotal date in this saga was on 29 June
2007, which was the day that Apple launched its
first iPhone and with it the smartphone revolution.
In 2013, smartphones will for the first time com-
prise a majority of the cellphone market. Apple
continues to lead that market at the high end,
rolling out successive generations of its signature
product, each with previously unimagined elec-
tronic wizardry, while Samsung proves a nimble
adversary by producing dozens of models that are
intended to serve the different needs of various
market segments.

The fortunes of Nokia are borne out in its stock
price. Ignoring the lofty levels that its shares at-
tained in 2000 when it like all other ‘tech’ companies
was caught up in the internet bubble, Nokia’s high
water mark was 6 November 2007 when it closed
at €28.60 per share. Since then, its shares have
been caught in a multi-year decline that reached
a price of €1.37 per share on 17 July 2012 before
they recovered modestly to a price of 3.16 on 19
December 2012. RIM, which was the first competi-
tor to capture significant market share from Nokia,
has seen its fortunes and share price follow Nokia
on the same trajectory, from a peak of C$149.90
per share on 18 June 2008 to a low of C$6.18 per
share on 24 September 2012. Meanwhile, both
Samsung’s and Apple’s charts have shown almost
a mirror image of Nokia’s and RIM’s.

Over this same five-year period, the global
securities lending markets have experienced
their own dramatic changes. The loss of sev-
eral large market participants, the contrac-
tion of the equity and fixed income securities
finance market, record low interest rates, and
the specter of increased regulation have domi-
nated the market press and various securities
lending conferences. Market movements and
the inter-related demand for securities that

these movements cause are often obscured
by the challenges lenders and borrowers have
confronted in recent years. Meeting these chal-
lenges while remaining focused on the ebb and
flow of the global securities lending market has
been daunting to say the least. So what have
we seen from the securities lending market as it
relates to the global cellphone market and what
conclusions can we draw from it?

Focusing on the cellphone market over the course
of the last six months, Nokia has seen a bot-
toming out of its share price. From mid-July to
mid-December, Nokia’s shares have more than
doubled. During that time we saw the borrowing
costs of Nokia shares peak at 554 basis points on
31 October. From there we have seen a steady
decline to 231 basis points on 18 December. On
loan quantity has fallen from 831 million shares to
632 million shares and utilisation from 92 percent
to 86 percent. This reduced level of market shorts
and subsequent reduction in lending fees may re-
flect the modest success of Nokia’s new Asha and
Lumia products or it may be influenced by Apple’s
missteps with its map app; it is hard to tell.

We have also noted a significant correlation be-
tween Nokia’s equity short base and the short
base in several of its corporate bonds; most no-
tably the Nokia 5 on 4 February 2014 that has
been in consistent demand. For most of the au-
tumn we saw utilisation in the high 90s, peaking
at 97 percent on 8 October before coming off
dramatically to approximately 37 percent. De-
spite this reduction in demand the bond remains
‘tight’, currently trading in the 250 basis point
range down from 300 basis points.

Looking at the borrowing costs of other stocks in
the cellphone market place, we have seen RIM
trade ‘tighter’ as Nokia has shown a modest recov-
ery. RIM’s average fee has moved from general
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collateral territory to hot over the past month, in-
creasing from 55 basis points to more than 250 ba-
sis points before settling back to the 200 basis point
range. On loan quantities have increased from 53.2
million shares to 64.7 million shares with utilisation
reaching 87 percent of available inventory. This
short interest seems at odds with the company’s
share price, which has more than doubled over the
past 90 days, but the share prices may reflect the
upgrade of the stock by several respected analysts.
RIM’s new line of smartphones will be unveiled this
month and we will see whether the bears are right.

Apple’s short base is virtually non-existent despite
the decline in its share price from $704 per share to
$526 per share over the last three months. We see
utilisation of approximately of 0.5 percent. Sam-
sung’s is also insignificant at 0.69 percent. Unlike
Nokia and RIM, both Apple and Samsung produce
a broad range of products beyond cellphones and
are somewhat insulated from the dynamics of a
single product line. What may be a bit surprising is
that the market does not seem to have established
any significant short positions around the ongoing
patent litigation between Apple and Samsung.

The current opinion of the average consumer on
the street seems to be that Apple is poised to con-
tinue as the market leader in cellphone gadgetry
while Samsung grabs market volume at both the
bottom and top of the market by offering a broad
spectrum of products to fill various needs. Nokia
and RIM appear to have been written off by the
general public, but if history is any guide, the cell-
phone market could look as different in five years’
time as it does now when looking back to 2007.

Securities lending figures do not lead the mar-
ket, but they often can tell a story about broader
market movements. Has Nokia turned the cor-
ner in the area of product development? The
easing of demand for its shares and bonds
seems to support its recent price action.
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Festive cheer for short sellers

As all eyes turn to UK retailers ahead of updates about the crucial Christmas
trading period, short sellers have been busy picking winners and losers. Alex
Brog of Markit Securities Finance takes a look

The UK economy has been buoyed by the
FTSE 100 index having surged past the sym-
bolic 6000 mark and by better-than-expected
manufacturing activity.

The Markit PMI survey revealed that UK manu-
facturing activity surged to a 15-month high at
51.4 in December 2012. A reading above 50 in-
dicates an expansion in activity.

Attention now turns to the nation’s retailers to
assess how consumers have responded over
the festive season.

Fragile consumer sentiment

Data available so far, such as the Markit-com-
piled Visa expenditure statistics, suggests that
retailers had a tough December 2012, with
spend running at the same levels that were
seen a year ago.

Once again, aggressive discounting has been
widespread in the lead-up to Christmas to stimu-
late sales. However, while this may have helped
shift stock, it bodes ill for margins and profits.

“Retailers face an ongoing battle against con-
sumers who are worried about the economic out-
look and job security, while also being squeezed
by inflation that continues to run ahead of pay
growth. Atough 2012 looks set to be followed by
an equally challenging 2013,” notes Chris Wil-
liamson, chief economist at Markit.

Early indications from stronger retailers such as
Next, Liberty and John Lewis have been posi-
tive, but short interest among the nation’s retail-
ers is far higher than average.

Retailer short sale targets

Average short interest across the FTSE All
Share index is low at only 1.2 percent of total
shares outstanding on loan. However, demand
to borrow the 29 retailers in the index is three
times the average at 3.6 percent.

Traditional retailers with limited online offerings
see the heaviest demand to borrow (see table).

Morrison under pressure

The Financial Times highlighted that Jefferies,
broker to WM Morrison, expects the grocer to
experience a “weak” performance in January,
with trading having deteriorated at a faster rate
over the Christmas period than during Q3.

The grocer, which is hindered by the lack of an
online offering, has seen short interest rise by

40.9 percent over the past month alone to an
annual high of 4.3 percent of the total shares (if
borrowing demand around the dividend record
date is excluded).

Most shorted

Perennial short Home Retail Group tops the list
with 20.4 percent of its total shares on loan, al-
though this is down on the high of 24 percent
that was seen at the end of July 2012. Short
interest has surged in the group, which owns
discount chain Argos, in the last two months of
the year despite the share price staging a mod-
est recovery from the annual low. With almost
three-quarters of the supply of shares out on
loan, it would be difficult and expensive to short
any more of the company.

Loss-making grocer Ocado lies in second place
with 13.8 percent of its shares on loan. The compa-
ny has been targeted by short sellers since its flota-
tion and stands out from the other heavily shorted
retailers given its sole focus on e-commerce.

Shorts began to cover their positions from the
record high of 18 percent and this gained mo-
mentum in late November 2012 after the shares
rallied following better than expected sales and
news that the company had extended its credit
lines and issued new shares to fund construc-
tion of a warehouse facility.

Like Home Retail, almost three-quarters of the
available shares are on loan, meaning that it

DataAnalysis

their aggregate positions in the bastion of the
UK high street, Marks & Spencer. Demand to
borrow the shares peaked in April at 6.4 percent
and short interest now stands at less than half
that figure at 3 percent of the total shares. It will
be interesting to see how short sellers respond
to the latest trading update.

Short covering in electrical specialists

Struggling electrical retailers Dixons and Darty
have both seen shorts cover their aggregate po-
sition by just under a third over the past month.
However, they still remain heavily targeted by
short sellers. Dixons sees 7.5 percent of its total
shares on loan while Darty sees short interest
standing at 5.7 percent—both much higher than
the average across the sector. SLT
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would be hard and expensive to short any more g’
of the company. 5 .
Despite disappointing trading updates in the fi- E §
nal quarter of 2012, short sellers have covered - 4 <
% Total Shares Change over 1 Month

Short Name on Loan (%) Utilization
HOME RETAIL GROU 20.4 234 74.3
QCADD GROUP PLC 13.8 6.5 739
WH SMITH PLC 131 5.7 49 1
CARPETRIGHT PLC 11.9 -20.0 73.0
LEONS KETAIL PL I8 =203 347
MOTHERCARE PLC 6.6 -4 .5 384
DARTY PLC 5 30.5 376
WM MORRISON SUP 4.3 40.9 15.1
MARKS & SFENCER 3.1 -3.7 12.4
DIGNITY PLC 3.0 9.1 10.6
HALFORDS GRP PLC 24 401 91
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Industry appointments

Frankfurt-based consultancy and software de-
velopment house Comyno has hired Andrew
Chaplin as a managing partner in London.

Comyno designs and implements infrastructure
for securities finance businesses.

It is now looking to expand after completing a Mar-
tini/Apex migration and supporting its clients in
Frankfurt with establishing and integrating trading
counterparties in Eurex Clearing’s new securities
lending central counterparty (CCP) service.

Before joining Comyno, Chaplin worked in Lon-
don for more than 15 years at vendors and inte-
grators specialising in solutions for OTC markets,
including repo and securities lending at Frame-
soft and pricing/valuations of OTC derivatives
and associated collateral at GoldenSource.

Steven Scholl has left Royal Bank of Scotland
to join National Bank of Canada Financial.

The director and head of securities lending in
the Americas at RBS began leading National
Bank of Canada Financial’s US and Latin Amer-
ica securities lending business on 7 January. He
is based in New York.

Scholl previously worked as a vice president and
agency lending trader at Credit Suisse in New York.

Rhode Island’s general treasurer, Gina Rai-
mondo has appointed Anne-Marie Fink as the
new chief investment officer/deputy treasurer
of finance responsible for managing the state’s
$7.3 billion pension fund.

Fink previously held the role of managing direc-
tor and portfolio manager at J.P. Morgan Private
Bank. She will be replacing Kenneth Goodreau,
who has left the role after four years.

BNY Mellon has made Timothy Keaney CEO of
investment services as the firm aligns its asset
servicing, corporate trust, depository receipts,
global markets, global collateral services, bro-
ker-dealer services and Pershing businesses
under his leadership.

The new role came into effect on 1 January.

Keaney was CEO of asset servicing and retains
his role of vice chairman under his new position.
He continues to report to BNY Mellon chairman
and CEO Gerald Hassell.

Before joining BNY Mellon, Keaney worked at
Deutsche Bank where he had management
responsibility for sales and client management
for custody, asset administration, performance
measurement, asset management, funds trans-
fer and trade finance activities.

Old Mutual Global Investors has hired Don-
ald Pepper as managing director of alterna-
tive investments.
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The asset manager was formed in April when
Old Mutual Asset Managers UK and Skandia
Investment Group merged.

Pepper joins Old Mutual from TT International
where he was investment director for hedge
funds. He started out at Goldman Sachs in
1987, where he spent 16 years in fixed income
and prime brokerage, before joining Merrill
Lynch in 2003 as managing director of its Euro-
pean prime brokerage business.

In 2008, Pepper became head of alternatives
at New Star Asset Management. He later be-
came head of hedge funds at Henderson Glob-
al Investors, which acquired New Star, until he
joined TT International in 2010.

In order to drive forward its prime finance busi-
ness and create a fully integrated division, Citi
has created a new role for Alan Pace.

Pace will be the new global head of sales and
client experience and will be charge of prime
finance sales, including securities lending and
prime brokerage.

In the Americas, David Murphy will assume re-
sponsibility for prime finance, relocating to the
US, having been recruited from Deutsche Bank.

Citi is currently considering candidates for Mur-
phy’s replacement in Asia.

Ralph Segreti will be the new head of agency
derivatives origination at Barclays, with Adam
Law taking over his previous role as inflation
product manager.

Segreti’s new title is head of agency derivatives
services origination for EMEA, within the bank’s
prime services division.

PeopleMoves
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His previous role as global inflation product
manager will be filled by Law, who will in turn
be assisted by Murray Royden-Turner, the
new offshore product manager for the interest
rates businesses. SLT
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One20ne...

...Raymond Vuyst

SLT and Raymond Vuyst, managing
director for continental Europe busi-
ness at Synechron, catch up after
the Christmas break to discuss how
IT meets securities finance, cook-
ing and why everybody may (or may
not) love Raymond

How did you get into the securities
lending industry?

After studying financial economics at the Vrije
University of Amsterdam, | started working for
VSB Bank (part of Fortis group). One year later,
| switched internally to the cash management
department of MeesPierson (part of the For-
tis group). Alongside this, | did some projects
with the global securities lending and arbitrage
(GSLA) department and the custody/clearing
department. | really felt at home with the mental-
ity of the fast growing and very ambitious GSLA
unit. Apparently, the management of GSLA rec-
ognised my no-nonsense and can-do mental-
ity, and asked me to join them in 1999. My first
assignment was to fully automate the manual
settlement process of Global One.

To what extent has working in the
industry met your expectations?

| always expected the financial markets to
be dynamic and opportunistic and at GSLA
that was definitely the case! We were grow-
ing and expanding so fast year after year that
it was a real roller coaster and surpassed all
my expectations.

In the past, we had an autonomously operating
department. All possible activities were done
within this department, which created an enor-

mously strong team spirit, large business rev-
enues and very short time-to-market IT projects.

Due to multiple internal and external factors,
this all changed over time for most participants
in the financial markets, including GSLA.

What do you see as the biggest
challenge facing the industry right
now and why?

Spending your resources and budget on items
that are in line with the company strategy, com-
bined with finding a balance between compli-
ance and competitive edge, within the boundar-
ies of legislation and risk strategy of the bank.

Do you have any role models in the
industry who have helped or in-
spired you?

| wouldn’t call them role models but Frank Vogel
and Bastian Cohen are the ones who gave me
the freedom and opportunity to develop myself
into what | am today.

| am thankful for all the trust and opportunities that
they have given me to improve my skills and gain
the knowledge and expertise that | now have.

Now that | have left ABN AMRO and when | look
back, | realise that | learned a lot of different
things from a lot different people.

Like the TV series Everybody Loves
Raymond, you seem pretty popular.
What’s the key to your success?

Thank you but | don’t think everybody agrees
with you! Through the years | have gained a
lot of knowledge, experience and created a
strong network in the grey area between busi-
ness and IT, and | have a proven track record
of delivery. | am WYSIWYG (what you see is

IndustryPeople

what you get) and therefore not so complex to
read or work with.

What are your ambitions?

Sander Baauw and | began working at Syn-
echron on 1 May 2012. We are responsible
for leading and expanding the European op-
erations and the securities financing practice
worldwide. With our knowledge, experience and
network, combined with the proven excellent IT
execution power of Synechron, we want to help
as many participants in the securities finance in-
dustry with our IT solutions and make this new
adventure a big success.

| see a lot of banks that are doing the business
for years with the same systems and process-
es. The ambition is to help these banks break
through their existing way of thinking and imple-
ment solutions that increase their efficiency
and/or lower their total cost of ownership. We
want to create a solid foundation that is flexible
enough to adapt to any new situation or oppor-
tunity in the future.

What about regrets? If you could go
back in time, what would you change
or do differently in your career?

My mother is from Indonesia and is a fantas-
tic cook. My sister was a professional cook for
many years in several nice restaurants in Am-
sterdam. Running an Indonesian restaurant with
them is something that we have talked about
many times, but for several reasons this project
was one of the few that was not implemented.

What are your hobbies and interests?

| play tennis and golf, and | have to pick up on
my running again in 2013 (after too much drink-
ing and eating during the Christmas holidays).
| love my work and it involves a lot of traveling,
but when | am at home | enjoy quality time with
my family and friends. SLT

Managing director for continental Europe business
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