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Nokia wrings out short sellers

Short sellers of the Finnish stock entered into the
market to cover their position as Nokia struck a $7.2
billion deal with Microsoft on 3 September.

Microsoft will acquire an extensive portfolio of
patents for $2.2 billion and will pay $5 billion for
all of Nokia’s cellphone units. Nokia has strug-
gled to gain a foothold in a smartphone market
that Apple’s iPhone has dominated.

It has also faced fierce competition from the manu-
facturers of Android devices, including Motorola
Mobility, which was bought by Google in 2012 for
$12.5 billion.

Demand for the stock forced the share price to rise
40 percent on 3 September, with some of this attrib-
uted to short sellers rushing into the market to cover
their positions.

Data provided by Markit Securities Finance shows
that Nokia stock was heavily borrowed, with 11.9 per-
cent of its shares out on loan on 30 August, and this
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has fallen to 7.8 percent based on trades which settled
on 10 September.

Even though short interest has come down from a high
of 21 percent, the stock remains one of the most shorted
in Europe, said a spokesperson at Markit.

The spokes person added that demand to borrow has
been very heavy, with two-thirds of the shares that can
be borrowed from lending programmes being out on loan.

“This short squeeze highlights the risk of large short
positions in stocks which become ‘takeover’ targets,”
said the spokesperson.

US Discovery Capital Management, Viking Global Inves-
tors, Maverick Capital, Blue Ridge Capital and Lone Pine
Capital were reported as among the biggest shortsellers
of the Finnish firm’s stock.

However, David Lewis of SunGard argued that the
frenetic nature of a short squeeze was not apparent
in this particular deal.

readmore p3

Olivetree selects Markit for
securities finance data

Olivetree Financial Group and Markit
will provide their joint customers with
securities lending data through Olive-
tree’s OTAS platform.

OTAS provides equity analytics and
trading indicators that aim to help
asset managers optimise their port-
folio’s performance and improve their
execution. It is used to actively com-
plement the investment process of
global funds with more than $5 trillion
in assets under management.

“The breadth, depth and accuracy of
Markit's global securities finance data
and analytics will enhance OTAS us-
ers’ trading decisions and alert them to
changes in sentiment and supply risks,”
said a statement.

readmore p3

SGX and Clearstream offer
collateral solution

Singapore Exchange (SGX) and
Clearstream are to jointly offer a
collateral management solution that
aims to enable customers to easily
use assets held at SGX’s securities
depository, CDP.

Under the agreement, SGX uses
Clearstream’s  collateral manage-
ment infrastructure, the Global Liquid-
ity Hub, and offers its Liquidity Hub
global outsourcing service, to enable
collateral to be allocated, optimised
and substituted on a fully automated
and real-time basis. Singapore’s mar-
ket infrastructure remains strong as
the service ensures collateral remains
within domestic jurisdiction.

readmore p3
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Nokia wrings out short sellers

Continued from page 1

“There was certainly a lot of short covering, but
I’'m not convinced that it was an actual squeeze
in either the ordinary domestic Finnish share
or the US ADR. Looking at the securities lend-
ing volumes in the Finnish stock (as a proxy for
short interest), it does remain one of the highest
volume borrows despite volume on loan being
on steadily decreasing for many months. It has
got cheaper to borrow as a result, and the level
of short interest seems to have waned in a stock
that had been at relatively high levels of short
interest for some time.”

Lewis attributed the steady decrease in short
interest to improving sentiment for the stock and
sector overall. The Microsoft announcement
did cause what he considered a small upward
movement in volume on loan and fees, more for
the American depository receipt, which is higher
utilised in general than the domestic line, but not
enough to be termed a short squeeze.

“When the purchase was announced, there was
a little flicker upwards in the volume and fee,
but not very much at all. Both balance and fee
levels dropped off rapidly as people closed their
short positions as the price was rising on the
back of the sale announcement, viewed broadly
as positive news for Nokia.”

Olivetree selects Markit for
securities finance data

Continued from page 1

Charlotte Wall, head of sales and marketing,
Olivetree Financial Group, said: “The ability to
offer our joint customers access to Markit's se-
curities lending data within our OTAS interface
is a compelling workflow advance for clients of
both Markit and Olivetree. It is a continuation of
our work with best in class providers to enhance
our OTAS platform”.

David Carruthers, managing director and co-
head of securities finance at Markit, added:
“The decision by Olivetree to integrate our
securities finance data within their flagship

OTAS product is an endorsement of the
breadth and quality of our global offering. It
is consistent with our approach to provide cli-
ents with flexible delivery options that reflect
their workflow requirements”.

SGX and Clearstream offer
collateral solution

Continued from page 1

Muthukrishnan Ramaswami, president of SGX,
said: “We are pleased to partner Clearstream in
providing our customers a collateral manage-
ment offering which meets their needs at a time
when they are increasingly concerned about
risks and regulatory changes. We will also work
with Clearstream to expand this offering to other
markets in the region. By becoming the first
Asian securities depository to offer this service,
we strengthen and enhance Singapore’s posi-
tion as a leading financial centre.”

Jeffrey Tessler, CEO of Clearstream, said: “We
are delighted to expand the Liquidity Hub GO
partnership model to Singapore Exchange and
to bring our unique collateral management out-
sourcing solution to Asia. Together with SGX,
we will be able to develop a tailor-made col-
lateral management solution for Singapore in a
very short time-to-market. High quality collateral
is scarce and increasingly expensive—making
it available is also a top industry priority in Asia.
SGX and Clearstream will soon be able to joint-
ly address this major industry challenge for the
Singapore and Asian markets.”

Clearstream’s Liquidity Hub GO service went
live with the Brazilian central securities de-
pository (CSD) Cetip in July 2011 and will be
launched with the ASX Group, Australia, the
South African CSD Strate and Spanish CSD
Iberclear in the course of 2013. The Canadian
CSD, CDS, has also signed a letter of intent
with Clearstream.

Lombard Risk refreshes
collateral solution

Lombard Risk Management has released a new
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version of COLLINE that promises enhanced
and new functionality for collateral manage-
ment, clearing and regulatory demands.

The clearing module has been developed to
support both house and client-clearing for direct
and indirect clearers, and offers flexible func-
tionality with rule builders to enable clients to
manage their on going requirements.

The clearing functionality includes configur-
able cash flows; a new clearing dashboard
supporting flexible views and drill-downs; and
new eligibility and haircut templates, among
other features.

John Wisbey, CEO of Lombard Risk, said: “Our
V12.3 release is another example of how we
have extended and adapted earlier versions of
COLLINE functionality to support the growing
and evolving needs of our clients, across bilat-
eral, cleared and cross-product businesses.”

“This release maximises the functional configur-
ability available to enable users to view, man-
age and report on, their global collateral require-
ments across products and CCPs, on a single
platform, according to their individual business
models and needs.”

Consultants outperforming fund
of hedge funds

Investment consultants oversee approximately
$830 billion of the assets invested in hedge
funds, a new study has revealed.

The Barclays Prime Finance study, Battle for
the Middle: the Evolving Landscape and Value
Proposition of FoHFs and Consultants, found
that investment consultants and fund of hedge
funds oversee more than $1.5 trillion of asset
flow from investors to hedge fund managers.

Some $700 billion of assets go through fund
of hedge funds, but their average AUM has
decreased 5 percent since 2010, while invest-
ment consultants’ AUA increased 30 percent.

The investment consultant industry has a “qua-

si-oligopolistic market structure with one player
having a particularly strong market position”,
said the study.

Albourne Partners has a 35 percent share of the
investment consultant market, according to the
study. It has $288 billion in hedge fund AUA.

“While most oligopolies enjoy fairly strong pric-
ing power, the pricing power of hedge fund in-
vestment consultants is constrained due to (1)
Albourne’s fixed fee model, and (2) services
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offered by investment consultants increasingly
becoming commoditised. Most top hedge fund
consultants appear to be fairly similar in their
hedge fund investment philosophy and ap-
proach (they do differ, however, in their organi-
sation structure and distribution models).”

The study said that investment consultants
need to “proactively address certain stum-
bling blocks”, including building a credible
track record of making and managing in-
vestments, establishing appropriate infor-
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mation barriers between the advisory and
discretionary businesses, and recruiting
quality talent.

Fund of hedge funds have been “under stress
for some time”, according to the study. In re-
sponse, they “have adopted changes on a num-
ber of fronts to stay relevant and competitive”.

These include offering lower volatility and more
diversification than single managers, and re-
ducing average fees on single client vehicles,
from the traditional 1/10 model to 80 basis
points/5 percent.

The Barclays study added that fund of hedge
funds can go further. “By our estimates, even
at a 60bps/5 percent fee structure, large fund of
hedge funds still can maintain relatively healthy
margins (35 percent+).”

During the next 18 to 24 months, the Barclays
study predicted that the investment consultant
fee pool will grow 15 percent to $1.6 billion,
while fund of hedge funds’ will shrink 10 percent
to $5 billion.

“Despite all the challenges, we expect that
fund of hedge funds will not all be impacted
adversely—select [entities], particularly the
large ones, will fare better in the face of in-
dustry headwinds.”

BCS Prime Brokerage twiddles
knobs on risk system

BCS Prime Brokerage has appointed Succession
Systems to launch a pre-trade market access risk
system, TripleCheck.

The system aims to delives ultra-low latency
risk management for direct market access
clients including proprietary and algorithmic
trading firms.

Succession Systems was selected from more than
15 vendors to implement the TripleCheck system
and develop custom functionality for BCS. The sys-

tem is designed to fully comply with the SEC Rule
15¢3-5 and the variations needed by different ven-
ues and geographies around the world.

Tim Bevan, head of international prime sales, said:
“To remain at the forefront of what we do, and to
continue to exceed our clients’ expectations, BCS
is committed to bringing innovative solutions to
the market to capitalise on the growing demand
for fast and efficient trade flows with Russia.”

NewslInBrief

“We are currently looking to add markets, spe-
cific asset classes, client-oriented functions and
liquidity services, and our appointment of Suc-
cession Systems will ensure we are able to con-
sistently deliver cost-efficient, fast, flexible and
comprehensive solutions.”

Vladimir Pozdnyakov, head of risk and
liquidity services, said: “BCS treats risk
management systems not only as internal
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broker security tool but also as a keystone
for a number of unique client-oriented
products which will allow our clients to
benefit from more efficient risk off-setting
and improved funding.”

Eurex aims for the Dutch
buy side

Eurex Clearing has added another member
to its interest rate swaps service, bringing the
number of members up to 16.

KAS Bank NV, based in Amsterdam, is the new
member of EurexOTC Clear for Interest Rate
Swaps (IRS). The Dutch bank aims to execute
self-clearing transactions in a first step.

“The admission of KAS Bank NV further in-
creases the attractiveness and distribution of
the EurexOTC Clear IRS service to Dutch buy-
side firms,” said a statement from the firm.

The service was launched in November 2012, of-
fering integrated clearing and collateralisation of
OTC transactions and listed derivatives in a single
clearing house and under one legal framework.

“Eurex Clearing’s members and their clients
benefit from capital efficiency via portfolio mar-

A complete solution for all your busi

gining of listed and OTC transactions alike
(cross-margining) as well as a wide range of eli-
gible collateral compared to other CCPs,” con-
tinued the statement.

“There are also a variety of segregation solu-
tions, including an individual clearing model that
offers maximum protection of client assets and
full portability of their positions and collateral.”

BondLend see record trading
for the summer

BondLend, the fixed income securities finance
trading platform, experienced record trading
by volume and value across June, July and
August 2013.

A total of 172,100 fixed income trades were
made via BondLend across the three months, at
a value of $316 billion.

That compares to 134,328 fixed income
trades at a value of $188 billion in June, July
and August 2012.

In the rolling 12 months to August 2013, a total
of 601,778 trades at a value of $1 trillion had
been made via BondLend, another record for
the platform.
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Brian Lamb, CEO of EquiLend, said: “BondLend
continues to hit historic milestones as the client
base continues to grow, particularly in Europe
and the United States. | am very pleased with
the progress our sales team continues to make
and am particularly excited about the future
prospects for BondLend’s growth into the US
Treasury and sovereign space.”

BondLend launched in 2010 and aims to pro-
vide clients with a single point of access to the
global securities financing community for the
fixed income and repo markets.

Clearstream’s GSF inches up

Clearstream released its August figures, which
slowed a slight rise in securities financing ser-
vices year-on-year.

For global securities financing (GSF) services,
the monthly average outstanding reached €562.5
billion. The combined services, which include tri-
party repo, securities lending and collateral man-
agement, collectively experienced an increase of
1 percent over August 2012 (€557.7 billion).

The value of assets under custody held on be-
half of customers registered an increase of 4
percent to €11.6 trillion.
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Securities held under custody in Clearstream’s
international business increased by 2 percent
from €6 trillion in August 2012 to €6.1 trillion in
August 2013, while domestic German securi-
ties held under custody increased by 6 percent
from €5.1 trillion in August 2012 to €5.4 trillion
in August 2013.

In August 2013, 3.1 million international settle-
ment transactions were processed, a 3 percent
decrease over August 2012 (3.2 million). Of all
international transactions, 83 percent were OTC
transactions and 17 percent were registered as
stock exchange transactions.

In investment funds services (IFS), 0.61 million
transactions were processed, a 3 percent in-
crease over August 2012 (0.59 million).

FSB addresses comments
on lending

In November 2012, the Financial Stability Board
(FSB) published its consultative document,
A Policy Framework for Addressing Shadow
Banking Risks in Securities Lending and Re-
pos, identifying the financial stability issues (or
shadow banking risks) in securities lending and
repo markets, and set out 13 policy recommen-
dations to address such risks.

These included: improvements in regulatory re-
porting and market transparency; regulation of
securities financing, as well as policy recommen-
dations related to structural aspects of the securi-
ties financing markets such as central clearing.

The FSB also invited views on the possible
introduction of a framework for numerical
haircut floors for certain securities financing
transactions, which are intended to limit the
extent to which financial entities, including
non-banks, can use securities financing trans-
actions to obtain leverage.

Consultation responses generally agreed with
the analysis of the FSB but cautioned against
possible negative impacts and unintended con-
sequences on repo and securities lending mar-
kets that function as the core funding market for
financial institutions and promote price discov-
ery for other related markets.

“The FSB has endeavoured to ensure that its
recommendations minimise the risk of regula-
tory arbitrage as well as undue distortion of mar-
kets, and are consistent with other international
regulatory initiatives,” said a statement.

In particular, the board launched an impact as-
sessment in April to assess the potential impact
and unintended consequences associated with
its recommendations on minimum haircut meth-
odology standards and numerical haircut floors.

As well as this, a new FSB data experts group on
securities financing markets has been established
to develop proposed standards and processes for
data collection and aggregation at the global level

to ensure consistent data collection by national/
regional authorities by the end of 2014.

Ramped up collateral at Bank
of Russia

The value of securities used as collateral for the
Bank of Russia’s OTC repo transactions as of 4
September 2013 is more than RUB 120 billion.

The National Settlement Depository (NSD) pro-
vides collateral management services for the
Bank of Russia.

Since the launch of the service, over 1000
transactions have been held, and more than 110
banks have joined the system.

On 15 April, NSD together with the Bank of
Russia and Bloomberg began providing ser-
vices allowing commercial banks to conclude
the Bank of Russia’s repo transactions with a
basket of securities.

As part of servicing these transactions, NSD
provides collateral management services, clear-
ing services and securities and cash settlement
services to market participants.

The collateral management system created by
the Bank of Russia and NSD allows for the se-
lection of securities used as collateral for repo
transactions automatically, to assess them
regularly, to submit and pay margins, and to re-
place collateral securities.

Owing to these features of the Bank of Russia’s
repo transactions, the banks can increase their
asset management efficiency and decrease
costs associated with the receipt of the Bank of
Russia’s liquidity.

OCC'’s lending CCP sees rise
in loans

The Options Clearing Corporation (OCC) cel-
ebrated a slight rise in the number of contracts
cleared, with total volume in August reaching
326,697,656 contracts.

This was a 4 percent increase from the August
2012 volume of 313,781,757 contracts.

OCC’s year-to-date total cleared contract vol-
ume is up 3 percent from 2012.

OCC’s securities lending central counterparty
activities saw a 21 percent increase in new
loans from August 2012 with 111,786 transac-
tions last month.

Year-to-date stock loan activity is up 30 percent
from 2012 with 873,414 new loan transactions
in 2013. The average daily loan value at OCC in
August was $60,482,388,417.
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Exchange-listed options trading volume
reached 321,976,044 contracts in August, a 4
percent increase from the August 2012 volume
of 310,936,920 contracts.

Average daily options trading volume for the
month came in at 14,635,274 contracts, 8 per-
cent higher than August of last year. Year-to-
date options trading volume is up 2 percent from
2012 with 2,758,963,425 contracts.

Futures cleared by OCC reached 4,721,612
contracts in August, up 66 percent from the
August 2012 volume of 2,844,837 contracts.
OCC cleared an average of 214,619 futures
contracts per day last month, 74 percent higher
than August 2012.

OCC’s year-to-date total cleared futures
volume is up 73 percent from 2012 with
38,928,578 contracts.

OneChicago take advantage of
deep pools

Equity finance exchange OneChicago an-
nounced that August equity futures volume was
up 45 percent year-on-year.

“Our efforts to introduce the managed futures
markets to the deep liquidity pools in the eg-
uity markets continue to pay off,” said David
Downey, CEO at OneChicago.

“Customers looking to carry equity exposure
synthetically via the security futures are benefit-
ting from the competitive interest rates provided
by the equity financing desks.”

Open interest stood at 623,762 contracts on the
equity finance exchange at close-of-market, 30
August 2013, up 19 percent year-on-year.

Some 598,646 exchange futures for physicals
(EFPs) and blocks were traded. August 2013
EFPs and blocks activity represented $2.9 bil-
lion in notional value.

Sixty percent of August 2013 month-end
open interest was in OCX.NoDivRisk prod-
ucts. The OCX.NoDivRisk product suite is an
equity finance tool that removes dividend risk
for customers carrying equity delta exposure
through derivatives.

Deflated August volume
at Eurex

In August 2013, the international derivatives
markets of Eurex Group recorded an average
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daily volume of 6.6 million contracts, a drop
from the 7.2 million seen year-on-year.

Of those, 4.5 million were Eurex Exchange
contracts (August 2012: 5.1 million), and 2.1
million contracts (August 2012: 2.1 million)
were traded at the US-based International Se-
curities Exchange (ISE). In total, 98.9 million
contracts were traded at Eurex Exchange and
46.4 million at ISE.

At Eurex Exchange, the equity index deriva-
tives segment totaled 44.1 million contracts
(August 2012: 56.8 million). The future on
the EURO STOXX 50 Index recorded 16.7
million contracts.

The options on this blue chip index totalled 17.2
million contracts. Futures on the DAX index re-
corded 1.9 million contracts while the DAX op-
tions reached another 3.0 million contracts. The
Eurex KOSPI Product recorded 1.8 million con-
tracts (August 2012: 1.8 million).

Eurex Repo, which operates Swiss Franc
Repo, Euro Repo and GC Pooling markets,
reported in August 2013 for all Eurex Repo
markets an average outstanding volume of
€218.7 billion, a drop of nearly €10 billion
year-on-year.
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An independent perspective

It can be difficult to understand the opportunities
and risks in the securities lending market. The mar-
ket is facing an unprecedented time of change with
evolving regulation, changing borrower behaviour
and appetite. It is critical to the ongoing success of
lending activity that the beneficial owner is able to
understand the changing landscape and consider
how its business model and approach may need to
change to maintain profitability.

The IMN’s European Beneficial Owners’ Securities
Lending conference in London goes a long way to
helping, but every beneficial owner is different and
they will have their own issues to consider, as well
as their own nuances, and their own regulatory
change challenges. Predicting the future landscape
and ensuring you are best positioned to optimise
opportunities can be complex and confusing.

Many rely on their agent lenders to advise, and
it must be said that agent lenders are generally
excellent at this. However, sometimes indepen-
dent help and opinion is needed, especially
when the regulatory change isn't just affecting
demand for securities lending, but also the
agent lenders, which provide market access
and expertise to beneficial owners.

As an example, the IMN conference has a panel
session discussing the economic viability of se-
curities lending going forward, and while | have
no doubt that it will remain viable, it is clear that
the economic model will change. Trade types
and structures will change and with it the types
of portfolio that are most attractive to the market.

However, other changes will affect the economic
model too: with agent lenders facing capital re-
strictions, the future of lender indemnities, in their
current form, is already being scrutinised. How
to continue lending with either no indemnity or a
significantly reduced one will be a fundamental
concern for many beneficial owners and it puts
them in a potentially conflicting position to their
agent lenders. Understanding the drivers behind
the agent lender decisions, how this changes
their risk profiles and the potential options avail-
able both from their agents and the market more
broadly, will be key to beneficial owners continu-
ing in and maximising their lending activity.

At MX Consulting Services, we are confident we
can help. Specialising in securities finance, our
consultants are all ex-practitioners and so have a

unique insight into the challenges and drivers that
the industry faces. Whether it is a strategic review
of activity or simply a tactical review of one particu-
lar aspect of a programme, MXCS works alongside
beneficial owners to define risk appetites, review
activity and prepare for the future to ensure they are
well positioned to maximise future opportunities.

Sarah Nicholson
MX Consulting Services

Senior partner

Technology solutions for Securities Lending,
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Matthew Harrison and SLT look back on the creation of his technology
firm Trading Apps—and address lethargic change in the sector
GEORGINA LAVERS REPORTS j

What’s the background behind
Trading Apps?

| have now worked for a total of 23 years in
securities finance IT (Lehman Brothers, Credit
Suisse, and Deutsche Bank). In 1996, | was the
CEO of RTFM Ltd, which developed a securities
finance system called Martini, which | then sold
to SunGard in 2004. Many institutions still use
Martini or its rebranded version, which has been
known as Apex since 2008. Martini was an
enterprise proven, global multi-asset system
that was designed to do what | now consider
as the core functions in securities finance—
trade entry, position keeping, and feeding to
settlement systems, and it had a very similar
functionality to the other major vendor systems:
Global One, 4sight, Anvil, and Loanet.

After selling the company, | had three years
away from the securities finance business,
working, with the intention of taking my technol-
ogy skills into other industries with similar char-
acteristics, but missed the dynamic pace of the
financial services industry, when compared to
other traditional industries.

| came back into the market in 2008, work-
ing on a part time basis for IT consulting firm
Rule Financial, assisting the securities finance
practice and also as board director. As a con-
sultant | found it much easier to engage with
my previous customers and discuss what was
happening in the markets.

Having had three years off, | expected to find
the technology and business had progressed
in what they were looking for. In hindsight, |
probably shouldn’t have been surprised to find
that very little had changed!

When talking to the front office, they were
concerned about the same problems that they
had eight years prior (in many cases 20 years
prior). People who had older systems hadn’t
taken the opportunity to build out or replace
them, which struck me as interesting.

In 2009, my ex-colleague at Martini, Jeff
Lloyd, who is now the chief technology officer
of Trading Apps, contacted me.

Jeff is a true ‘garage engineer’, and always
tinkering with software. In his spare time and
using his experience installing Martini for
10 years, he had written a set of software to
build applications (at Trading Apps, we call it
GLASS). | wasn't attracted straightaway, but
after he went to work with a German invest-
ment bank and built the desk a new position
screen using his software in such a short time
frame, | became interested. At this point, |
helped him to commercialise the product.

Three months later, he contacted me again to
say that the bank would like to buy another IT
solution, this time to create and send daily push
lists. It was at this point that | got the idea of cre-
ating apps that solve specific problems and that

can sit on top of existing systems. The front
office can get the tools they need without the
usual method of ripping out an old system
and installing a new system (which ends up
at the same place—except years later and
millions poorer).

So what we needed was ideas for apps from
real market experts. Fortunately, at precisely
this time | was contacted by Jean-Paul Musicco,
who had been global head of securities finance
at Deutsche Bank and had just left his position
as head of desk finance at SAC Capital.

So we formed an equal partnership with Jeff
providing the IT skills, Jean-Paul the business
ideas, and me translating between IT and busi-
ness speak in the middle. Roy Zimmerhansl
also joined us for a time to provide further
exceptional business knowledge.

That was the foundation of Trading Apps, which
officially launched in 2011. It is a very different
beast to Martini, in which you either bought the
whole system or nothing al all. With Trading
Apps, on the other hand, you can pick which
functional gaps you would like filled by our apps.
We have apps for investment banks, agent
lenders and hedge funds.

By providing solutions that can sit on top of ex-
isting systems we offer a much more cost effec-
tive approach to providing the front office with
effective tools.




The other vendors and in-house IT staff tend to
want to reinvent the wheel. They take out old
technology, and put in a new system that will
give you some slightly better technology but of-
ten pretty much the same functionality. This is
always offered as the ‘stepping stone’ to provid-
ing the tools being asked for by the desk. Un-
fortunately, years later and millions in the red,
the new tools usually never materialise because
other priorities take over.

One of the biggest changes | have seen over
the last 20 years has been the shift from a small
team of developers often sitting on the trading
desk and directly accountable to that desk, to
a centralised IT structure where the IT depart-
ment might not report to the investment bank
management at all, but instead to a group level
operational report. This has led to a focus on
operational and compliance issues to the detri-
ment of the revenue producers. It has also led
to a massive increase in red tape.

Trading Apps’s approach is to say, leave the
core systems as they are and if necessary, make
peripheral changes to hardware to increase per-
formance. There may have been tens of millions
of dollars put into the existing system, so there
is no point removing it. Instead, we will put the
front office functionality you need on top of it.

This is exactly what we did at a major agent
lender. They had Global One as their core pro-
cessing system and various sources of third
party data and market information, only acces-
sible via different screens. We wrote a suite of
apps to sit on top of Global One, which gave a
completely new way of trading. Our solution has
proved to be much more automated and more
focussed on generating revenue out of their cur-
rent portfolio with their counterparts. That has
proved to be very successful, with the idea of
putting Trading Apps on top of existing infra-
structures definitely resonating with the front
office guys, who ultimately have to foot the bill
for all of the IT costs, so they are delighted to
see a tangible return on their investment as well
as in a much shorter time frame to production.

Whether this is the start of the revolution to re-
vitalise the front office, we’ll have to wait and see.

Given that sales is based on
maintaining relationships, do you
follow IT individuals as they move
from bank to bank?

We do get referrals from people who have
moved on, but we are not aggressive from a
traditional IT salespersons’ point of view. We
have more than enough interest from people
who have heard of us through word of mouth. If
we make our customers happy, they spread the
word. We currently sell to three types of clients:
agent lenders, investment banks and hedge
funds. Between those three we have a large po-
tential customer base. In the future, we will also
be building solutions for beneficial owners such
as asset managers or pension funds.

Especially from the agent lender and the in-
vestment banking customer base, the business
can be divided many different ways depending
on the structure of how a firm manages their
clients, regional reporting lines, not too men-
tion their products. International securities fi-
nance desks can include both cash and swap
products, which can include a European/UK
trading location as well as various Asian trad-
ing hubs. Then you have the high volume US
equity business that has totally different de-
mands on the systems. Fixed income financing
desks can also include corporates, treasury,
and collateral management, so where there are
probably around 200 reasonable size financial
institutions active in securities finance around
the world, you can then multiple that by five or
six times and they can all be different custom-
ers of ours. From the hedge fund perspective,
again there are hundreds of reasonably sized
institutions that consider desk finance in one
way or another.

We are talking to a bank at the moment where
we are in discussions with the US equity desk,
the London fixed income desk and the agent
lending desk all independently and for dif-
ferent apps. Unlike Martini, which was often
considered as a ‘strategic’ purchase requiring
many layers of authorisation, our apps have a
pay back for the initial investment in less than
a year, sometimes in as little as three months,
so they can be purchased as a ‘tactical’ solution
that provide an immediate impact to your current
fiscal year.

You mentioned that a front office
had problems with position screens
and triparty. What were other specifics
that they wanted to change?

The big thing we’re moving to now is pre-trade,
and this is resonating well with the market. Pre-
trade means all the negotiating activity that
happens before a trade is booked.

Martini started from trade entry, and in our ar-
rogance had many checks and balances in
the trade entry forbidding this and that. It then
dawned on me that the trader had already
agreed the trade with the other side, so what
was the point of all this validation after the trade
had been agreed?

What would they do if they found out they
couldn’t do it? They would have to go back to
the counterpart, eat humble pie and say they
can'’t book this trade, which is not ideal.

One of the more significant changes that has
occurred in the industry over the past ten years,
is the ability to handle mass transactions via an
AutoBorrow process for the general collateral
priced transactions. EquiLend’s AutoBorrow
process handles an awful lot of transactions
daily that are now booked automatically and
require minimal trader interaction. We are ac-
tually working with EquiLend to build adaptors
into their T20 product for both the borrower
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and lender. This will give seamless integration
of T20 into the banks own systems, which has
been the biggest barrier to using T20 since its
launch some years ago for negotiating mid-tier
and hard to borrow securities.

Outside of AutoBorrow though, the market
works on Bloomberg and email. The traders are
emailing transaction requests all day; some-
times sending Excel lists attached to them.

If you take, for example, an agent lender such
as BNY Mellon, as a lender you are receiving
requests to borrow securities all the time, and
these are coming in via Bloomberg and email
into the desks. These were processed manually.

What we’ve written is a tool that automatically
reads these Bloombergs and emails, with no
particular format that they have to be in.

It looks for any security ID, quantity, start date
and end date, and creates a pre-trade record
or a borrow request record. We then take that
request record and compare it to their avail-
ability and also a set of validation rules—
which is what the trader would have had to
do manually—and then we present it to the
trader: “You've just received this request, this
is the availability you have: what action would
you like to take?” They can then simply ac-
cept or reject it, or better yet, counter with an-
other rate. After this, an automatic message is
sent back through the same Bloomberg email
channel back to the broker/borrower to say
they’ve either accepted or haven't.

All of that process was manual from an agent/
lender and borrower perspective. | see this as a
big change in the market. Ultimately the process
can become more of a black box, whereby it can
automatically respond to the borrower request.
It is an exciting area to be working in and | am
really enjoying the challenges that our new
approach presents. SLT
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Securities Lending: 2014 Outlook

SLT and Citi invite beneficial owners and consultants to a breakfast seminar on
21 November 2013 looking at navigating securities lending in exceptional times

8.00am - 8.30am Registration and networking breakfast

8.30am — 8.35am Welcome address: Justin Lawson, Publisher,
Securities Lending Times

8.35am - 9.00am Introduction and market summary: David Lewis,
Senior Vice President, Astec Analytics, SunGard’s
capital markets business

9.00am — 10.00am 2014 Outlook: panel discussion

The panel will cover areas of interest for the
beneficial owner, from regulation to trading,
product development to hedge funds, and more.

The panel will be moderated by Gavin Callan,
Director, Securities Finance, Citi.

He will be joined by:

Kevin McNulty, CEO, ISLA

David Martocci, Global Head of Securities
Finance, Citi

David Brand, Head of Short Term Product Sales,
Europe, Morgan Stanley

Roger Fishwick, Chief Risk Officer, Thomas Murray
Additional panellists should be confirmed in the
coming weeks.

10.00am — 10.30am Coffee and networking

Venue: Citi offices, Stirling Square, 5-7 Car , London, SW1Y 5AD, UK
For more information on the event contact justinlawson@securitieslendingtimes.com
Alternatively, register your interest at www.securitieslendingtimes.com
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A

cyclical phenomenon

Lendinglnsight

Brown Brothers Harriman’s Keith Haberlin tells SLT how 2013 is shaping up
for securities_ lending, and what the current regulatory environment looks like

MARK DUGDALE REPORTS

How is 2013 shaping up in terms of se-
curities lending revenues and what im-
pact will changes to monetary policy
have on demand?

Two thousand and thirteen will have been a chal-
lenging year for many investors as tax harmoni-
sation starts to bite into revenues; the number of
specials has been limited; and the reinvestment
environment has offered limited opportunity.

However, we are firmly of the belief that these are
cyclical factors. Uncertainty over monetary policy,
in particular, has been hampering conviction in the
hedge fund and M&A strategies, that drive bor-
rowing demand. But as monetary policy becomes
clearer, we should see less distortion in both inter-
est rates and equity valuations and this will bring
back the type of confidence, volatility and risk in
the market that drive borrowing demand.

We have seen some recent clar-
ity in the regulatory environment.
Which rules and proposals deserve
focus right now and what will they
mean for agent lenders?

It's very difficult to single out any specific rule
as there are so many that have some form of
impact on securities lending. So, it's really the
cumulative impact of all of the regulations that
we have to consider.

While it is too early to predict their full extent, Ba-
sel lll, US Dodd-Frank Act Section 165(e), the
Financial Stability Board’s shadow banking rules,
and the EU Financial Transaction Tax, will in all
probability have an impact on the profitability of
the securities lending business for agent lenders
and borrowers by virtue of higher utlisation of both
capital and credit lines and potentially a greater
tax burden too.

In light of this, we expect entities across the
supply chain to place even greater focus on
prioritising resources towards higher-margin ac-

tivity and clients. In such an environment, we
believe intrinsic value lending will remain resil-
ient at the expense of lower margin general col-
lateral lending and there will likely be changes
to how indemnification is currently offered given
the increased amount of capital it will attract.

How would you respond to con-
cerns over whether securities lend-
ing is worth doing given the twin
challenges of regulatory burdens
and muted demand?

Front and centre of any strategic evaluation
of lending must be the cyclical nature of the
current demand and regulatory environment.
It would therefore be a mistake, in my opinion,
to make decisions right now about a product
that should be viewed as a long-term invest-
ment overlay. If done correctly, securities lend-
ing is an activity that adds basis point returns
to funds year after year, and with limited risk
and effort. In addition to the positive impact
that a more normalised interest rate and in-
vesting environment should have on demand,
it's also important to note the secular growth
that is continuing to occur in hedge fund as-
sets under management. The fact that hedge
funds and alternatives are becoming more
mainstream bodes well for borrowing demand
over the long term.

How do you think BBH is posi-
tioned once the dust has settled on
key regulations?

| feel more confident than ever about BBH’s posi-
tion in the industry for a couple of key reasons.
Firstly, | believe the shift to intrinsic value lending
is likely here to stay because the profitability of
general collateral lending stands to be most nega-
tively affected by the cumulative impact of tax and
regulatory change. So as an intrinsic value lending
specialist since inception, we're well positioned to
help clients execute upon that strategy.

Secondly, | think the impact of regulations will
cause a certain amount of disruption to tradi-
tional securities lending arrangements. Clients
will continue to push for greater levels of trans-
parency, customisation and service, so | think
there’s opportunity for providers like us who are
nimble of enough to meet these and are stra-
tegically committed to agency lending and pre-
pared to continue investing in it. It's an exciting
time to be part of the securities lending business
at BBH.

On a more personal note, you
moved back to the US earlier this
year. How are you enjoying it?

I’'m thoroughly enjoying it. It's helped that my
family and | lived here before, so we knew what
to expect and have settled in well. Of course,
I miss aspects of living in the UK. But fortu-
nately the job allows me the opportunity to re-
turn often so | can catch up with friends, family
and have a decent curry! From a professional
perspective, | now have the benefit of being in
the head office but with a global remit, which
helps to ensure we have an eye on the differing
needs of our global client base. SLT

Global securities lending co-product head

Keith Haberlin
Brown Brothers Harriman




A central counterparty (CCP) plays an impor-
tant role in the global effort to maintain stabil-
ity in financial markets. At Eurex Clearing, we
recognise our responsibility to help mitigate
systemic risks in the overall marketplace. We
manage financial crises effectively, not least
because we have robust procedures in place
to deal with a clearing member default and are
prepared to act when the need arises. We main-
tain our readiness to act in these situations by
continuously enhancing our risk management
techniques and introducing innovative product
offerings that increase the safety and reliability
of the markets served.

Eurex Clearing ranks as one of the largest
clearinghouses globally, offering fully auto-
mated, straight-through CCP and post-trade
services for derivatives, equities, bonds, se-

cured funding, securities financing and energy
transactions. In November last year, our CCP
service for the securities lending market was
launched. The lending CCP covers internation-
al fixed income assets and European equities
as well as exchange-traded funds. It preserves
the key features of the current bilateral mar-
ket for both lending and borrowing counterpar-
ties while being able to deliver significant op-
erational efficiencies and cost reductions to all
market participants.

Increased profitability for
beneficial owners

One of the core indicators that beneficial own-
ers use to determine which borrowing counter-
parts are permitted to engage in their lending

LendingCCP

programmes is the use of counterparty credit
ratings. This observing process, employed by
their agent lenders, is a continuous task for
the agent lender to monitor and update the risk
profile for each borrower and can be a com-
plex and drawn out process. The end result is
that a limited number of borrowers can only be
allowed to participate in a beneficial owner’s
lending programme.

This can be overcome with the credit interme-
diation as delivered by Eurex Clearing’s lend-
ing CCP. By applying strict membership and
margining rules, the CCP is in a position to
mitigate the respective counterparty risks effi-
ciently without adding further risk to the overall
financial system.

This enables the beneficial owner to open up
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to a wider range of borrower counterparts.
Additionally, all of the multiple bilateral legal
agreements would be replaced by one single
agreement with the CCP.

In a nutshell, the lending CCP effectively
protects the beneficial owner from the risk
of the borrower defaulting and saves the
beneficial owner and agent lender a lot of
operational burden.

And, a wider range of borrowers transacting
with the beneficial owners increases volumes,
utilisation rates and ultimately profitability for
their securities lending activity.

A further innovation is Eurex Clearing’s pioneer-
ing specific lender licence, by which beneficial
owners have direct access to the lending CCP.
They can participate as CCP members by using
a non-cash collateral pledge model, and they
will not have any margin obligations towards
the CCP, nor will they contribute to the clearing
fund. As the CCP is able to adopt their existing
bilaterally agreed collateral eligibility schedules,
which are maintained by agent lenders and
managed by triparty collateral agents, the ben-
eficial owners are able to tap into the benefits of
the lending CCP without any changes to their
existing relationship or setup.

Enhanced efficiencies for
agent lenders

There are a number of aspects that highlight the
vital role that agent lenders play in the securities
lending value chain. Firstly, bringing the supply to
the market via their beneficial owners and providing
the expertise, market contacts and infrastructure
available on behalf of its client base.

Two of the key areas in which agent lenders can
make significant cost savings and efficiencies
for their clients are in the provision of indemni-
fication and also an increase in their beneficial
owners’ utilisation rates.

The lending CCP acts as a credit intermediary
and takes over the counterparty risk. It guar-
antees the return of the loan securities and
the collateral backed by a highly sophisticated
and stringent margining regime and its lines of
defence. This releases the agent lender from
the need to offer indemnifications to beneficial
owners—a very important aspect given the cur-
rently discussed capital cost increases enforced
by regulators around the globe.

Additionally, a key aspect is improving utilisation
of the beneficial owners’ lending programmes.
There are numerous funds or types of beneficial
owners (eg, sovereign wealth funds) that can not
be approved by borrowers, either from a legal or
credit perspective, or the complex and time con-
suming nature of the approval process. With the
lending CCP acting as the central counterparty,
a wider range of lending participants are made
available to the borrowers—thus increasing the
utilisation and profitability for beneficial owners
as well as their agent lenders.

Capital cost savings for borrowers

In addition to the increase in the liquidity for the
market, there are a number of features that bor-
rowers are able to benefit from when using the
lending CCP. Globally, banks are now facing the
very real demands of capital regulatory directives
and liquidity capital ratios. Banks’ risk weighted
averages are being pressured by the type and
level of activities that they are currently engaged
in. Under existing Basel Il regulations, there is a
0 percent risk weighting for transactions cleared
via a CCP. When new Basel |ll regulations begin
to take effect, the existing OTC transactions will
face much higher stringent capital charges than
the 2 percent charge that will be applicable for
exposures towards a CCP. This enables borrow-
ers, by making use of centrally cleared transac-
tions, to free-up capital currently used for securi-
ties lending transactions and optimise their use
of capital across other business lines.

Sophisticated risk and
collateral management

One of the core functions of a CCP is to mini-
mise counterparty risks and credit exposures for
individual market participants. For the securities
lending market, the lending CCP reduces the
potential secondary effects of the failure of a
major counterparty as the impact is mitigated
and absorbed by the CCP’s default protections.

As part of the service, Eurex Clearing’s lending
CCP—after novation—becomes the guarantor of
the loan and collateral securities and as such is
offering protection from counterparty default. Se-
curities lending transactions are incorporated into
Eurex Clearing’s risk management methodology,
which provides a robust and safe environment
leading to an overall reduction in systemic risk for
the market. The lending CCP undertakes near-
time intraday risk calculations to ensure coverage
of mark-to-market exposure, and in case of collat-
eral shortfalls, intraday margin calls are initiated.

Also included in the offering are the services
of triparty collateral agents. These specialist
service providers are connected to the lend-
ing CCP in order to manage the collateralisa-
tion process for non-cash collateral on behalf
of counterparties. This enables users of those
triparty collateral agents to optimise their collat-
eral usage to a further extent by adding CCP-
novated loans. A wide range of equity and fixed
income securities is accepted as loan collateral
by Eurex Clearing, while the beneficial owner
can still define its own collateral eligibility (as
a subset of the CCP’s collateral universe). The
lender can re-use the non-cash collateral secu-
rities received according to the rules and regula-
tions of the triparty collateral agent and the bor-
rower still has the ability to substitute collateral.

Comprehensive advantages for the
customers of the lending CCP

Besides risk mitigation, Eurex Clearing’s main
objective is to reduce the post-trade complex-
ity, through its integrated trade and position
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management process, the lending CCP delivers
enhanced functionality for trade capture, loan
management, billing and reporting services.

Increased operational efficiency is realised
through the automated flows between the trade
capture, clearing and settlement platforms that
the lending CCP includes. In particular, links
to leading service providers for the securities
lending market have been incorporated with
triparty collateral agents, electronic trading
markets and real-time post-trade automation
service providers.

The lending CCP is instrumental in achieving a

strong and robust securities lending franchise

and facilitates through its innovative and pio-

neering development a cost-effective structure

to improve and optimise securities lending activ-

ity through:

. Enhanced efficiency and safety for the en-
tire market place;

. An increase in supply to the market, im-
proving liquidity;

. Standardised and transparent risk and col-
lateral management methods;

. Improved efficiencies on trading and opera-
tions of securities lending transactions;

. Reduction of the overall legal and docu-
mentation workload;

. Integrated cross-product service offering,
allowing for the netting of regulatory capital
across all cleared products;

. Collateral efficiency—a wide range of

customised choice on collateral eligibility
paired with re-use capabilities; and

. Capital efficiency—0 percent weighting
under Basel Il, 2 percent weighting under
Basel Ill.

The lending CCP has been developed to meet
the new demands of the securities financing
markets, further reducing credit and systemic
risk and further increasing operational efficien-
cies while maintaining important bilateral mar-
ket characteristics.

As we fulfill the ongoing commitment of safe-
guarding the marketplace, we continue to play
an important role in helping the financial mar-
kets deliver their full economic benefits, thereby
ensuring that our customers are always in a po-
sition to be clear to trade. SLT
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Clearing business relations responsible

for securities lending

Gerard Denham
Eurex Clearing
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30TH ANNUAL
RMA CONFERENCE ON
SECURITIES LENDING

OCTOBER 14-17, BOCA RATON, FL

RMA Celebrates its 30th
Annual Conference on Securities Lending.

Join us October 14-17, 2013, Boca Raton Resort & Club, Boca Raton, FL.

Much has changed since 1983, but RMA continues to provide a timely, all-inclusive business
program highlighting the significant issues we face as an industry today. We are pleased to
bring you the 30th annual industry-wide conference on Securities Lending developed by and for
securities lending and borrowing professionals. Please join us October 14-17, 2013 at the
Boca Raton Resort & Club, Boca Raton, FL.

Register today at
community.rmahq.org/
SLConference.

Enterprise Risk * Credit Risk » Market Risk * Operational Risk = Regu Compliance * Securities Lending


http://www.rmahq.org/SLConference

Painting flowers

Paul Fleming reveals how State Street’s enhanced custody business
compares to the bank’s agency lending programme. SLT hears him out

EnhancedCustody

GEORGINA LAVERS REPORTS

Could you explain State Street’s en-
hanced custody and how it differs
from traditional prime brokerage?

Much like conventional prime brokerage, we
provide financing and securities lending direct to
the end users. This is different from our agency
securities lending programme, in which we lend
through the intermediaries or the other prime
brokers to, and ultimately onto, the end users.

We have a direct financing and securities lend-
ing relationship with our customers, who are—in
many cases—similar to the customers of all the
other major prime brokers.

In many ways the product is similar, in the sense
that what we are able to offer the customers a
financing product that is similar to what they will
get from one of the investment banks.

However, we do the financing and securities
lending within the enhanced custody business,
within the context of a custodial account. So the
fund deals with the bank directly and they finance
their portfolio out of their custodial account.

We lend securities into their custodial account,
which is a little bit different from dealing with a
broker-dealer and utilising a margin account.
The assets are ring-fenced and the customer
has full transparency into the account at all time
because it is, in fact, a custodial account.

How does rehypothecation play
into this difference?

The way in which we use rehypothecation is
different to the traditional model. We have to
finance the customer’s assets and there are a
couple of ways we can do that.

Firstly, the customer can participate in our agen-
cy securities lending programme. That is a pro-
gramme we refer to as self-financing; they can
finance their borrows by lending in our agency
programme. Rather than invest the cash pro-
ceeds in a collateral vehicle, they can use those
cash proceeds to borrow securities from us.

They can also pledge their assets in a custodial
account and we can use the liquidity on our bal-
ance sheet to support the transaction. Our cus-
tomers value the liquidity on our balance sheet,
particularly in times of market stress.

Our options differ from what | think of as a
conventional margin account at a broker-deal-
er: where a customer puts their assets in the
broker-dealer's name and the broker-dealer,

in turn, rehypothecates those assets. The cus-
tomer can use their assets to finance their bor-
rows with us, but it's all done in and out of their
custodial account.

How does the enhanced custody lend-
ing business compare to the agency
lending business at State Street?

Ultimately it rolls up into common management
here at the bank, but it is a totally separate
business. We are a top ten borrower from our
agency'’s securities lending programme but it is
a different business.

Our customers view this product as a comple-
ment to prime brokerage. There are many
things that the investment banks offer that we
don’'t and we offer a unique financing value
proposition that is unrivaled.

Most funds today multi-primes and there are
a lot of good reasons why they decided to use
some of the different investment banks for prime
brokerage services.

We are trying to be the fund’s custodian, admin-
istrator, and alternative financing provider. We try
to keep it simple and leverage what is good about
State Street, and offer that to the alternatives
community. We interact with the agency lending
programme just like any other counterparty would.

How have you seen the dynamic
change between fund managers?

My perception is that investors are asking for a
lot more transparency. Reporting requirements
continue to get more complex over time, and
there are more boxes to check. Clearly around
the world we have a more active regulatory com-
munity, so all of this is making life more compli-
cated for managers and driving up administra-
tive costs. As a custodian and an administrator
dealing with these issues is our bread and but-
ter. To me, the problems are making the fit—
particularly between those in the hedge fund
space and the services we can provide as State
Street—make more and more sense.

A State Street report describes en-
hanced custody as providing solu-
tions for hedged mutual funds. Is
this a typical client for you?

Today our customers break down as 60 per-
cent hedge, and the remaining 40 pretty
evenly split between institutions—public

funds here in the US, endowments, etc—and
mutual funds.

Mutual funds—institutional investors who act
under a '40 Act structure—are, from what | see,
beginning to have more traction in the alterna-
tives space. Because of our market share in
the servicing business with mutual funds in par-
ticular, the relationships we have, and some of
the operational efficiencies we can provide by
allowing a mutual fund to do its financing and
securities borrowing here within our custodial
account, we are excited about the growth op-
portunities in that space.

We have seen a handful of launches over the
last couple of years and some traction, like |
said, with some of the customers, and that is a
fast growing customer sub-segment in the mu-
tual fund space.

How has the US Dodd-Frank Act/
Basel lll affected the business?

Some of the issues relating to Basel Ill
such as the leverage ratio are going to be
a top consideration for us as well as every-
one else. If anything, in regards to Dodd-
Frank | think the principal lending busi-
ness here will provide some counterparty
diversification and help mitigate some of
the counterparty concentration issues that
our agency programme faces under Dodd-
Frank Rule 165 in particular.

The good news here is that we can diversify
our exposure away from the 10 largest invest-
ment banks and spread some of that across
many funds in the alternative manager cus-
tomer segment. SLT

Senior managing director and global head of

enhanced custody

Paul Fleming
State Street
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Short ban syndrbme

SLT takes a global view of short selling research, politics and lawsuits

GEORGINA LAVERS REPORTS

The practice of selling a security that you do not
own has been the subject of numerous debates,
speculation, and misinterpretation—particularly
over the last five years.

The old adage of banning the practice when
markets are in turmoil, only to lift the bank when
recovery is imminent, has been taken up widely
by Europe.

Greece, ltaly and Spain were just three Euro-
pean countries that brought the shutters down
and promptly lifted them, citing recapitalisation
and an indecisive election as just some of the
reasons for the bans.

Short selling has also been the subject of com-
plaints and lawsuits, particularly in the US. The
Chicago Board Options Exchange paid out $6
million in penalties for failing to enforce rules to
prevent abusive short selling.

But research coming out of the US has also
sought to dispel commonly held opinions about
the practice. Below is a glance at the lawsuits,

the bans and the studies on short selling from
country to country.

Europe

Greece’s capital markets regulator lifted a short
selling ban on 15 July, after the country’s major
banks were recapitalised.

It was in May that the Hellenic Capital
Markets Commission (HCMC) decided to
extend its ban on short selling until July,
stating that the decision was due to the
country’s recapitalisation plan.

In a statement, HCMC said that its board
considered “the process of recapitalising
the lenders” in its decision—referring to the
€50 billion set aside to inject capital into the
country’s four big banks, and to scrap some
smaller lenders.

The European Securities and Markets Author-
ity (ESMA) published its opinion on the emer-
gency measure, stating that it was appropriate
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and proportionate in relation to the country’s
current situation.

“ESMA considers that the measure which is tar-
geted at credit institutions admitted to trading on
the Athens Stock Exchange remains appropri-
ate and proportionate to address the ... threats
that persist in Greece.”

“[The authority] considers that the duration of the
measure is justified and appreciates the HCMC's
statement in its notification of intent whereby the
measure may be lifted during the period of en-
forcement of the measure, if appropriate.”

In February, Italy banned short selling of shares
in major ltalian banks after an election result
caused shares in them to drop sharply.

The country’s general election results on 25
February pointed towards a hung parliament—
where no single party gains a majority of cast
votes and so one or more must team up to form
a government—resulting in the departure of
prime minister Mario Monti.

www.securitieslendingtimes.com —
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In a press conference, Monti said that he hoped
the vote would benefit the Italian people and
calm financial markets.

But shares in Italian banks on Milan exchanges
fell sharply in response to the news that a hung
parliament was likely in the country, leading fi-
nancial markets regulator Consob to ban short
selling of four of them on 26 February.

In statements, Consob blamed significant fall in
prices of the shares.

David Lewis, EMEA head of SunGard Astec An-
alytics, said that short selling does not increase
volatility in markets and that banning it can actu-
ally increase the practice.

“Bans on short selling are often politically driven
and usually a sign of underlying economic prob-
lems. Many studies have shown that such bans
do little to support share prices whilst damaging
liquidity and widening spreads which are both
bad news for investors. Short selling allows
proper price discovery and is part and parcel of
an efficient capital market.”

“They say in war that the wrong action is usually
better than inaction. Perhaps this is the case here.”

“Many European countries have previously im-
posed bans on short selling. Our own study of
the short selling bans in Spain (which were finally
lifted at the end of January) showed there was no
real change in the volatility of the market for the
duration of the ban. It also showed little correla-
tion between the direction of share price move-
ment and the subsequent imposition of a ban.”

In the same month, Spain lifted its ban on short
selling as markets rallied.

Spanish regulator Comisién Nacional del Mer-
cado de Valores (CNMV) extended an existing
ban on short selling for an additional week in
October 2012 and submitted a proposal to the
European Securities and Markets Authority
(ESMA) to impose a further three-month ban,
effective from 1 November.

Spain lifted the short selling ban as the IBEX 35
Index rallied and the country’s banks took steps
to repair their balance sheets amid deep auster-
ity measures.

The US

A July report from Texas argued in favour of na-
ked shorting, stating that accounting fundamen-
tals were highly significant in explaining naked
short sales.

The report, authored by Harrison Liu of the Uni-
versity of Texas San Antonio, and Sean McGuire
and Edward Swanson of Texas A&M University,
showed that—contrary to accepted belief—ac-
counting fundamentals are highly significant in
explaining naked short sales.

“Citing a widely held belief that naked short selling

is not based on company fundamentals, the SEC
(2008) has substantially tightened Reg. SHO close-
out regulations in an effort to eliminate naked short
selling,” said the report’s foreword.

It added that naked short sales contain incre-
mental information about future stock prices.

“Abnormal returns from a long/short trading strat-
egy that buys (sells short) shares with low (high)
short interest are more than seven times larger
using naked and covered short interest, com-
pared to returns using only covered short interest
(15.2 percent vs. 2.1 percent annualised).”

The study’s aim was to show that recent regula-
tory actions to eliminate naked short sales are
likely to impede informed arbitrage and reduce
market efficiency.

But feelings towards the practice were very dif-
ferent in Waco, Texas, as an illegal short-selling
complaint was made to the US Securities and
Exchange Commission (SEC) by Life Partners
Holdings CEO Brian Pardo.

Pardo announced that evidence was found of
“coordinated market manipulation” and naked
short selling of Life Partners’s stock in and
around 26 September 2012, and likened the
practice to terrorism.

Pardo said that it was a “tragedy to realise that
there are well-known financial entities that in-
tentionally try to destroy companies with these
abusive tactics, without any regard for the lives
of the workers and the investors they ruin.”

“... This small group has hijacked our financial
markets for their own gain. | just hope that the
SEC will use the clear evidence we have pro-
vided to them to bring those who are working
against our economy to justice. In my view, na-
ked short selling is a form of financial terrorism.”

In Washington, the SEC fined the CBOE for
short selling failures.

The Chicago Board Options Exchange (CBOE) paid
a $6 million penalty and implement major remedial
measures for “[failing] to enforce or even fully com-
prehend rules to prevent abusive short selling”.

The US SEC said at the time that the fine was
the first to be levied against an exchange for
violations relating to its regulatory oversight.

An SEC investigation found that CBOE failed to
adequately police and control a conflict for one
of its member firms, online brokerage and clear-
ing agency optionsXpress, which the commis-
sion charged with engaging in an abusive naked
short selling scheme in April 2012.

But, the SEC did take into consideration CBOE’s
attempts to rectify the situation after the inves-
tigation began. The exchange reorganised its
regulatory services division, hired compliance
and regulatory officers, updated written policies
and procedures, and hired a consultant to re-
view its enforcement programme.

ShortSelling

Asia

In August, the State Bank of India recommended
a shorting ban.

The State Bank’s chairman, Pratip Chaudhuri,
told a crowd that the bank recommended to the
finance minister in India that short selling should
be banned. He made the comments while open-
ing the 15,000th branch of the bank in Soora-
nam, Southern India.

It was only in July that India’s insurance regula-
tor allowed insurers to lend a maximum of 10
percent of their securities, in rules hoped to re-
vive the country’s market.

The Insurance Regulatory and Development Au-
thority (IRDA) has been seeking comment as of
August last year relating to insurers participating
in a securities lending and borrowing scheme.

Comments were received over the course of
a year from the various stakeholders including
life insurers, general insurers and other entities,
along with suggestions for the controls needed.

“After examination of the comments received,
it is observed that insurers can generate extra
yield on the securities held in their custody by
lending securities through [the] SLB mecha-
nism,” said an IRDA statement.

Kuala Lumpur’s stock exchange Bursa Malay-
sia released new guidelines for both securities
lending and borrowing, as well as short selling.

CEO of the stock exchange Dato’ Tajuddin
said at the time: “We will continue to build for
the future to further strengthen our breadth and
depth of the markets. Amongst our focus areas
will be the regulated short selling and securities
borrowing and lending which is necessary for
Malaysia to achieve developed market status.”

Short selling regulations were introduced in
1996, relatively early for what was then a very
emerging market. The business didn’t last long.
At the heart of the Asian crisis less than a year
later, securities borrowing and lending was sus-
pended on all shares listed on Bursa Malaysia.

In 2007, a new system was introduced. The Bursa
SBL system, offered by Bursa Malaysia Securities
Clearing, specifies which shares are currently eli-
gible for borrowing and lending—the numbers vary,
but most publicly traded shares are permitted.

In June, short selling in Japan was on the up.
Shorting in Japanese equities showed signs
of increasing in the last week of May as they
moved into bear market territory amid concerns
the US Federal Reserve would begin to taper its
bond buying programme and the Bank of Japan
will hold monetary policy where it is.

SunGard Astec Analytics statistics at the time
showed that borrowing of Japanese equities
has been on the increase, even as the bench-
mark Nikkei has been sliding lower. SLT
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Island rivalry

Taiwan continues to be the most
attractive emerging market, but Vietnam,
Indonesia and the Philippines have a way
to go, says Northern Trustin a

conversation with SLT

AsiaTrends

GEORGINA LAVERS REPORTS

Will growth in securities lending in
Asia this year come from developed
markets or will emerging markets
increase their share?

Notwithstanding the untapped potential of the Asian
emerging market space, which is unlikely to devel-
op significantly in the short term, securities lending
growth is likely to be driven more by demand from
developed markets for the rest of the year.

Historically speaking and with the exception of
Hong Kong, developed markets have been largely
underinvested when you look at on loan volumes,
driven by fewer corporate deals and a general
lack of conviction for hedge fund funds to deploy
risk and invest in size. However, the horizon looks
more optimistic for these markets particularly Ja-
pan, as participants gear themselves for inflows
of investment should the government’s aggres-
sive stimulus measures prove to be effective for
the economy. There is also potential for growth in
Australia should the resource sector be perceived
to be over extended at some point.

Although Hong Kong’'s revenue stream has
softened relative to last year following percep-
tions that China evaded a hard landing and is
now poised for improved growth, we do expect
volumes to remain robust relative to other Asian
markets. Given lower levels of correlation, the

environment is now more conducive for stock
picking and we therefore expect long/short
hedge fund demand to sustain volumes, albeit
at weaker spreads compared to last year.

Certainly emerging markets such as Taiwan will
continue to drive demand given its embedded
intrinsic value, however, when we look at where
overall growth is likely to emerge from in Asia in
the short term, we understand this to be developed
markets. In the long term, indeed the focus contin-
ues to be frontier markets such as China and India.

Do emerging markets (such as Malay-
sia, Taiwan, South Korea, Thailand,
Vietham, Indonesia, the Philip-
pines) offer significant untapped
potential for securities lending?

Taiwan continues to be the most attractive
emerging market as robust demand outstrips
supply. Although offshore inventory is grow-
ing, the pace of this growth is slow and incon-
sequential for market dilution. Thus, for any
new untapped inventory, the potential revenue
streams remain compelling for investors.

South Korea has matured such that supply is
now relatively robust, apart from small to mid cap
inventory. However, growth potential in Korea is
more a function of demand rather than supply,
as we continue to see a modest level of appetite

outside of a selected few securities. This is partly
driven by an existing short sale ban on financials,
which continues to constrain demand.

Given the absence of workable models in Vietnam,
Indonesia and the Philippines, it is hard to believe
that there is a significant amount of untapped po-
tential at this stage. In order for demand to flour-
ish in these markets, there first needs to be growth
in liquidity to allow hedge fund strategies to make
economic sense. For this reason, agent lenders
should be looking at getting into such markets in
anticipation of demand, with an incentive that those
who launch first will enjoy the benefits. Malaysia
is a good example of this in that although various
lenders are live, hedge fund demand is modest and
concentrated in selected securities. However, in the
long term as more agents open Malaysia, we are
likely to see more interest from long/short hedge
funds as the liquidity profile improves, thus offering
higher returns.

Those emerging markets that offer the more
obvious potential include China and India given
the relative size of their economies. However,
we are yet to see material progress for an offshore
model in China, and India’s current borrowing
and lending framework is not conducive for
offshore participants to launch.

Do differences in regulation and
tax laws between different Asian
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countries create opportunities in
specific markets?

Certainly from a regulatory perspective, this re-
mains a key factor in contributing to a market’s
overall growth profile. Those markets that op-
erate with opaque and punitive settlement re-
gimes constrain the ability of agent lenders to
maximise inventory, thus hampering supply and
liquidity, which ultimately determines the willing-
ness for hedge funds to trade on occasions.
For those markets with more transparent settle-
ment structures, liquidity tends to be deeper and
hence, attracts a wider source of demand.

Similarly, short sale bans have a direct conse-
quence on demand and growth. This not only lim-
its the ability of hedge funds to deploy their convic-
tion on the short side, but also on the long, since
hedging such long positions is also constrained.

To what extent do these differences
force you to change the way you
operate in different markets?

From an agent lenders perspective, risk mitiga-
tion for the underlying client is of utmost impor-
tance. Particularly in markets where punitive
regimes exist, it is critical that lenders adopt
sound liquidity management policies to ensure
a balance between maximising client inventory
and protecting against settlement failure.

What benefits do clients derive
from custodians establishing secu-
rities lending operations into new
Asian markets?

Those clients who are able to launch into
key emerging markets earlier are those
that will realise the greatest return, since
spreads are likely to remain higher whilst li-
quidity remains limited during the infancy of
a markets maturity cycle.

Furthermore, given the wave of regulatory mea-
sures being considered across Europe, it is im-
portant for clients to identify alternative sources
of revenue from securities lending, given poten-
tial uncertainty surrounding the sustainability of
existing revenue streams in other regions.

What can custodians do to boost demand
for securities lending in these emerg-
ing Asian markets—for example, do
custodians have a role in educating
beneficial owners on the merits of
this type of transaction?

Given entry in most new markets for securities
lending tends to require some form of client in-
volvement in the lending process such as pre-

AsiaTrends

notifications generally clients need to under-
stand the additional nuances of these markets
and if relevant any risks inherent in additional
processes versus the additional revenue that
can be generated. The onus of this due dili-
gence and education would lie with the agent
lenders to ensure that clients understand clearly
the nuances of lending in new markets where
the investment process for fund managers or
clients may not be seamless when securities
lending takes place as the case may be in the
traditional developed markets. SLT

Head of client relations, securities lending

Northern Trust
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Taiwan remains one of Asia’s most vibrant se-
curities lending markets, as demand for borrow-
ing securities continues to exceed the available
supply, inducing wide trading spreads and thus
providing beneficial owners with an attractive
revenue opportunity relative to other regional
jurisdictions. Currently, for every $100 million
in Taiwanese securities lent, beneficial owners
earn approximately $504,000.

The nature of demand is largely hedge fund driv-
en with a particular focus on three dominant strat-
egies. First, there is robust demand for long term
directional strategies associated with the tech-
nology sector, which accounts for the majority
of the market capitalisation on the Taiwan Stock
Exchange (TWSE) index. Such trading strate-
gies are typically structured to gain exposure
to the supply chain for various global technol-
ogy giants such as Apple Inc. or Lenovo Group
Ltd, with particular focus on the smartphone and
computer industries. Second, given an abun-
dance of both ADR (American depository receipt)
and GDR (global depository receipt) issuances,
relative value strategies are frequently structured
to capitalise on any arbitrage opportunity asso-
ciated with the price of the foreign depository
receipt and the local line. Third, the deployment
of statistical arbitrage trading remains prevalent,
typically used to capitalise on intraday pricing in-
efficiencies. Given the level of market volatility in
Taiwan, this remains an attractive strategy used
by dedicated ‘stat-arb’ hedge funds.

The TWSE created a centralised securities

Bouncing off the walls

Sunil Daswani explains how best to take advantage of Taiwan

borrowing and lending programme in June
2003. All participants are subject to the Tai-
wan Stock Exchange Corporation securities
and borrowing lending regulations and are
regulated by the country’s financial regulator.
Although the market requires beneficial own-
ers to work closely with agent lenders to enter
this market, the potential revenue streams are
compelling for investors.

To lend in the Taiwan market, a beneficial owner
will need a local tax agent. Additionally, the ben-
eficial owner will need to sign additional legal
documents; an amendment to the securities
lending authorisation agreement, a sub-custodi-
an letter of authorisation and, if required, a mul-
tiple trading account request letter. A summary
of these documents is provided below:

1. Securities Lending Authorisation Agree-
ment (SLAA) Amendment—required to ex-
pand the existing SLAA between the ben-
eficial owner and your securities lending
agent to encompass the clauses required
by the regulator to begin lending in Taiwan.
The amendment consolidates the relevant
points highlighted below, which are not
currently covered in the SLAA.

a. Application of the TWSE rules for Taiwanese

lending transactions

b. States that client is eligible to undertake Tai-

wan securities lending transactions which is ap-

proved and monitored by Taiwan regulators

c. Provides details of the account opening process

d. Explains the recall of lent securities and the

TaiwanFocus

manufactured dividend process

e. States the responsibilities of the client with

regards to taxation

f. Provides your securities lending agent with

the necessary authorisation to perform certain

tasks on behalf of the client to ensure compli-

ance with local regulations

2. Sub-Custodian Letter of Authorisation—
this document is required by the sub-
custodian to allow them to perform the
required tasks to facilitate lending in this
market. It states the following:

a. The applicable regulations relevant to

lending transactions

b. Recognises sub-custodian as agent for the

client in relation to lending transactions in Tai-

wan. This is necessary under Taiwan regula-

tion although they have no discretionary role in

lending activity.

c. Provides authority for sub-custodian to fa-

cilitate account opening and appointment of

local brokers which must be completed locally

in Taiwan

3. Multiple Trading Account Request Let-
ter—your securities lending agent will
typically operate a structure in Taiwan for
clients with multiple investment managers
for their Taiwanese assets whereby we will
aggregate securities from different invest-
ment managers before delivering to the
borrower in a single market transaction. It
includes the following:

a. Name of FINI requesting account

b. Reason why account is being requested ie,

to manage lending and borrowing activity. SLT
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On the horizon

ForwardThinking

David Lewis of SunGard takes on the mammoth task of predicting
the future of custodian banks—from a securities lending perspective

Like it or not, the role of a custodian bank has
never sounded like an exciting one. Safekeep-
ing of assets does not invoke images of the cut-
ting edge of financial markets, the cut and thrust
of the next big deal. Instead, they have always
appeared to be the steadfast, stable service
providers and cash cow segments of the world’s
dominant financial institutions delivering servic-
es to a large homogenous group of loyal clients.
The turmoil of the last few years has not left this
group untouched; they have had to change to
align themselves with the rapidly changing en-
vironment in which they live, and that state of
flux shows no signs of slowing down. In previous
years a custody client would dutifully sign up to a
veritable menu of services, a truly one stop shop;
now it is a very different story. Increasing regula-
tions and an ever greater aversion to risk are just
two of the pressures that have led clients to be
much more demanding across all the services
they pay for. Custodians have had to respond
and change their service models accordingly.

Today’s clients demand the best in class for each
and every service; securities lending makes a good
example of how this has affected the business. In
some cases, participation in securities lending and
other relatively ‘high margin’ businesses such as FX
or transition management, meant that custody fees
themselves could be low or even free—services all
tied together into a package. Now the competition
is fiercer, revenues are lower some clients have
broken their service buying into individually priced
and delivered services, bringing price transparency
and arguably more level playing fields upon which
to compare the competition.

Clients are also more demanding in other ways.
Gone are the homogenous pools of lending cli-
ents, all accepting the custodian’s standard col-
lateral and approved counterpart schedules, to

be replaced by clients dictating their own cus-
tom collateral requirements and lending only to
those they deem worthy. Gone are the automatic
inclusions of all your assets—beneficial owners
are now acutely aware of exactly where their in-
comes come from and, just as importantly, where
their risks lie. As a result, general collateral
(where volumes and values on loan are large
and fees low) has fallen from favour and is lon-
ger providing the steady fee split incomes cus-
todial lenders enjoyed. In are the intrinsic value
programs, actively managed by their beneficial
owners adhering to the old 80:20 rule. They have
correctly identified that 80 percent of theirincome
comes from 20 percent of their loan balances
(generalised levels of course, but you get the pic-
ture) and 20 percent of their revenues come from
80 percent of their balances, those balances also
accounting for the majority of their risk.

The result? Clients taking an active manage-
ment role in their lending programs, dictat-
ing specific collateral requirements, who their
custodian can lend to and in some cases, only
above a minimum fee level. What does this
mean for the custodian bank?

Their high margin businesses have been erod-
ed to some extent whilst their costs have ris-
en—indemnity policies for example, where they
insure the beneficial owner against a Lehman
Brothers-like counterpart default, will attract
greater capital costs under Basel Il regulations.
Competition is fierce and clients are likely to be
resistant to a change in fee splits to pay for such
insurance. According to Finadium, 69 percent of
lenders feel that indemnification is a very impor-
tant factor in running their program and almost
half of lenders would either not accept a change
in their fee splits to pay for it or launch an RFP
with a view to moving providers in response.

Squeezed from all sides, the custodian banks
have had to adapt their existing models to suit
their client’s increasingly sophisticated and indi-
vidual demands. Falling revenues have driven
several of them into new markets; prime custody
is, well, a prime example. The combination of
their steadfast safekeeping services tied into the
lucrative hedge fund space is a sign of the pro-
viders morphing their profiles to make best use of
what they do well. This is only one step on a long
journey for these organisations; much remains
in flux and the need to focus on more lucrative
markets and services gets ever more pressing.

Emerging markets will feature strongly in their
search for new revenues, providing services to
markets that are not only developing but have
great ambitions for the future. Combining such
markets, such as the United Arab Emirates,
marries the demand for services with the solid,
secure and experienced providers looking for
new assets to keep safe. SLT

Senior vice president
SunGard Astec Analytics
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TO SPEAK TO ONE OF OUR EXPERTS IN COLLATERAL SERVICES,
PLEASE CONTACT:

Europe, Middle East & Africa: Drew Demko +44 20 7163 5994
North America: Bill Kelly +1 212 922 4649
Asia Pacific: Dominick Falco +852 2840 9846

»,
g
BNY MELLON

b nyme lon.com/collateralservices INVESTMENT MANAGEMENT + INVESTMENT SERVICING

Products and services are provided in various countries by subsidiaries, affiliates, and joint ventures of The Bank of New York Mellon Corporation,
including The Bank of New York Mellon, and in some instances by third party providers. Each is authorised and regulated as required within each
jurisdiction. Products and services may be provided under various brand names, including BNY Mellon. Not all products and services are offered in all
locations. This document and information contained herein is for general information and reference purposes only and does not constitute legal, tax,
accounting or other professional advice nor is it an offer or solicitation of securities or services or an endorsement thereof in any jurisdiction or in any
circumstance that is otherwise unlawful or not authorised. ©2013 The Bank of New York Mellon Corporation. All rights reserved.
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What are the odds?

James Palmer of Datalend looks into the future of the UK gambling sector—
from those who are leading the field to those in danger of getting boxed in

Last year was a good one for the UK’s book-
makers. With the London Olympics, UEFA Eu-
ropean Championship and Ryder Cup capturing
the attention of the nation’s media, opportunities
to place a patriotic wager, whether an educated
one or not, had never been so high.

The dominant bookmakers all exhibited very pos-
itive growth figures through 2012 and into 2013,
as the UK industry generated a gross gambling
yield estimated at £6.2 billion from October 2011
to September 2012, according to the UK Gam-
bling Commission. While the non-remote betting
industry remains the largest source of income,
growth in online gambling has been particularly
strong, exceeding the £2 billion milestone do-
mestically over the same period.

Recent results have been more of a mixed bag.
While prominent market players excel and an-
nounce plans to expand into new markets, others

www.datalend.com 4“—

are faced with downward pressure on profitabil-
ity and a need to drastically address their online
presences. The trends seen in DataLend and
the securities finance market reflect this mixed
investor confidence and highlights a disconnect
between a successful historical performance and
their short-term growth expectations.

Bookies’ favourites

The outlook from analysts going into 2013 was
overwhelmingly positive. William Hill PLC pro-
ceeded to extend a leading position as market
capital grew from £1.4 billion at the start of 2012
to more than £4 billion by mid-2013, breaking into
the FTSE 100 for the first time. Expansion into
the US, Spain, Italy and Australia continues to
suggest that the going is good for what has be-
come Europe’s largest gambling firm. DatalLend
accurately highlights this bullish sentiment,
showing short interest falling to a reassuringly

low 0.6 percent following chief executive Ralph
Topping’s announcement in August that online
revenue had grown by 18 percent this year.

Similarly, specialist online bookmaker Betfair Group
PLC, buoyed by takeover rumours, has seen its
share price almost double from January to August.
After struggling through 2012, a new chief execu-
tive and a reviewed strategic approach to offer a
simpler online service and pull out of unregulated
markets are showing signs that they are beginning
to pay off. On-loan quantities have come off sig-
nificantly as a result; short interest recently came
down to less than 0.5 percent of shares outstand-
ing from more than 3 percent in January.

Left at the gate

Contrast these positive stories to the recent per-
formance and announcements from Ladbrokes
PLC and one begins to understand the factors

o DATALEND

OUR INNOVATION. YOUR ADVANTAGE.
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behind their success. A succession of quarterly
and mid-year profit warnings from Ladbrokes
has been attributed to a long-term revamp of the
online model as well as a dearth of on-course
revenue taking a toll on the firm’s profitability.

Renowned for lagging behind in the virtual stakes,
an announced partnership with internet gambling
software provider Playtech PLC, former joint ven-
ture partner of William Hill's successful online
model, has not managed to ward off short inter-
est in the security just yet. Rather than pioneering
ventures into new markets, the firm has needed to
focus first on playing catch up.

Subsequently, on-loan values and utilisation both
have risen steadily. More than 40 percent of in-

ventory was out on loan in late August, with short
interest reaching 7.5 percent. A 20 percent drop in
operating profit announced in the firm’s mid-year
earnings report and a new UK tax ruling (effec-
tive December 2014) could continue to hurt Lad-
brokes more than most. It is an uncertain time for
the long-standing household name, but opportu-
nity for international market share may not have
passed just yet if the firm can keep up with rivals.

Bwin.Party Digital Entertainment has also been
noted as underperforming in recent years. A
move to focus on ‘value’ customers and out of
unregulated markets (akin to the move made by
Betfair a year prior) has seen the stock rebound
in recent months. However, the quantity on loan
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has risen in tandem from less than £5 million
in July to approach £32 million (30 percent uti-
lised) at the beginning of August, iterating the
sentiment that the first-mover advantage has
been lost and may be difficult to recover from.

A photo finish?

Expectations for the future of the industry re-
main high. The proposition of unlocking the ex-
pansive US market and a rapidly growing global
online user base represent strong opportunities
for those in the business. Analysts continue to
tout remote gambling market share as the pri-
mary ingredient for future success. The way
each player has responded and positioned itself
online is seen as being directly related to their
capacity to capitalise on opportunities interna-
tionally as and when they arise.

These prospects could also be a signal for in-
creased M&A activity in the sector. William Hill
has already shown its hand by acquiring Aus-
tralian bookies Sportingbet and more recently
online business Tomwaterhouse.com to diver-
sify and build its international presence. The US
casino and entertainment giants will also have
identified the benefits of leveraging the experi-
enced online models of the European special-
ists to get a head start. Investors could even
view the renewed focus and strategies from
Ladbrokes and Bwin themselves as being worth
a punt, hoping that their discounted price is not
predictive of further divergence to their rivals.

To date, the difference between those merely in
the running and those coming out on top has
been the ability to move quickly and adapt to
changing conditions. Be it by expanding through
acquisition or organically, the successful players
are vying to position themselves for the finishing
straight across the pond. While the question still
remains as to whether the lagging names can
recover before losing too much ground on the
competition, the online dynamic and prospect of
unlocking previously unreachable markets are
certainly making it an interesting race. SLT
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Studying the profits
The lead up to school has seen education services shares outperform the
market, says Simon Colvin, analyst at Markit Securities Finance

In the run up to the new school year, shares in
US-domiciled educational services firms have
posted a surprising 30 percent return year to
date. Despite falling enrolment, many prospec-
tive students are rethinking their plans and go-
ing back into education in light of the recovering
American economy. Fifty-two percent of respon-
dents to a recent survey by industry consulting
group Parthenon Group stated that an improv-
ing economy would make them more likely to go
back to school.

This trend plays into the hands of for profit secondary
education companies, which offer flexible profession-
al qualifications sought by many working profession-
als looking to better their lots. To this end, analysts
have been updating their enrolment expectations for
the industry, which is expected to post a low singly
figure revenue growth in the coming years.

Investor reaction

Investors have taken well to these develop-
ments. Twelve US-listed for profit education
companies are posting a 26.9 percent return
year to date, putting the sector performance
above the S&P 500 return of 16 percent.

Looking into the returns, the minority of shares
posting disappointing results is dragging down
the average. Omitting the five shares that have
posted a price decline year to date, the seven
remaining shares have posted a very healthy 59
percent price increase.

Underperformers targeted

Short sellers have increased their positions in
the five shares posting prices falls year to date.
Demand to borrow these underperformers has
jumped by 22 percent year to date to a very high
10.9 percent of shares outstanding.

Bottom of the class is Strayer Education, which
has seen shares out on loan jump by nearly a
quarter since January, as shares fell by 29 per-
cent. Strayer is expected to post a 15 percent
fall in revenue in this year, a trend that is ex-
pected to continue into 2014. Short sellers have
redoubled their interest in the firm with demand
to borrow now standing at 20 percent of shares,
up from 16 percent at the start of the year.

Market leader Apollo Group has also seen a
surge in demand to borrow to 13 percent of
shares outstanding as it notched up a 9 percent
year-to-date price fall.

Outperformers see covering

Conversely, shares that have advanced year
to date have seen a fall in demand to borrow.

The seven shares posting positive price returns
have seen demand to borrow fall 13 percent.

Its seems short sellers have been caught out by
this price increase, as the shares that posted a
price increase had the same average demand
to borrow as their peers that went on to under-
perform the market.

The one exception to this rule is third best per-
former ITT Educational Services, which has
seen a 50 percent increase in demand to bor-
row to 28 percent of shares.

DataAnalysis

Other firms performing well

The three non-post secondary education USHisted
educational services providers have outperformed
their sector peers with a 40 percent year-to-date in-
crease. Top performer in the field is K12 with a mas-
sive 81 percent retum, its second consecutive set of
retums to beat analyst expectations.

Short sellers have been caught out and have
trimmed their positions in the firms from an ex-
tremely high 24.8 percent of shares outstanding
to 9.7 percent. SLT

¥TD Share % of Shares YTD %

Name Ticker Returns Outonloan Change

Capella Education Co CPLA 103% 1.3 -59%
Education Management Corp  EDMC 89% 2.0 -8%
Itt Educational Senvices Inc ESl 66% 2719 51%
Bridgepoint Education Inc BPI 66% 4.8 -46%
Grand Canyon Education Inc LOPE 53% 3.2 -78%
Devry Inc ov 32% 13.7 2%
Universal Technical Institute Inc UTI 5% 0.5 -650%
Apollo Group Inc APOL -9% 12.9 66%
Lincoln Educational Senvices CiLINC -11% 1.0 -61%
Caorinthian Colleges Inc COCO -15% 19.5 17%
Career Education Corp CECOD -28% 1.3 -9%
Strayer Education Inc STRA -29% 19.9 23%
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Meet us at the IMN European Beneficial

Owners’ Securities Lending Conference
London, 19-20 September 2013.

A unique CCP for
securities lending.

Another “first"” from
Eurex Clearing.

As one of the world's leading clearing houses, ~ We were one of the first electronic, cross-border CCPs.
Eurex Clearing has a|way5 been an innovator in And we were first to offer real-time risk monitoring.

pOSt—trade processing and risk management.  Now we're pioneering the securities lending market
with a unique, fully-integrated CCP service:

¢ Combining the flexibility of the special bilateral relation-
ship structure of the market with the safety and efficiency
of a CCP.

* Providing innovation with a Specific Lender License that
enables Beneficial Owners to participate as Clearing
Members of Eurex Clearing without a margin obligation.

So you can realize capital and operational efficiencies
while counterparty risk is mitigated. And everyone stays
clear to trade.

www.eurexclearing.com

Or follow us on Twitter @EurexGroup

Now available: CCP service

for securities lending

I-‘ eurex clearing
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IMN’s 18th Annual
European Beneficial
Owners’ Securities
Lending Conference

Date: 19-20 September 2013
Location: London
WWW.imn.org

Dedicated to meeting the informa-
tion and networking needs of the
beneficial owner community for
nearly 20 years, IMN’s European
beneficial owners’ securities lend-
ing conference attracts over 250
attendees annually, including more
than 65 beneficial owners.

Fleming’s 7th Annual
Collateral
ment Forum

Date: 9-10 October 2013
Location: Amsterdam,
www.finance.flemingeurope.com

Europe’s oldest, best known and
most anticipated conference fo-
cused purely on collateral is back.
The most prominent and the market
leader, now more focused and
innovative than ever.

IndustryEvents

RMA's 30th Annual Con-

Lending

Date: 14—-17 October 2013
Location: Boca Raton, Florida
rmahg.org/securities-lending

Come out and join other industry
executives, managers and experts
at the RMA Conference on Securi-
ties Lending in October. The confer-
ence commences on Monday, Oc-
tober 14 with the Welcome to Boca
Networking Reception.

GFMI's 2nd Annual
Manage- ference on Securities ~ Collateral Management

Conference

Date: 4-6 November 2013
Location: USA
www.global-fimi.com/CM2013_SLTlisting

The GFMI 2nd Annual Collateral
Management Conference is a
two-and-a-half day, educational
focused meeting.
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‘Take the clear road to success.
Doran Jones.
I I I ! DORAN
The Financial Services consultancy ONES
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Doran Jones is a full-service Financial Services business and IT consultancy. We provide flexible,
customized solutions to both the buy and the sell-side. Our people are experienced practitioners and
experts in improving our clients’ time to market and in making them more efficient.

e
DORAN JONES | 77 Water Street | 8th Floor | New York, NY 10005 | USA www.doranjones.com
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Industry appointments

John Bilello has joined Citi’s securities lending
global product development team as a director.

He will report to Patrick Avitabile, the global
head of product development and strategy for
the securities finance division.

Bilello joins from Deutsche Bank Asset
Management’s securities lending team,
where he was a director and responsible
for portfolio management.

Christian Oger (pictured below) is the new head of
equity lending for BNP Paribas Securities Services.

Most recently, Oger was head of relationship
management for global markets at BNP Paribas
Securities Services.
He has also previously
worked for Paribas,
Societe General CIB
and UBS Zurich.

In his new role he will
manage the equities
lending desks in Paris,
London, Frankfurt and
Milan and will report into David Raccat, head
of global markets.

His role will include developing the equity
lending franchise for securities services and
strengthening the securities lending product
globally, leveraging on his broad connectivity
with the market.

He will be based in Paris.

Felix Oegerli (pictured below) has been named
as the future trading, sales and capital markets
head of Ziircher Kantonalbank (ZKB).

His position was an-
nounced on 30 August
2013, but he will only
start the role in April
2014. A source at the
firm said that Oegerli will
be heading up to 200
people in his new role.

Oegerli joined ZKB as
head of prime finance in 2008 to develop its
securities lending and repo activities. He is cur-
rently head of liquidity management, short term
interest rates and prime finance.

Prior to ZKB, he worked at International Finan-
cial Business Solutions, which he founded, and
spent 8 years at UBS.

Zircher Kantonalbank is the largest cantonal
bank and fourth largest bank in Switzerland.

In February 2013, it released performance
results for 2012, which revealed that trading
income, including trading in structured prod-

ucts and securities lending and borrowing,
contributed CHF 127 million.

Stephen Kiely has resigned from his current
role as director of client and sales manage-
ment at Citigroup. He is currently on gardening
leave and will be taking up a new position at
BNY Mellon in November.

Kiely will become head of new business de-
velopment in EMEA. He will report to Jeannine
Lehman, business head of global collateral
services EMEA at BNY Mellon.

Prior to Citigroup, Kiely was head of securities
operations at HypoVereinsbank.

In a recent spate of hires, ConvergEx Group
announced that it has named Gary Ardell
(pictured right) chief information officer. With
this appointment, Ardell joins the company’s
executive committee.

PeopleMoves

He continues to serve in his previous positions
as head of business strategy development and
head of the financial engineering and advanced
trading solutions unit.

As chief information officer, Ardell is respon-
sible for the technical infrastructure, software
development and business processes of
ConvergEx Group and
for directing company
resources in support
of accelerating new
product development
and innovation.

Prior to joining Con-
vergEx Group in 2006,
Ardell served as the head of financial en-
gineering at Fidelity Capital Markets. This
group developed Fidelity’s algorithmic trad-
ing products as well as operating one of the
largest automated equity market making
operations in the US. SLT
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COLLATERAL MANAGEMENT

COLLATERAL OPTIMIZATION: MANAGING INCREASED DEMAND IN AN ILLIQUID MARKET

New York City, USA

4% - 6™ November 2013

New regulatory regimes have put collateral
management under sharp focus, highlighting
the demand for a fundamental change to
the way trades are executed among financial
institutions. With collateral management
shifting to the front office, banks have

had to adapt their internal channels of
communication with collateral.

The efficiency with which the buy and sell
sides adapt to the changes will decide the
profitability of collateral for the establishment.

Transforming collateral from a cost centre
to a profit making tool will be 2014’s focus

Key Learning Benefits:

Assess the impact of CCPs and clearing risks

Ameliorate swaps market issues under new regulatory guidelines
Recognize the practicality and future of margin management

Discern the impact collateral transformation and futurization will have
on the liquidity market

¢ Distinguish the opportunities and benefits of collateral optimization

¢ Align infrastructure maximization alongside collateral optimization

e Overcome concerns regarding the buy side perspective

This GFMI conference will divulge how financial

institutions are managing the liquidity squeeze
whilst achieving collateral optimization, the
impact of CCPs now they have been live,

and how to deal with the new regulatory
environment.

Expert Speaker Panel:

Richard Heckinger

Vice President

and Senior Policy Advisor

Federal Reserve Bank of Chicago

Jason Pietruski
Director, Margin Services
Barclays

Brian McLoone
Managing Director
State Street

James Wallin
Senior Vice President
Alliance Bernstein

Senior Representative
Deutsche Bank

Gerald D. Pucci Jr.
Managing Director
Global Rates Trading
BlackRock

GFMI

a marcusevans company

Barry Seeman
Global Head of Structuring
Aegon USA

Sharif Ismail
Goldman Sachs

Michael J. Levas

Founder, CIO

& Senior Managing Principal
Olympian Group of Investment
Management Companies

Jim Buckley

Managing Director, Co-Head
Global Funding

Scotiabank GBM

Houman Shadab
Associate Professor of Law
New York Law School

scan here for
more information
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Abhijit Choudhary
Global Head, Trade Management
Goldman Sachs

Stephen Bruel
Vice-President, Investor Services
Brown Brothers Harriman & Co.

Atanas Goranov, CFA, FRM
Managing Director,
Derivatives Risk Officer

The Guardian Life Insurance
Company of America

Full-Day Interactive
Post-Conference \Workshop
on 6" November 2013:

Repo: Borrowing in the tri-party
repurchase market

For further information, please contact:
Tyler Kelch, Marketing Manager, Media & PR
Tel: +1 312 540 3000 ext.6680

Email: TylerKe@global-fmi.com
www.global-fmi.com
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...... Marco Hefti

SLT and Ziircher Kantonalbank’s
Marco Hefti talk financial crises,
the industry’s best role models and
the travelling dream

How did you get into the securities
finance industry?

Before | got into the securities industry in 2008,
| worked as a key client manager for Zurcher
Kantonalbank (ZKB). After three interesting and
instructive years in a consultant position, | felt
ready for a new challenge. Since | have always
had a special interest in the capital market, |
was happy and very lucky that my HR depart-
ment was able to offer me the job of junior trad-
er in the investment bank department of ZKB,
on the prime finance desk.

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

The industry gave me the opportunity to better
understand the capital market in general and
especially the financing business. | was actively
involved in the exciting and challenging task to
expand what in 2008 was still a relatively small
securities finance desk into today’s well-known
prime finance desk.

During the financial crisis, | appreciated work-
ing for a AAA-rated bank. During this interesting
period of history, | learnt a lot about counterparty
risk, collateral quality and regulation. Starting with
plain vanilla securities lending in 2008, | broad-
ened my knowledge step by step. | can now cov-
er the whole range of repo and securities lending
products, including term trades up to three years.
Looking back, | can say the expectations | placed
on the industry and my new job were fully met.

What do you see as the biggest chal-
lenge facing the industry right now?

The planned Financial Transaction Tax is in my view

the biggest challenge the industry is currently fac-
ing. The tax would negatively affect the volumes
traded in the repo and securities lending markets.

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

| do not have any specific role models, but |
personally think there are many interesting peo-
ple with different backgrounds working in this
industry. All of those people inspired me over
the last five years. With Felix Oegerli as head of
short term interest rates and prime finance, our
desk is proud to have one of the lifetime role
models of the securities finance industry.

If you were not in securities
finance, what would be your
dream job and why?

| have fulfilled my long-time dream in the last year
by travelling around the world for the past 13
months. If | were not in the securities finance mar-
ket, | would travel the world as a photographer or
reporter for a major travel magazine. This would
give me the chance to learn even more about new
cultures, countries and different people. SLT

Prime finance trader and member of management

Marco Hefti
Zircher Kantonalbank

IndustryPeople

“ If | were not in
the securities finance
market, | would travel
the world as a
photographer or
reporter for a major
travel magazine
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EquiLend’s services have assisted BNY
Mellon in growing our global lending business
and enhancing operational efficiencies
without adding incremental cost. EquiLend’s
AutoBorrow platform has become a vital
distribution channel for BNY Mellon’s vast
supply of securities, allowing us to enhance
our relationships in the industry as well

NEW YORK LONDON

o B
“With EquiLend’s
flexibility and scalability,

we will continue to
INCrease usage of trading
and post-trade services”

as communicate electronically with new

counterparties. With EquiLend’s flexibility and
scalability, we will continue to increase usage
of the trading and post-trade services that
we use on the platform, which will add to our
global distribution capabilities.

EQUI y_

OUR INNOVATION. YOUR ADVANTAGE.

TORONTO HONG KONG
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Sell—sule, buy-sule or issuer, at BNP. Paribas Securltles Sennces, d.ealmg with complexity is our speciality.
We can help you find your way. g

SBElngﬁéL‘gESISCES | The bank for ac [ securities.bnpparibas.com

. - -

BNP Paribas Securltles Serwces is |ncorpuratec[ in France as: aPartnershlp_ Llrnlted by Shares and is authorlsed by the ACP (Autorité de Controle Prudentiel) and supervised by the AMF (Autorité des
Marchés Flnanuers) BNP. Paribas Securitiés Services’ Londen branch Ls.sgbject to limited regulation by-the Financial Services Authority for the conduct of its investment business in the United Kingdom
and is‘a’member- of the-London Stock Exchange. BNP Paribas Trust" Corporatron UK Limited and Investment Fund Services Limited’are wholly owned subsidiaries of BNP Paribas Securities Services,
|ncorporated in the' UK and are authorlsed'and regulated by ‘the Flnancsal Services Authorn;y Deta.lls on Ehe extent of our regul.atton by the Financial Services Authorlty are avall.able from us on request.
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