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EXECUTIVE BUMMARY

INTERVIEWJAMIE DIMON

Jamie Dimon, chairman of the board and chief exec
of cer of JPMorgan Chase, does not subscribe to

conventional business thinking when it comes to glob
expansion. When asked if he prefers to be a rst move
a market or a fast follower, he answers simply, “Neithe
not a distinction | value.” He argues that a well-thought|
out business plan matters more than whether a comp

leads or follows into a new product or area.

Equally, unlike other business managers, he is not
necessarily put off by already-crowded markets whe
expanding. “You have to run all your businesses well
grow organically and that means better products and
better services in both new and established areas,” h

In this in-depth interview, Dimon shares his thoug
on global expansion, banks’ increasing ability to ad
new situations, and the adoption of technology.
Page 18

Jamie Dimon, chairman and CEO, JPMorgan Chase

OPINION |

The future
of payment
infrastructures

Jad Khallouf,
CEO,
STET

M arket
infrastructures

were originally

developed with speci ¢ MAS Electronic Payment standards

MEPS+: Lessons
for payment market
infrastructures

Terry Goh, director,

Payments & Infrastructurepresident and CEO, B

Monetary Authority of
Singapore

t the end of last year,

ingapore
implemented its new

purposes in mind — for System (MEPS+) —a

example the exchange,next generation real-time global securities

processing and clearinggross and government

and/or settlement of
certain classes of
payments. They
diverged in many
areas. But several
recent developments
have brought about

securities settlement

system — to replace the

original MEPS system.

The Monetary Authority

of Singapore (MAS)

opted to use the SWIFT

message formats and

new drivers for change,network. Of particular

which may eventually
lead to more
convergence in
infrastructure
strategies.
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importance was the
resilience of the new

system, especially given

the emergence of new
threats.
Page 11

Raising the
standard

INTERVIEW
PAUL GALANT

easing all o
the people

Jacques-Philippe Marsorall of the time is

Paribas Securities
Services

mplementation of
uniform market
practices and

transformed the

industry. Following
the issue of The
Group of Thirty's
1989 report on
clearing and
settlement, concerted
efforts were made tg
create ef ciency in

NPno mean feat.

But as a global
bank, this is
exactly what

Citi has to do. Paul Galant, CEO, Global
Far from being %ransaction Services,

iti Markets & Banking
burden,
however, Citi sees its global stature
as a strength that allows it to
provide customers with a wide
array of products and services.

A key element to all this,
according to Paul Galant, CEO,
Global Transaction Services, Citi
Markets & Banking, is listening
intently to clients and not trying
to force them to buy in to the
bank’s own vision. “No matter

these areas. But there how brilliant we think an idea is,

is still much work to
be done on straight-
through processing
and implementation
of XML standards.
Page 15

we will never bring it to market,
never invest time and money on
it, unless it is of immediate and
important relevance to our
clients,” he says.
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O How are Latin American rms expanding globally?
There at the birth O What challenges do they face?
O What stage is the TARGET2-Securities project at? O What help do they need from their nancial service
O What are market participants’ reservations about the providers?
project? International investors are becoming increasingly interested
O How is SWIFT getting involved? in buying Latin American stocks and also companies. Big

TARGET2-Securities aims to centralise the settlement of ~ Latin American rms are responding by expanding globally,
euro-denominated securities in central bank money on the ~presenting new challenges to the region’s banks and
TARGET2 pan-European real-time gross settlement system. nancial infrastructures.

This is a good idea on paper, but not everyone is convinced Page 48

it will work well in practice.

Page 26

All clear for MiFID?

O How will post-trade processing be affected by MiFID?
One for all O How could the additional data requirements affect banks’
O How can bank-neutral payment messages bene t internal systems?

corporates? O Is there room for industry cooperation in addressing

O How can they be implemented? MIFID requirements?
O How do banks view these efforts? MIFID’s main focus is on trading, but it will also have an

A system that enables a corporate to send payment initiationimpact on the post-trade environment in Europe. The
messages to banks with no regard to the institution, country regulation will create an explosion in trade data, which could
or instrument is a treasury manager’s dream. But in Octoberfax banks’ internal systems.

this will become a reality for Merck, a global Page 54
pharmaceuticals manufacturer. ISO 20022 XML standards

played a big part in making this possible.

el 5 Case study
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Beyond the BIC O Why are Sun Microsystems and Bank of America piloting
O What are.the stumbling blocks to improving reference ISO 20022 message format?

data quality”? O What bene ts do they hope ISO 20022 will bring?
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The nancial services industry is blighted by unclean, poor- Microsystems and its primary banking partner Bank of
quality, non-s_tandardised rt_efere_nce data. Although (_efforts arf\merica plan to pilot ISO 20022 XML message formats for
underway to improve the situation, a complete solution end-to-end payment processing. The pilot will initially focus

remains elusive. Could regulation, or even the use of on Sun Microsystems sending credit transfers to Bank of
portable International Bank Account Numbers (IBANS) help? o merica and the bank sending payment status reports back.

Page 36 Page 58
Preparing for the revolution
O Is the SEPA project on target? Industry roundtable
O How is the delayed Payment Services Directive affecting
progress? Standards: From convergence to coexistence
O What could banks be doing to help the project? It has been said that the nice thing about standards is that

The Single Euro Payments Area project was designed to helfhere are so many too choose from. Is this rather cynical
the European Commission achieve its goal of becoming the View still warranted? Would having one over-arching
most competitive economy in the world by 2010. But the ~ Standard for all types of nancial messaging truly meet the
Payment Services Directive — a key component — was only industry’s requirements?

adopted in the EU Council in the second quarter of this year, Page 63
which has hampered the launch of pan-European direct

debit services.
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OPINION | JAD KHALLOUF, STET

Jad Khallouf, CEO, STET

Is anew paradigmin the making?

e design of the Single Euro Payment Area Hence, most infrastructures grew historically with
(SEPA), which aims at an integrated retail focused purposes and with strong adherence to
payment market in euros, has highlighted a community choices and to the speci c services shared

number of structural adjustment issues for by their users. Re ecting market diversity, they came to
infrastructures. These questions may in fact be relevdinerge on such fundamentals as business models and
beyond Europe, for both mature and emerging marks¢svices, payment schemes and formats, architecture

It is worth noting that payment infrastructures havaend process ows, scale and operating costs.
been of a hybrid nature, combining inter-bank
operational arrangements and shared technical  Factors for change
platforms to support them. In recent years, three developments have brought about

At a business level, infrastructures were historicaligw drivers for change that may eventually lead to
endowed with special purpose missions pertaining toore convergence in infrastructure strategies.
the exchange, processing, clearing and/or settlementwst, in the context of their cross-border expansion on
certain classes of payments. With business rules sétdpack of globalisation, large banks have been faced with
their user community, most infrastructures were fullynultiple local arrangements and channels needed to carry
determined by the speci ¢ inter-bank arrangementsout their payment business. That has required banks to
they were designed to support. maintain ad hoc system capabilities, which has meant

At a technical level, architectures and processes aaydlional costs to organic growth or lower-than-expected
developed by infrastructure operators under constraymsrgies from cross-border mergers. Large banks have
stemming from both technologies available at the titgs become eager to streamline their systems and to
and user banks’ IT systems. The ensuing proprietargtionalise their use of infrastructures. By contrast, in the
architectures often lacked exibility to address chargesence of an all-purpose single infrastructure window, a
in market demand, which meant new user needs few large banks may have wondered about the
required sometimes heavy IT developments. opportunity of in-sourcing more of the processing — even

DIALOGUEQ3 2007 7



OPINION | JAD KHALLOUF, STET

if that meant pulling out from multilateral clearing and competitive nature of the services or to the responsibility

settlement mechanisms. However, one would expect for certain tasks from a bank's perspective. The same

market solutions for shared ef cient infrastructures to beargument holds true as above: the infrastructure should

superior to stand-alone in-house full chain processing, ast spread its business focus too thin!

the latter may lack economic scale and would require@Geographic reach has been required in SEPA on

bank to dedicate resources and management attentiongtandard commodity payments — basic credit

deal with the underlying complexity. transfers and direct debits. A broader concept for
Second, the dramatic progress achieved in informatiorreach may yet emerge with the delivery to banks of

technologies and in telecoms during the past decade maiesmder services in different market segments

it possible now to conceive of technical architectures thathrough a single window connection, a solution

can deliver service exibility, scalability, and performance8TET has been developing.

support of a broad-based infrastructure service offeringehe SSR strategy will work best for infrastructures with

Nevertheless, as we have experienced at STET, technekigplished comparative advantages, namely a pro cient

cannot achieve that ambitious goal on its own. Architedtaenical platform and a large existing business base.

and process design have to be directed every step of tptiraisation is required in the actual mix of growth targets

by strategic vision and business anticipation of future to avoid con icting efforts that would drain resources or

market needs. produce unwarranted outcomes. Among other issues,
Third, but certainly not least, the search by policymalameful attention is to be paid to the range of services and to

for increased market ef ciency and systemic resilience thdtgeographic granularity of payment ows.

larger regional economies, chie y in Europe and North  To be sure, though, we are unlikely to witness the

America, has also been a pressing driver for infrastruciiaevn of the supra-infrastructure that could deliver all

adjustments. In the case of SEPA, infrastructures are tgervices everywhere. That assertion goes beyond the

process new SEPA instruments, in compliance with nespeci cs or comparative merits of consolidation

SEPA policies and standards, and to provide users witpatterns that may unfold in different markets. It ties

counterparty reach throughout the area. Such policy-dinenfundamentals including the following arguments:

goals translate obviously into opportunities and challengésfrastructures are meant to deal with complexity at a

for existing infrastructures, which are expected to lead inlow cost. Spreading their business in terms of content or

turn to market consolidation. geography beyond reasonable limits to scope and reach
would put pressure on their resources and induce
Demands on infrastructure unnecessary risks that would prove dif cult to control.

So what does the future spell for infrastructures? In essehifeastructure consolidation should not be carried
they will be expected to produce additional gains in out to the point of establishing broad monopolies.
ef ciency to the bene t of their users and the broader ~ Obviously, the service offering of any industry should
economy. But where are those ef ciency gains to be foun@ain competitive, re ecting market conditions in

The short answer to that complex question is both supply and demand. But also, importantly in
threefold: scale, scope and reach. Let’s call this the payment industry, systemic resilience forbids risk
approach the “SSR strategy”, which we may concentration and single points of failure.
characterise now as follows: Overall, although some of the above structural
O Economies of scale are paramount to the adjustments may take time to unfold, it is clear that

infrastructure business case, which is mostly driverirastructures have entered a new market age. Their
by the delicate balance between high xed costs gquast business optimisation occurred sometimes in
low pricing margins. Too many different productioisolation. They will now compete more on service
series, each limited in volume, would end up addic@ntent, quality and pricing. However, competition
costs and unnecessary risks. By contrast, sustairelblee cannot produce the most ef cient solutions.
economies of scale would typically come from pr@&veoperation is also critical in certain instances,
mainstream services shared by many users. particularly for standards and interoperability. In a

0 Expanding the scope of services may, if carefully  future consolidated market, with fewer infrastructures,
orchestrated, prove to be a win-win situation for the interoperability may help prevent fragmentation,
infrastructure and for its users. In practice, beyond intghich should in turn help competition and industry
bank processing, infrastructures may provide selectivesilience. The interoperability framework produced
back-of ce support to banks and possibly some of thegcently by the European Automated Clearing House
customers. That should be assessed in light of Association (EACHA) is an illustration of how focused
comparative advantages. A dividing line relates to theooperation may sometimes facilitate compet#ion.
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OPINION | TERRY GOH, MONETARY AUTHORITY OF SINGAPORE

MEPS:

Sessons ior
payment
marnket

Inifasiuciures

Terry Goh, director, Payments & Infrastructure, Monetary Authority of Singapore

What was involved foltbeetary Authority of Singaporén moving
from MEPS MEPS+

ayment System (MEPS+), a next generatioabout the safety and ef ciency of payment systems and
eal-time gross and government securities  their compliance with the Core Principles for
settlement system, on 9 December 2006. MEPS+ Systemically Important Payment Systems. Network and
provides improved features over its predecessor, MiBBSsages form the backbone of payment systems and are
which had been in operation since 1998. A signi caimbportant to consider when assessing safety issues.
change is the use of the SWIFT message formats and
network. Other major improvements include advané&dk management
gueue management functionalities, automated The management of nancial risks is an important area
collateralised intra-day liquidity facilities and in payment systems. Without real-time information
automated gridlock resolution. and adequate queue management functionalities,
The industry expressed a strong preference for participants’ risk management efforts will be hampered.
SWIFT early in the planning stage. Ong-Ang Al MEPS+ provides real-time inquiry of payment
Boon, director of The Association of Banks in instructions and receipts. Advanced queue
Singapore, made the case on behalf of the industmmanagement functionalities are also provided for
that, “The use of SWIFT will result in cost savingsparticipants to manage their credit and liquidity risks.
for the industry in the area of implementation, Participants can, for instance, dictate a conditional and
straight-through processing, training, and messaganconditional hold on payments on queue. The
translation since all MEPS+ participants are alrea@arthquake in Taiwan on 26 December 2006 did not
SWIFT members.” affect MEPS+ operationally as many participants had

f ;ngapore implemented the new MAS Electronids a nancial sector regulator, MAS is concerned
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OPINION | TERRY GOH, MONEARY AUTHORITY OF SINGAPORE

entered critical payment instructions into the systeraraure business continuity, a layered approach was
the beginning of day. They were subsequently abledgdopted to minimise participants’ operational
manage these using MEPS+ queue management downtime. Participants are expected to activate their
functionalities despite connectivity issues. backup site if they encounter any operational problem.
In the event that participants require additional Mandatory fallback connectivity testing required by
liquidity, automated collateralised intra-day liquiditySWIFT provides assurance that disaster recovery
facilities are also available. At the system level, facilities will be working once activated. MEPS+ also
automated gridlock resolution helps to reduce queuwahtbws participants to submit CD-ROM and paper-

transactions. based instructions in the event of more severe failures,
To complement queue management features, wesuch as the unavailability of SWIFT.
implemented time-based transaction pricing to At the payment system operations level, MEPS+ has

encourage early settlement. Transactions that are seidleddant infrastructure at the production site to

later in the day can cost up to three times more. address hardware failure. We are also able to activate

However, we have observed that differential transattie@MEPS+ hot backup site within 30 minutes. Lastly,

pricing has not had any material impact on the overatnual settlement procedures are in place to cope with

payment ows in MEPS+, unlike the experience in total unavailability of the system.

other countries. Going forward, we will continue to assess other
While banks have been able to make all their options to further enhance the resilience of MEPS+ in

payments by the end of the day, earlier payments wexliieme scenarios.

help reduce liquidity risk in the system, especially during

contingencies. Further analysis and discussion with Our experience

participants will be needed to establish if adjustment®verall, the problems and dif culties in migrating to

should be made to regulate the payment ows. SWIFT were quite manageable. Most implementation
issues were quickly resolved by SWIFT and its network

Security partners. However, more needs to be done to educate

Con dentiality, integrity, authenticity, and non- the industry on various SWIFTNet messaging services

repudiation underpin a safe and reliable electronic used by MEPS+ and the related subscription
messaging platform. Setting up a new proprietary procedures.
network and messaging standards that meet all thes&rom an operations standpoint, special attention had
requirements would take up considerable time andto be devoted to the annual Standards Release Guide
resources. This was not a feasible option for us sin(BR¢&) to make sure that affected SWIFT MT messages
were implementing an entirely new system and weused by MEPS+ continued to work. Previously, we had
wanted to focus our resources on the system control over the extent and timing of message format
functionalities to minimise our project risk. updates in MEPS, which ran on a proprietary network.
We decided to migrate to SWIFT after assessing Tites year is particularly challenging for us as we have
suitability of various SWIFTNet messaging serviceso meet both SRG 2007 and SWIFTNet Phase 2
against our requirements. Eventually, we selected deadlines, within one year of MEPS+ implementation.
SWIFTNet FINCopy, SWIFTNet Browse/InterAct,  Extensive testing was conducted to ensure that
and SWIFTNet FileAct to facilitate transmission of MEPS+ was reliable, stable, robust and secure before
payment and settlement messages, real-time inquigging live. In addition to unit, system integration, user
gueue management and end-of-day reporting. In acceptance and industry tests, we also engaged
addition, a closed user group was created to preveiidependent third parties to verify system
unauthorised institutions from accessing MEPS+. functionalities against speci cations, assess security
More importantly, as a payments market infrastructaaatrols, conduct system penetration tests and perform
provider, we had control over the subscription of application source code reviews. As MAS’ assistant

SWIFTNet messaging services for MEPS+. managing director and chairperson of the Payment and
Settlement Steering Committee, Foo-Yap Siew Hong,
Resilience aptly put it, “MEPS+ is an important national

The resilience of MEPS+ is an important area for upayment system and rigorous testing is paramount to
especially with the emergence of new threats. Fronetiseire its successful implementation. It is better to
start of the MEPS+ project, we spent considerable tueg-test MEPS+, even if it makes MEPS+ the most
examining ways to enhance the robustness of MER&sted system ever.” Sound advice for those planning to
for both system participants and the operator. To implement a new market infrastructée.
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OPINION | JACQUES-PHILIPPE MARSON, BNP PARIBAS SECURITIES SERVICES

Jacques-Philippe Marson, president and CEO, BNP Paribas Securities Services

How does the widespregdementation of standardsaffect a market
over time?

of uniform market practices and standards has common standards for communication — in a way,
transformed the global securities industry. early recognition of the role SWIFT performs today.
The rst concerted efforts to introduce global
securities standards began in the US in 1989, whemthiécal status
Group of Thirty (G30) — in which | participated — The G30’s 1989 report had a profound impact on the
released its report on clearing and settlement. It waseaurities industry. In a speech at the 2004
time when standardisation did not exist, for market International Securities Services Association

I tis no exaggeration to say that the implementatiomhe report also recommended the creation of

data or for market practices and concepts. Symposium, John Walsh, the then executive director of
The report contained nine recommendations fahe G30, said that the report “has achieved biblical
national securities clearing and settlement status in the clearing and settlement eld as the guide

standards. One of the major recommendations wask both for reform and how reform should be

that every market should have a central securitiascomplished.”

depository. Another was to implement delivery  The report essentially kick-started the process of
versus payment. A third introduced the concept akating ef ciency in the clearing and settlement eld.
securities lending and borrowing to avoid fails ififhe nine recommendations were pursued enthusiastically
the settlement process. by all markets. Some 25 years later, the world has adopted
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OPINION | JACQUES-PHILPPE MARSON, B\P PARIBAS SECURITIESSERVICES

most of those standards. SWIFT — still a relatively yodog market participants to report to nancial regulators
organisation when the 1989 report came out —has over its network.
become the driving force behind standards in data and
communication. More to do
The push to introduce global securities standardsAdidiough much has already been accomplished in
not stop there. The success of the G30’s 1989 initigtineging standards to the global securities market,
prompted a second report in 2003, titled ‘Global  more needs to be done. For example, the sell-side of
Clearing and Settlement: A Plan of Action’. This  the capital markets can now boast STP levels of 98%.
contained 20 recommendations and to improve theOn the other hand, the buy-side has invested much less
ef ciency of global cross-border securities trading. in standards and automation, and on average its STP
The G30’s initiatives had a great in uence in Europsge is 50% at best.
and prompted efforts to harmonise clearing and Also, there is a need to migrate to the new ISO
settlement functions within the European Union. Th20022 XML messages from the old ISO 15022
Giovannini Group was formed in 1996. Named aftestandard. For example, SWIFT’s Securities Committee,
the chairman, Alberto Giovannini, it comprised 72 which | chair, has decided not to create any new ISO
individuals from a cross-section of the private and 15022 funds message types, despite exponential growth
public sectors of the EU securities industry. In a 2001their use. All new message types will be created in
report, the group identi ed 15 barriers to creating SO 20022.
ef cient cross-border clearing and settlement in
Europe. This was followed by a second report that Individual bank response
assigned responsibilities for the removal of such batserae of the world’s leading providers of securities
to CESAME (Clearing and Settlement Advisory andervices and asset servicing with a networked presence,

Monitoring Experts Group). BNP Paribas Securities Services recognises the
importance of developing and implementing standards

Paving the way in the global securities industry.

It is not just uniform business practices that are We invest heavily in the standardisation process, both

important. Data and messaging standards, such asiiterms of technology and human resources, and were
ISO 20022 XML standard messages that SWIFT the rst company to adopt the SWIFT ISO 20022
promotes, allow straight-through processing (STP) famdis standards in France. The company will spend
the automation of processes. This cuts operational 2% of its IT budget in 2007 on adapting to new
because it reduces human error, and allows a compagylatory changes.
to run more quickly and ef ciently — crucial in today’s As well as investing heavily in standards, we also
competitive nancial services industry. participate extensively in industry forums that work
Messaging and data standardisation are also playingdea ning standards and establishing best practice in
key role in continued efforts to harmonise Europe’sthe investment industry. For example | am a member
nancial markets. For example, the European MarkefsCESAME and chair of the SWIFT Securities
in Financial Instruments Directive (MIFID) is Committee. We have been very active at the
increasing competition at trading platform level. ThiEuropean level in promoting standardisation of
needs standardisation to ensure ef ciency and costmarket practices. And we have pushed for legislative
effectiveness. Furthermore, the European Central changes in some countries.
Bank's TARGET2 Cash pan-European real time gros$Ve also actively support SWIFT as the driver of
settlement system, due to come into effect in data standards in the nancial world. | believe it is in
November 2007, is another example of standardisati@nbest interests of the investment industry to use
TARGET?2 Securities, meanwhile, is due in 2013. SWIFT as it will lead to signi cant cost reductions; it
Thanks to these initiatives, exchanges, central is for this reason | am such a strong advocate of
counterparties and central securities depositories WB\WIFT remaining a mutual, cooperative
be able to communicate with one another across organisation.
Europe. The TARGET?2 initiative is using SWIFT SWIFT has been moving quickly and ef ciently to
standards for communication. automate the more complex parts of the post-trade
Standards also play a vital role in compliance witlarea. Some believed that the post-trade area was
the new regulations on the horizon. Standard messege=ed, but it is still in need of further standardisation.
can enable accurate and timely reporting to regulatbbelieve, however, that the post-trade area is now well
Accordingly, SWIFT has recently added the capability its way to being coveréd.
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Jamie Dimon, chairman and CEO, JPMorgan Chase

18 DIALOGUEQ3 2007

f 10



INTERVIEW |JAMIE DIMON, JPMORGAN CHASE

Jamie Dimonischairman of the board and ekesfutive of cef JPMorgan Chase. He
became chairman at the start of the year, having been appointed CEO a year earlier. He &
assumed the title of president following the merger with Bank One Corporation in July 20C

In the four years before the merger, he served as chairman and CEO of Bank One, taking
bank from a half-billion-dollar loss in 2000 to record earnings of USD 3.5 billion in 2003.

Dimon is aumma cum laugiaduate of Tufts University, and holds an MBA from the Harva
University Graduate School of Business, where he was a Baker Scholar. He serves on the
of a number of non-pro t institutions, including the Federal Reserve Bank of New York, Ha
Business School and the United Negro College Fund. Bakmpkebout the challenges

of growing the bank’s various lines of business in a globally competitive environment.

s the banking industry getting better at adapting because of regulatory walls. Our lines of business are
to change? just how we manage the broad franchise. We could
Yes. We are, for example, heavy users of technolodyave chosen to manage things in a different way.
and, in many respects, we're good at it. The retail sid¥ou also have to look at the world much more from
of our business was always regulated, but it has bebenpeint of view of the customer. The customer
increasingly competitive. We've become retailers indbesnt care that they're being served by three of our
true sense of the word with all the elements that thdihes of business: Treasury & Securities Services, Asset
entails: products, services, platforms, systems andManagement and the Investment Bank, for example.
designs, all of which need to be reviewed within a They have a relationship manager who handles the
context of enormous consolidation. So banks haverelationship as a whole. So you have to be careful. If
become good at both innovation and consolidationyou think too much about lines of business, your
approach to the business can become too silo-ed.
Are there any aspects of the changing environment The members of our Operating Committee — the
that, in your view, the industry hasn’t yet got to gripexecutives who actually run each line of business — work
with? well together. Recently, for instance, most of us ew out
At a global level, the process of consolidation is noto Asia and we did a series of country reviews, including
over. In the US, there are far too many banks. And #apan, Korea, India and China. We went to the people
same is still true in Europe, where there is now moie@n the ground there and said, “Okay, forget your line of
reason to merge. business. If you owned JPMorgan Korea or JPMorgan
At the same time, we are also seeing greater  Japan, what would you be doing here?” And they came
fragmentation in the securities industry. If youre  up with far more aggressive business plans — which were
talking broadly about strategic in ection points, approved, budgeted and are being executed.
technology is very often the spur. This has been trueWe've done the same thing in Russia and the same
throughout history. Without the computer, you thing in the Middle East. It is as a result of this
couldnt have had mutual funds, for example. approach in India or Russia that we're starting to
Exchanges are very good users of technology todddoeme much more active in domestic securities
question is, who is going to use technology to win ilssuance, for example. We haven't yet done Latin
the marketplace? Ultimately, that will be what work&\merica, but once you start this process, people work
better for the customer. together to develop opportunities.

Taking JPMorgan’s global expansion as an exampl#,you take the examples of India, Russia and China,
do you look for opportunities across all your lines ofloes JPMorgan see the same opportunities in each of
business or can one line lead you into a market? those markets?

One line of business can bring us into a market, In some markets, we may negotiate to buy or merge with
though the dividing lines are not rigid. We have six someone. In some, we think we can grow organically. The
lines of business — seven if you include private equiyestion we have to ask ourselves in each case is: What
but in some ways, it's a bit of an arti cial construct business exactly do we want to get involved in?
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“First of all, organic growth is Job Number One. You have to
run your business well to grow organically and that means
better products and better services in both new and
established areas. Organic growth also gives you the ability to
make acquisitions where you think it is appropriate. It's hard
to acquire someone if you’re not doing a good job of running
your own company.”

Take the securities market. In Russia, to be a cretitslech in Lake Forest, an af uent suburb. We have
participant, you need local traders and researchersg¢astomers who work in Chicago and live in Lake
organic plan, real estate, systems, space, legal entRig®gst and therefore we know we're going to win
management and compliance, but all integrated withusiness. The fact that other banks have branches in
the rest of the company to support high levels of croske Forest is irrelevant.
border business. Or take energy trading. We know we are one of the

In India, we see opportunities resulting from a vergrgest investment banks in the energy sector — in terms
strong domestic market. Japan could be a source aéf mergers and acquisitions nancing. We can handle a
great opportunities, but there are a number of pathsoivef our customers’ energy swaps. It's another way for
could take to develop those. In China, we tried to getiacustomers to nance their balance sheet and manage
securities licence, but were unsuccessful, so we're their risk and so we've built the capability. The fact that
building our business a little differently there. a lot of other people are doing it is irrelevant.

There are, however, other areas, such as equity prime
Do you like to be a rst mover or fast follower? brokerage, where I think it may be too late for us to
Neither. It's not a distinction | value. You need a  make signi cant inroads. It's a very consolidated arena
coherent, consistent, business plan that's synchrongatiour systems are not built for the way that business
and well thought through. Sometimes that will mak®perates. It would cost a lot of money to build robust
you a rst mover. For example, we are at the foreframtw prime broker systems. Even if we built them, they
of creating capital markets for mortality because ongafldnt necessarily be as good as the best already out
the biggest risks for pension plans is retirees’ longatigre. So we’ll nd another angle; maybe we’ll innovate
We've found novel ways to address that challenge.in the way things are done in that area.

In other areas, we're a rapid follower, because we
werent a rst mover, though maybe we should have..although a lot of people seem to be looking to move
been. In some other areas, however, the prospectsaaray from the idea of one prime broker?
unclear to us and we dont mind being a follower. Well, if you look at JPMorgan Treasury & Securities

Services (TSS), we have custody, we have execution, we
Does a crowded space put you off? Do you look fohave securities lending, we can margin loans, so we
areas that are commercially unexplored? have all the abilities required; they are just not coming
First of all, organic growth is Job Number One. Youout of one place in the bank.
have to run your business well to grow organically an@e might come up with a different way of putting
that means better products and better services in bitthse services together. For example, our product
new and established areas. Organic growth also gideselopers came up with a concept called MasterSwap,
you the ability to make acquisitions where you thinkahich is a brilliant idea, allowing you to put many
is appropriate. It's hard to acquire someone if you'ralerivatives in one big swap, do one big margining, and
not doing a good job of running your own companygenerate one big report. It comes close to satisfying

In some areas, the fact that it's crowded is irrelevavitat is usually thought of as a prime broker service.
to us. For example, we've been opening branches in But then you have some of our large hedge fund
Chicago even though we're already one of the biggekénts, who have separated things out and have said,
banks in Chicago. Is there overcapacity in Chicago?Ve want one custodian, but we will execute wherever
Yes, there is some, but say we decide we should haxeveant. While this may be through a prime broker, all
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the other services a prime broker normally provides But | always remind people that there is a continuum.
like statements and reporting — we're going to do We dont make our own light bulbs and our own energy.
ourselves. And we will margin product-by-product.”\8e could. We could buy power plants, but we dont. We
one deal might be nanced by Lehman, for examplalso dont build all our own operating software, like
and the next by Merrill, but some hedge funds are Mgndows NT or Oracle databases. But we could. The
enough to do that. fact is we choose to buy those foundations and build a
lot of stuff ourselves on top of them.
Earlier you touched on the role of the relationship
manager. Since corporate and institutional clients hawhen you're investing in technology, how much at the
a relationship manager who looks after their needs moment is directed towards the customer experience
across the various lines of business, is there much as opposed to internal functions and processes?
interaction between TSS and the other businesses?You can't separate the two. When we have a business
Yes, constantly. | would call TSS a ‘Warren Buffet'-typeview, we expect it to be holistic, meaning that we
business. It grows with time, it grows with in ation, itshould review whatever is important. TSS alone has a
a dynamic payments and processing business. It habug® number of applications. Some are customer
capital requirements, good margins and it's got its oiacing, some are back-of ce, but if they arent timely,
‘moat’ — you cant duplicate a lot of the things it has. ef cient and cost-effective, they'll lead to high error

But it's also part of the rail on which the whole  rates and that will negatively affect customers. So we
company rides. TSS gets a tremendous amount of should know all of them, be good at all of them and
business from Investment Bank clients, middle markatve a game plan going forward.
clients, small business clients and other customers of
the company that need those services. Are there any of those foundations to your business

Scale is the ‘moat’ for TSS. You cant just say, “I'nthat you would regard as naturally right for co-
going to be a global custodian.” You have to build operation with peers? So you would be happy to get
these fabulous systems around the world. There arthem in a cooperative way?
only so many people with the scale and experienceYafoAnti-trust laws notwithstanding, banks by their
can do it right. A lot of other services leverage that.nature know how to share utilities. There are, for example,
TSS is, for example, a big source of FX business faotienon clearing houses across a broad range of products
investment bank. They do it jointly. from cheques to electronic payments to securities. You

Think of the ow that Heidi Miller, who runs TSS, almost have to organise the industry in that way for the
can bring to the FX business and vice versa. | was sake of ef ciency for the customer. Now the Federal
recently at a meeting in Grand Rapids, Michigan, wiRkserve wants the industry to do better in credit
middle market clients and 75% of the people arounderivatives processing and we're in favour of that. It could
the table were doing business in China and India. Aé# business for us too as people standardise it. | think
of them are doing their foreign exchange through ughose types of opportunities will continue to arise.
and a lot of that is automated in TSS systems.

Who would think that private companies in Grand Let’s take the example of SWIFT, which is in the
Rapids would be doing that much FX? Some of themcooperative space. For years, most people thought of
were doing FX options. They said it was just a much it as essentially a cross-border messaging system. But
better way to manage their exposure. You and | woulchow it increasingly offers market infrastructure
have considered it a very esoteric investment bankingervices to what it perceives as the cooperative
product a few years ago and it's now being driven by $8&ce. Since it's owned by the banks, they must

presumably agree on what that space is?
In a business like that, which is technology-intensiviely experience is that when something is owned by
to a degree, how important do you think it is to owrthat many people, they can do what they want!
or control the technology?
| think you have to be extraordinarily technology- Well, if they’re doing what they want, is it what you
competent. You have to be very good at it. That doegnt them to do? Do you have a strategy for engaging
not mean you have to do everything yourself and wwiten it?
all your own code. But you need to have people insts, we do, because we take governance very seriously.
your organisation who are deeply knowledgeable aw look at when we want something to be done by a
who are part of your management teams, because ¢learing house, SWIFT or a central utility. There’s no
ef ciency of the technology is a large part of what bene t in duplicating those functions and signi cant
you're giving your clients. bene t in making sure they're done right.
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Paul Galant, CEO, Global Transaction Services, Citi Markets & Banking
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Paul Galants chief executive of cer of Global Transaction Services (GTS), a division of Cit
Markets & Banking. He is a member of the Citigroup Management Committee and the Ma
Banking Planning and Management Committee. GTS is one of Citigroup’s twelve publicly-
product lines, offering cash management, trade services and nance, and securities and fu
services capabilities to corporations, governments, nancial institutions and investment ad
worldwide.

Galant spoke@aloguabout the challenges of delivering a diverse range of solutions to a
broad global client base.

Why are the businesses that form Global TransactiBoes that mean that your customers, the different
Services together under that umbrella? Do they habelying centres notwithstanding, treat this information
a common client base? as an enterprise issue rather than a divisional issue?
First, it is important to note that our three producfThe challenge is to give each of the buying centres the
lines, Cash Management, Trade Services and information they need in real time in a way that they
Finance, and Securities and Fund Services, shareaa use. If we supply ‘enterprise-level’ information, it
common purpose: to process those transactions Wiliresult in information overload. If they have to

are daily activities for corporations, nancial spend time ferreting out what they need, they wont
institutions and governments. It's the most have the time they need to act on it. Banking, for years,
fundamental type of activity we provide. Our provided yesterday’s information — akin to getting
clients, worldwide, number in excess of 65,000. yesterday’s weather report today. You simply cant
Broadly, we are very much an extension of our manage your business on it.

clients’ inner workings, whether by enabling a What we have endeavoured to do at Citi is deliver
supply chain to provide working capital; enablingthat information as ‘actionable advice,’ so clients can
company to make payments to suppliers, vendorsxtract the relevant value. At the same time, we can
and employees; or by moving securities. These aoeoaitle the fuller, bigger picture to other levels in the
core activities. They are the lifeblood of virtually enterprise. It's a fascinating process. Until you

every one of our clients. The common theme is thaderstand the magnitude of bringing it all together,

we run a very large-scale processing and you dont quite recognise the power of enabling that

infrastructure environment to handle these typesaggregation. We created a technology service called

activities. TreasuryVision, which does just that. It works across
Within the world of corporate clients, all the our Cash and Trade lines, and we're now in the process

products and services we offer are essential. Corparfgpesviding the same to our Securities and Fund

tend to use all of our solution sets. In the governme®ervices clients.

space, clients use us predominantly for cash

management. In the nancial institution space, if How do you segment your client base?

you're talking about non-bank nancial institutions, It's one thing to have the world’s best capabilities, but

clients use us for securities services. it's another to be able to package those capabilities into
But we have to be able to deliver credible solutiorsolations your clients need, instead of simply selling

many different buying centres within all of these  products. To be able to provide effective solutions, you

entities. The unifying element that ties all of these must understand your clients’ needs and the industry,

solutions together is the information derived from as well as you do your product set.

them. As you go from one buying centre to another, Here's an example: When we approach the public

there’s a bit of a hierarchy; and if at the end of the dactor as a vertical sector, different elements of our

the CFO wants to see the totality of their activity, if public sector practice deal with OECD governments

they want to receive actionable advice, the informatiad with emerging market governments. When we

we provide in real time across all these categories {ganliage solutions, we don't view them as ‘one-size- ts-

key differentiator. all’ solutions. You can imagine the insensitivity we
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would be displaying if we were to offer a central bamlork. Banks that partner with other banks is a well-
or a nance or treasury minister in an emerging maketn path, and institutions like SWIFT enable that
the same solution we are embedding in the UK. It jtistough the use of standards.
doesnt work. Citi has also been working on partnering with
Our ability to tailor solutions and understand whatasge-scale technology organisations. We worked with
critical for our clients is something we have the luxivjcrosoft to create TreasuryVision; we partner with
of doing because we are on the ground as a local entities like Vodafone in the mobile remittances
provider in more than 100 countries. We're not space; we partner with SAP to create connectivity
guessing from a New York or London headquarterssalutions; and with GXS to enable le transfer.
from a correspondent banking position. Similarly, we are working with SWIFT to develop
Because Citi serves various business segmentgspweectivity solutions for corporates. The wonderful
are able to draw subject matter expertise from adtisg about having the Citi brand is being able to
a very broad array of subjects and markets. Let'spgalytogether the smartest, most driven, most
I’'m going to go see a telecommunications comparmggsource-rich institutions to come up with and deliver
| can bring an investment banker who understandsowth solutions for our clients. So I'm never shy
the telecommunications industry from a strategicabout walking into a client’s of ce with Microsoft to
vantage point. | can also bring a corporate bankesay, ‘We have an idea for you.’
who understands the necessary corporate structure
to succeed. | can bring a commercial banker, whaVhere today do you think banks are most falling short
understands what a telecommunications compangf customer expectations?
needs to do to provide services in the regulatory Clients today are facing many challenges, which in
environment in all the different countries. | can turn pose challenges to their providers. With so many
then bring a transaction services team that packalifésrent opportunities being presented daily, clients’
the solution, delivers it to the client, and executegbility to prioritise the opportunities by a total value
for the client. If | need a consumer banker who calculation is not easy. | think the decision-making
understands the client’s behaviour, | can bring thamework, whether RFP or RFI driven, will probably
resource as well. This is the power of Citi. This isevolve over time.
our corporate strategy. Secondly, having to integrate solutions into existing
legacy environments is extremely dif cult. It's
Taking your point of understanding your clients froraxpensive, takes too long and holds these institutions
being on the ground and looking more broadly at tHeack. It can even hold back the overall economy.
industry landscape, one thing we've seen isthe  Therefore, banks’ ability to develop and bring to

centralisation of corporate treasuries. Is this market solutions that are easy to integrate into legacy
something that the corporates have done in environments is terribly important.

consultation with the banks or are banks having to

catch up? You've mentioned SWIFT as an enabler. What aspects
| think banks (local, regional or global) and their  of your offering can best be provided collectively,
clients (locally, regionally and globally) are either through a utility or by combining with your

collaborating more and more, and this holds true fopeers in some way to build something to which you

the move we are seeing towards treasury centralisationeach add value?

Citi will not build a solution without a client need. Nbthink certain building blocks are common to many of

matter how brilliant we think an idea is, we will nevéne solutions required today in the marketplace. Take

bring it to market, never invest time and money on itnhage storage, for instance. Everyone builds the

unless it is of immediate and important relevance t@apability slightly differently, and we've all built our

our clients. own. But I'm not con dent that banks are the best able
We can lead with an idea and we do that all the titndead that effort. | think that’s a technology challenge,

But the client needs to be inspired by that idea enofrghkly. A brand-agnostic service is the right thing for a

to contribute and collaborate with us on the utility to build.

development. We may point something out to a clienSWIFT is a great example of providing a proven,

that sparks six other ideas and they may say, ‘You kteowdlards-based utility, and there are many others.

what, it's not a need today but you've just given us dransaction services providers can take these building

idea of how to expand our business.’ blocks, deliver them, service them, and integrate them in
In that scenario, we will bring in whatever partnera way that is industry- and client-speci c. That's where

banks and institutions are necessary to make an ide® start competing on a non-commoditised #asis.
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There at thebirth

Advancing critical dialogue

What stage isthe  What are market How is SWIFT

TARGET?2-Securitiesparticipants’ getting involved?
project at? reservations about
the project?

MIFID and SEPA, a connectivity, if they chose. on which the participants will

third wave of European  “In principle, we have lived with travel.” Since most of the
market transformation is gaining component-based architectures fdeurosystem central banks have
momentum. In July 2006 the a while now, and we rely on provided local settlement services
Governing Council of the Europearoutsourcing solutions in many  already, it seemed a natural
Central Bank (ECB) launched forms, so there is nothing wrong development.

Wh everyone focused on their own large customers for direete are just building the motorway

TARGET?2-Securities (T2S). with the T2S concept as such,” sayg<sodeffroy draws a direct parallel
It seemed to make sense. Chris Rowland, Global Custody with TARGETZ2. “On TARGET2
Centralising euro securities’ settleEMEA product executive at Cash we have one infrastructure but

ment in central bank money on thdPMorgan Worldwide Securities the accounts are held by the central
TARGET?2 platform would increasé&ervices and co-chairman of T2S banks,” he says. “For T2S there will
harmonisation and economies of Technical Group 1. “If we getit  again be one infrastructure, but
scale, optimise liquidity and right, it should deliver bene ts.”  the securities accounts will be held
collateral management, and increaséhe ECB sees T2S in a much by the CSDs. It should work well.”
competition among CSDs, CCPs wider context. “There is a general

and custodians. The four main  trend to separate infrastructure

Eurosystem banks are planning tofrom the service to the customer in

operate the technology platform many industries,” says Jean-Michel

from 2013 as an optional, not-for- Godeffroy, director general for

pro t outsourcing service to the  Payment Systems and Market

CSDs, who could also open it up tmfrastructure, ECB. “With T2S

“There is a general trend to separate
infrastructure from the service to the
customer in many industries. With T2S
we are just building the motorway on
which the participants will travel.”

Jean-Michel Godeffroy, director general for Payment Systems and Market Infrastructure, ECB
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“While we support the objective of lowering
settlement costs through harmonisation
and simpli cation, our approach to T2S is
driven by considerations of ef ciency, risk
and cost.”

Mark Kirby, managing director, Business Model and Harmonisation Division at Euroclear

to decommission their settlement time. The whole European land

systems. But these are tightly scape for post-trade operations will

integrated into their reporting and change.”

asset servicing businesses. “We se®aul Bodart, head of Custody

signi cant opportunities if T2S canOperations, Bank of New York

actually provide the ‘next gerera Mellon, agrees on the impact. “If
Cold feet tion settlement system’ with T2S goes ahead, we are bound to
However, not everyone is €on harmonisation and economies, busee more consolidation, both
vinced, and many responses to theve see certain risks as well,” saysamong CSDs and custodians. We're
Eurosystem consultation that Katja Rosenkranz, member of theboth in a scale business.” According

nished in June re ected that Executive Board, Clearstream  to Bodart, while many large,
uncertainty on a few key issues. Banking Frankfurt and project European nancial institutions are
While welcoming the aims, they manager, T2S. clearly in favour of T2S, the US
were more doubtful elsewhere. She argues the only way investment banks and nancial

“We are constructively sceptical Clearstream can decommission institutions are more neutral.
regarding T2S,” explains Mark  systems would be to include more*We're waiting to receive more
Kirby, managing director, Businesgunctionality into T2S with ef answers,” he says.

Model and Harmonisation Divisiorcient real-time access, using both The legal framework is one of

at Euroclear. “While we support thpush and pull capabilities. “We arg¢hose outstanding questions. “All
objective of lowering settlement happy to see this happen, even in@utsourcing involves risk, especially
costs through harmonisation and staged approach,” says Rosenkraiizye have to interface with two
simpli cation, our approach to T2S*but would then want commit separate organisations instead of
is driven by considerations of ments and a stake in the govername,” says Bodart. “When we

ef ciency, risk and cost.” He is  of the system.” outsource, the regulators insist we
worried that while the ECB is For some CSDs the challenge

attempting to lower cross-border could be more fundamental. “Many

settlement costs, this might be  CSDs get most of their revenues

achieved at the expense of increaffom settlement,” notes Goran

ing domestic costs, leaving investéiw's, global head of Custody

worse off. Services at SEB Merchant Banking.

The T2S business case dependslf this disappears consolidation
very much on the CSDs being ablwiill be inevitable, but may take

“We see signi cant opportunities if T2S can

actually provide the ‘next generation

settlement system’ with harmonisation and
economies, but we see certain risks as well.”

Katja Rosenkranz, member of the Executive Board, Clearstream Banking Frankfurt and project manager, T2S
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“Will the ECB accept the liability for not
delivering and the transparency to allow
us to manage the risks? Governance and
contractual arrangements are still major
concerns.”

Paul Bodart, head of Custody Operations, Bank of New York Mellon

to provide the solution the market the Federation of European

needs,” says Diana Chan, managi§gcurities Exchanges (FESE), the

director, Global Transaction European Central Securities

Services, Citi. “It has to be design@gpositories Association (ECSDA)

from the outset in a way that will and European Association of

not prevent it from becoming the Central Counterparty Clearing
retain the responsibility for risk.  single settlement infrastructure forHouses (EACH), which will

Will the ECB accept the liability Europe.” enforce fair competition on this;
for not delivering and the transpar and other harmonisation initiatives
ency to allow us to manage the Under pressure aiming to remove the so-called
risks? Governance and contractualhe ECB expects market pressuf&ovannini barriers.
arrangements are still major will encourage CSDs to join. Some participants are clearly
concerns.” “Let’s be absolutely clear: the  nervous about banks’ intentions.
Which CSDs will join T2S is CSDs have a real choice to Ruud Sleenhoff, chairman of the
another crucial issue because  participate or not,” insists European Banking Federation

economies of scale need critical Godeffroy. “But their customers (EBF)’s T2S Task Force and senior
mass. Although T2S should be  must also have a choice to use vice-president, head of Market
multicurrency from the start, another CSD if it is appropriate. Infrastructures, ABN AMRO,
Nordic participants are pressing forhere will be no more captive  addresses this issue squarely.
more functionality to support, for markets. The Code of Conduct is'People have talked about inter
example, direct holdings. “In the there to ensure competition.”  nalisation of some of these [post-
Nordic countries our settlement T2S is just one element ofa  trade] processes by the banks, and
process is very ef cient, even for complex strategy to achieve ef indeed we are seeing new ways to
cross-border transactions with a ciency and reduce risk in Europeasettle cross border emerging from
rich functionality,” says Fors. “It is clearing and settlement (see table).
not clear that T2S will meet our Other elements include MiFID,
needs, at least in the rst phase. Wehich grants certain rights of access
shall have to wait and see.” and choice for post-trade services;

Others hope they may eventuallthe European Code of Conduct for
join. “T2S has to be multicurrencyClearing and Settlement issued by

“In the Nordic countries our settlement
process is very ef cient, even for cross-
border transactions with a rich
functionality. It is not clear that T2S will
meet our needs, at least in the rst phase.”

Goran Fors, global head of Custody Services at SEB Merchant Banking
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“If the ‘lean T2S’ approach is adopted then
many problems will be avoided but many
national differences and costs will remain.”

Joél Mérére, chairman of ECSDA

the ECB anticipates further avoided but many national differ
discussion. “Regarding the goverences and costs will remain,”
ance of the development and argues Joél Mérére, chairman of
operating companies for T2S theleCSDA. “The ‘fatter’ T2S would
are very different views,” conceddmecome, the easier it would
Godeffroy. “There too we will probably then be for CSDs to
participate in an open debate, = decommission systems for real
listen and form our own view, butsavings. But more harmonisation
it's too early now to say.” would then be required and of
some of the MIFID initiatives like The ECB has organised a T2S course that adds to project risks.
Turquoise,” he says. “However, Advisory Group, a humber of So itis a delicate balance.”
this is not happening as a result déchnical groups and national user Another hot issue is matching.
T2S. We need to have a broader groups in EU member states to  “The CSDs want to do the maitch
vision of how the market will address all of the user requiremenitsg, and | initially thought it
evolve by 2013 before we commit- a process it is aiming to completgensible,” says Godeffroy. “But the
to T2S, otherwise it may not be tby the end of the year. Some more we consider it, the more it
for purpose.” He sees rapid changeestion the need for such a tightwould appear to increase costs
everywhere. deadline. “Why for a project substantially. This is the debate we
All large projects experience sudhrgeted at 2013 must we run thisneed to have.” One matching
doubts, argues the ECB. “The  hard at the moment?” asks engine should be more ef cient
project has evolved positively,” say@eenhoff from the EBF. “It's not athan 13, but even if people agree in
Godeffroy. “The market is largely sprint. It's a marathon.” principle, they may also recognise
supporting us. Naturally it is more The stress on resources could basks. “If we try to put too much
dif cult for the CSDs to completelyraising the temperature of some into the T2S boat,” insists
rethink their business model. Afterdebates. “The CSDs as well as th&leenhoff, “it will sink.”

all it's not an easy task. | am banks have commented on the
convinced, however, that they too aggressive ECB timescales set toDecision process
will adjust.” maintain momentum,” says Kirby The real decisions will start soon,

To win the market’s trust, the  from Euroclear. “It takes time to followed by another consultation
ECB has tried to manage the build consensus and agree on theand business case next spring, and
project with openness and transpdrest solutions.” He suggests the then the nal ECB decision to
ency. “We want to show people wenarket is starting to feel pushed proceed or not.
are listening. There is nothing we down the road before it has had  In the meantime, SWIFT
are cooking in our kitchen.” says time to think through the conse appears to be working in one
Godeffroy. He uses the public guences, and fears that the ECB part of the T2S project with
consultation as an example. may only discover the problems reasonable agreement.
“Although our principles were not later, when they will be much moréStandardisation is already
up for discussion, we have listenedostly to x. driving convergence,” says
to the issues raised and will clarify There are certainly many issueAndrew Douglas, director,
our intent, keeping the principles to debate. Consider ‘lean T2S’, thdarket Reform Initiatives at
but expressing them better to meadesire by the ECB to limit the SWIFT. “For example, for
the various concerns,” he says. functionality wherever feasible  Giovannini Barrier 1, we defined

Clearly this will resolve some without sacri cing ef ciency. “If and agreed with the industry
issues. For those who have-questhe ‘lean T2S’ approach is adoptduack in March 2006 a European
tioned the governance structure, then many problems will be Common Communications
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Guide to European clearing and settlement initiatives

Initiative Impact on clearing and settlement

Giovannini Two studies carried out by the European Commission in 2001 and 2003, chaired by Alberto Giovannini, which
identi ed 15 barriers to harmonisation of clearing and settlement across Europe. A series of working groups were set
up by various associations and market participants to come up with solutions for each barrier. Three expert groups
are advising the European Commission on these matters. The Clearing and Settlement Advisory and Monitoring
Expert group (CESAME) is the coordinating body that is supervising the overall process. The Fiscal Compliance|group
(FISCO) is looking at taxation harmonisation, while the Legal Certainty Group (LCG) is addressing the legal and
nality issues.

MiFID Although focused mainly on trading, the Markets in Financial Instruments Directive gives some rights to regulated
markets, multilateral trading facilities and market participants to choose their clearing and settlement providers,
and to access such providers from any member state on a non-discriminatory basis. Articles 34, 35 and 46 of the
Directive refer to this.

European Code of Voluntary guidance agreed by Federation of European Securities Exchanges (FESE), European Central Securities
Conduct for Clearing | Depositories Association (ECSDA) and European Association of Central Counterparty Clearing Houses (EACH) to
and Settlement enable market participants to freely choose their preferred service provider at each stage of the value chain — trading,
clearing and settlement — and to make cross-border a redundant concept. It aims to increase competition through
pricing transparency, access and interoperability, service unbundling and accounting separation.

TARGET2-Securities | A proposal by the Eurosystem to provide a central settlement platform which offers delivery versus payment

(T2S) (simultaneous exchange of documents versus payments) in central bank money.
ESCB-CESR A set of standards for securities clearing and settlement agreed by the European System of Central Banks (ESCB)
Standards and the Committee of European Securitiege§ulators (CESR) to apply the Committee oaynent and Settlement

Systems-International Organization of Securities Commissions (CPSS-I0SCO) recommendations to European
regulatory practice. Although lacking force of law, the standards will be a reference for best practice, and regulators or
supervisors will incorporate them into their assessment and reporting criteria.

European CCP European Common Communicationg&ocol agreed by the market participants to remove Giovannini Barrier 1
regarding interoperability. SWIFT was responsible for managing this standards activity and will adapt its own systems
to the standard.

ECSA/ECSDA Standards agreed by the European Credit Sector Associations (ECSA) representing the banks and the ECSDA
standards regarding the harmonisation of corporate actions across Europe to remove Giovannini Barrier 3.
Protocol (CCP). It includes T2S.” Besides access and messag@pportunities for us, so we would

things like the mandatory use ofing, SWIFT could provide refer  really like to nd a way forward
ISO 15022, 20022, IP message ence data administration, standardisat works.”

transport, and PKI authentica support and directory services. Mérere at the ECSDA agrees that
tion and time-stamping. Despite the debates, momentunthe European Code of Conduct for
Euroclear is using it for its seems to be building. “The ECB Clearing and Settlement and T2S
Common Communications initiative has really changed expedtave together prompted CSDs to
Interface (CCI) and now T2S hatations,” says Kirby at Euroclear. focus more on strategy and evolu
also committed to using it.” “Everyone now thinks that some tion. “The world is changing and

SWIFT is deeply involved in thing will happen in the settlementeveryone has to face that now with
many standards issues across the @28ronment and that there has a much greater sense of urgency,”
project, helping to achieve comprobeen a renewed impetus for harmbe says.
mise. For example, when queries nisation. More generally, it seems To harness that momentum, the
arose over the suitability of BIC as anlikely that there will be the samd=urosystem may also have to

universal business entity identi er, number of platforms still in compromise, but that is what

SWIFT responded quickly to existence by 2013.” requirements planning is all about.

con rm changes to resolve the Clearstream too sees real busin€$2S will be transformational,”

dif culties, which were planned for opportunities. “For example, our says Chan at Citi. “When the

SEPA and MiFID in any case. securities nancing services, whermarket changes we must assess the
However, it is still early days. “Weur strategy is to provide our costs and opportunities, adapt and

mustn't take for granted that customers the optimal collateral invest.” She concludes, “Yes,

SWIFT will automatically be part location, would bene t from T2S change is painful and costly, but
of it,” says Douglas. “We have to and improved interoperability,” says one complains about childbirth
earn our right to participate in Rosenkranz. “It would mean new after the baby#
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One for all

Advancing critical dialogue

How can bank- How can they be How do banks view

neutral payment implemented? these efforts?
initiation messages
bene t corporates?

f I want to call you anywhere in but has eschewed consensus-buildingn parallel, Merck had become
the world, | only need to dial a 10n order to achieve considerable  increasingly aware of the shortcomings
digit code into my mobile phone. change to a very tight deadline.  of banks' payments security mecha-

All the billing and the charges are nisms. A wave of anti-money launder-
already taken care of, irrespective ofow it started ing legislation meant staff were

the networks involved. But if | want The project has its roots in a con rming or updating their identities
to send you money today, were  company-wide process standardisan an almost daily basis. It also
nowhere close to those ten digits.” tion initiative and global ERP became apparent that some banks
This is how Hans van den Nouland,system (SAP) implementation. At were not checking who at Merck had
director, International Treasury Merck's European Treasury Centreauthorised a payment le before

Services, Europe, describes the chd&MC), a highly centralised and  accepting its validity. “There is such a
that Merck & Co has attempted to automated in-house bank, this wasmyriad of forms and processes, and
leap in less than a year. seen as an opportunity to reform then you nd the forms are always out
By 1 October 2007, Merck, a  local payment processes shaped byf date,” says van den Nouland.
global pharmaceuticals manufac- the services and technologies of in- Merck wanted a one-time
turer, will have migrated its rst  country banks. “Did we really wantvalidation process that provides
wave of local business units to a to upgrade interfaces with 100 bang&ff with a single digital identity
new infrastructure that enables thglobally, some of which required accepted by all banks and registered
rm to send payment messages toseparate interfaces for payments, on a website to enable signatories to
its banks with no regard to bank, collections and direct debits? At a update the accounts for which they
country or instrument formats. Forcost of EUR 50,000 per interface, are authorised. Merck also wanted
the vast majority of payments,  this was not the right thing to do,” digital signatures to address poten-
Merck will simply add the details afays van den Nouland. tial control weaknesses in the new
the paying and bene ciary account, Merck decided to replace local payment ow between SAP, its
the amount and the value date to danks with global providers, with treasury system and its banks.
universal format, leaving the bankthe important caveat of no customi-Merck wanted both local payment
to execute at the lowest cost withisation of payments processes, pratierks and treasury staff to authorise
these parameters. cols and technologies. “It seemedany payment les they had created or
The majority of industry-wide that every bank, every country andmended with a valid — that is to say
initiatives over the past 15+ years —every instrument had a different leurrent — digital signature and send an
from EDIFACT to RosettaNetto  format — even though it’s still the encrypted version to an external
TWIST to SCORE — can be traced same basic information, differentlydatabase or e-vault. Thus, Merck’s
to corporates’ desire to achieve lowsequenced. Why do | as a customiesinks could rst check that the
cost multi-banking. Merck has built have to deal with that just to makesignatory has authority to make the
on the contributions of past pioneera payment?” asks van den Noulanghyments, then match the elds in the
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received payment le against the copy
held at the e-vault to ensure there had
been no unauthorised intervention.

In the fourth quarter of 20086,
Merck approached leading cash
management banks specifying the
capabilities it was seeking: the
ability to send a single le of
uniform payment messages across
SWIFTNet to a single branch per
bank; account authorisation via a
universal digital identity manage
ment scheme; and standardised
con rmation and balance informa
tion for automatic reconciliation.

“The banks were largely very

positive and accepted that this — 1aKiNg all this formatting responsibility
approach would be shared by ofhack from the corporate is very painful for

large corporates, so we realised t

we werent asking the impossible, the banks, but it is what corporates want.
says van den Nouland. Following

an RFP process, HSBC and citi 10 D€ live on October 1 is a massive
now share the mandate. achievement considering we started

Merck is building its payment . L. .
message using the 150 20022 xML getting down to these details in March.
standards for payment initiation.

These were developed by the banksHans van den Nouland, director, International Treasury Services, Europe, Merck & Co
association with corporates, software

application providers, and a number ofThe payment message Merck will all payments in Mexico. All other
standardisation organisations such asse will allow both automatically ~ regions, plus the bank-neutral digital
IFC, OAGI, TWIST and UN generated information common to identity management solution, will
CEFACT TBGS5, the UN standards every message and extra informatiobe rolled out early in the new year.
organisation for nancial services. Thedded by Merck in exceptional cases. Looking forward, no new interfaces
existing SWIFTNet FIN MT 940-  But the vast majority of data requiredwill need to be created on Merck's

eld format standardises a lot of termf®r routing and executing is deter ERP system to accommaodate aequisi
and parameters currently used mined by the banks. “Taking all this tions or new banks. And the single
differently by banks, but needed  formatting responsibility back from payment process will be protected not
considerable effort by Merck and its the corporate is very painful for the only by robust digital identity manage
banks to be useable globally. This  banks, but it is what corporates wantifient, but by IT support and contin
included bi-weekly meetings to ensusays van den Nouland. “To be live oigency plans that could not be justi ed
messages were interchangeable. October 1 is a massive achievementor local interfaces. “We expect the use

The ISO 20022 payment initiation considering we started getting downabdigital identity management to

message contains payment informathese details in March.” ensure security of payment les to
tion that is common to any payment, become the industry benchmark
regardless of bank/location or payméhteaking free because of the need to ful Il anti-

type, and additionally contains a rangie nine months, Merck has virtuallymoney laundering requirements,” says
of value-added services and marketfreed itself from the complexities ofvan den Nouland.

practices. Discussion of common  the global payments landscape. Moreover, the visibility and control
implementation guidelines between From October, the bank-neutral  resulting from use of standard

the banks and Merck helped to focupayment initiation message will be processes with two banking partners
on those elements that both stakehaldtroduced for all wire payments — will enable Merck to consolidate

ers wanted to use to initiate bank- from Merck's ETC, some paymentssubsidiaries’ surplus liquidity more
neutral payments. in western Europe and the US, andeffectively. And because all payment
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ows will go through its treasury

system, post-transaction reconcilia

tion will be almost entirely automatic.
Van den Nouland believes many of

the bene ts are yet to be revealed and,

in line with Merck's non-proprietary
approach, HSBC and Citi will share
their experience of implementing the
payment initiation message with
other banks. “This is de nitely
something other corporates want. I'm
just happy that the big banks have
been willing to support it,” he says.
“Firms are now changing their
interfaces to accommodate new elds
for SEPA. But do you really want to
write a SEPA-speci ¢ interface or do

“Banks need to
accept that some of
the things we do
today should no
longer be in the
proprietary realm
and that
standardisation is
inevitable.”

Marcus Treacher, head of e-commerce,
Global Transaction Banking, HSBC

you want to build a generic one that's
good for all payments?” offers a provider-agnostic level playingpod the relationship, a corporate is
eld for delivery of banking services.’never going to nd a bank that can
The challenge for banks Treacher believes that when meet all its needs everywhere,” she
Van den Nouland acknowledges thecorporates reduce costs by reengi says. “Moreover, companies-peri
dif culty facing banks in facilitating a neering nancial processes, interfacekcally shift their relationships — to
universal payment initiation messageayith banks are an obvious area of take account of bank consolidation,
but Marcus Treacher, head of e- inef ciency. He adds that the for example. By using bank-neutral
commerce, Global Transaction challenge is to replicate what formats, corporates can save the
Banking, HSBC, asserts that itisin SWIFT has done in nancial cost of migrating between banks.”
the banks'’ interest to partner with messaging by creating XML stand Wehnert adds that equally, when
corporates in their pursuit of bank- ards that can be extended along theorporates merge, post-merger
neutral solutions. supply chain. “Banks need to accepieasury integration is simpler if
“Clients like Merck are thought-  that some of the things we do todapoth rms are using bank-neutral
leaders and market-movers. This  should no longer be in the prepri formats and are not weighed down
project has been made possible  etary realm and that standardisationy hundreds of bank connections.
through a number of technologies is inevitable,” he says. “If we do it She concludes, “Using standards
coming to fruition,” he says. “We  well, we can free ourselves up to might looks like a big project, but
already had the single pipe through create the kind of solutions cerpo the bene ts are signi can#®
SCORE, but the proposition really rates really want.”
comes to life when you couple it with Bénédicte Wehnert, SWIFT
structured message standards built ghobal manager, HSBC, believes
a exible language such as XML.  investment in the shift to bank-
When you add ubiquitous identity  neutral solutions will pay dividends
solutions you have a package that over many years. “No matter how

“No matter how good the relationship, a
corporate is never going to nd a bank that

can meet all its needs everywhere... By
using bank-neutral formats, corporates can
save the cost of migrating between banks.”

Bénédicte Wehnert, SWIFT global manager, HSBC
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Beyond theBIC

Advancing critical dialogue

What are the Will regulation help? Is there a role for

stumbling blocks to portable IBANs?
improving reference
data quality?

epted that the nancial “About ve years ago, institutions Michael Atkin, managing director,
industry is blighted by  started to realise that their referendeDM Council. “Five years ago, most
unclean, poor-quality and non-  data was a mess — it was a critical nancial institutions couldnt spell
standardised reference data, ndindpurdle to achieving any type of  reference data — it was a problem
a solution to the problem has so faSTPR,” says Nelson. “Since then, a Ibtried in the bowels of technology or
proved elusive. Although clean andf rms have been spending heavilgomewhere in operations. But now
accurate reference data is a linchpion technology and we have startedhere is recognition that alignment of
of straight-through processing (STR) see chief data of cers being data assets is a requisite. If we had one
in both payments and securities, appointed in some of the larger topsource of data, one warehouse storing
there are still numerous challengedier institutions. That's all contrib- it, it would be a heck of a lot easier.
regarding the feasibility of obtainingited to improving the percentage oBut we dont have that.”
so-called ‘golden copy'. trade failures.” The same call for a centralised
In the securities market, for exam- Evidence that the problem still  solution was heard at last year's Sibos
ple, broker-dealers often share the exists, however, was provided earlierSydney. TowerGroup's Matthew
same clients and trade the same  this year in research conducted byNelson was moderator on the panel
securities, but their information on le¢he Enterprise Data Management session ‘A new age for reference data,
for both accounts and instruments is(EDM) Council, which measured which discussed the potential for
not always identical. Despite millionghe quality of data and data discrepndustry collaboration. Twelve
of dollars being spent on the integra-ancies across nancial services rnmaonths on, he believes there has been
tion of systems and middleware It focused on 42 core security- little progress in this area. “| havent
technology, TowerGroup estimates description and derived-data seen much happening since Sibos
that around 10% of all trades still failelements required for xed-income 2006, although the session certainly
on rst settlement attempt, with the trade matching and con rmations afelped,” says Nelson. “Collaboration
majority of those trades failing due tdl3 bulge-bracket rms. As well as is a topic that is expanding in the data
inaccurate, untimely or incomplete missing elements, the study found community. Most of the discussion is

Wile itis generally ac-  throughout the trade lifecycle. fundamental to operations,” says

reference data. data that was inconsistent, inapproeoming from the academic world
Despite this gure, Matthew priately tagged and hard to compamhout creating more centralised
Nelson, senior analyst, investment “It is not a new problem, but utilities for broader security master

management, TowerGroup, says everyone who took part in the pilot information.” The simple theory
some progress is being made throwgds surprised by the extent to whichehind this, says Nelson, is that the
an increased awareness that referefate varied between rms, particu- data is common to all participants
data is a signi cant contributor larly when the data analysed was sand provides no competitive advan-
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“If we could create and share data in a
central utility then hundreds of millions of
dollars could be saved annually in terms
of waste, and the risk that also exists.”

Matthew Nelson, senior analyst, investment management, TowerGroup

Directive (MiFID), which becomes  In terms of nancial instruments,

law in November, puts added pressuitge group recommended the

on participants to know who their  adoption of ISO 10383 MIC

counterparty is and to show regulatofslarket Identi cation Code) to

that they have followed due diligencédentify place of listing, place of

The problem is most acute for broketrade, and place of quote for both

dealers, who may have to carry out instrument and venue identi cation.

regulatory due-diligence checks agaii@atite often, the speci cation of the
tage. “People are wasting huge ~ many thousands of counterparties. reference data is not granular,” says
amounts of money in obtaining,  “Across the regulatory regime, you willr Anthony Kirby, head of regula
managing and distributing the data,’nd consistency in what the regulatoigon and compliance, Accenture,
he contends. “If we could create andre looking for: transparency, best who chaired the subject group. “We
share data in a central utility then execution, full disclosure, risk mitiga speci ed an ideal for instrument
hundreds of millions of dollars couldion,” says EDM Council’s Atkin. “As data that removed all the ambiguity
be saved annually in terms of wastehose initiatives go forward, all of theby making sure that you have

and the risk that also exists.” are data-precision-dependent.” captured those three components:
One of the stumbling blocks In particular, the requirement to the security ID, the place of listing,
preventing greater collaboration is effectively manage exposure to  and the place of trading.”
competing commercial interests  trading partners and of holdings In regard to entity identi cation,
between data vendors. With the means that unigue instrument and the group backed ISO’s proposed
reference data business worth arourtslisiness entity identi cation 16372 International Business Entity

USD 1.5 billion annually, Nelson  standards are essential in helping Identi er (IBEI), a standardised code
warns of opposition from data vendorsduce this risk. “MiFID is making allocated to all entities playing a role
whose revenues could be reduced. people pay attention to reference in the lifecycle of a nancial instru
Business interests, he believes, are data, particularly in Europe, but it ment. But although the draft stand
“standing in the way” of progress.  has got implications elsewhere,” saysl is currently out for country

Other signi cant factors are internal, Angela Wilbraham, CEO of resear@pproval through the ISO approval
political, security and privacy-con  consultants A-Team Group. “The process, it looks likely to be rejected,
cerns. “In the securities industry, theidirective increases the complianceradt least because SWIFT, which

has been hesitancy towards sharingthe nancial industry regarding the chaired the ISO working group WG8
information and feeding data into a unambiguous identi cation of that developed the draft standard, has
central repository because there is abusiness entities. You have to shownnounced it does not want to be the
sense of competition between securdue diligence and that you are registration authority for the IBEI.

ties rms,” he notes. dealing with the right people —and Instead, SWIFT is planning to
that is all about being able to extend the use of its long-standing
Catalysts for change identify the entity.” BIC (Bank Identi er Code) format to

The biggest driver for developing To analyse the implications for the funds industry. This is in keeping
reliable and accurate data is cempli reference data under the directive, with earlier recommendations made
ance with regulatory objectives. the MIFID Reference Data Subjectby the Reference Data User Group
Following obligations imposed by  Group published a discussion papédfntities and Funds Committee,

Know Your Client (KYC) and Anti- that evaluated how instruments an@vhich issued a white paper proposing
Money Laundering (AML) proceduresntities are identi ed, giving recom that an identi er solution should be
and the Basel Il accord, the EU's  mendations to support the directivémsed on BICs. According to the
Markets in Financial Instruments  requirements. committee, a BIC-based solution

DIALOGUEQ3 2007 37



REPORT |REFERENCE DATA

would combine existing structures “T'he C|VIC is a fantastic concept. Legal

and identi ers to create an industry-

standard client and counterparty da@Ntity identi cation is a pre-requisite for
structure that will"assist in pre- - haing aple to manage all of your data

trading compliance procedures,

increase the ef ciency of processinggNd it'sS been a b|g pr0b|em_”

and improve risk management
ef ciency.” Michael Atkin, managing director, EDM Council

As a response to the market's call
for an alternative to the ISO’s IBEI joining SWIFT. “Both on the are SEPA-compliant and ready to
code, the SWIFT initiative will securities and payments side of thgprocess SEPA payments and shows
extend the coverage of its BIC business, SWIFT is building through which channels they can be
Directory and create BIC-like codeseference data directories that are reached; and the BICPIusIBAN
called Collective Investment Vehiclesally looking at the BIC more as aDirectory, which enables nancial
Identi cation Codes (CIVICs) to  entity identi er, in addition to being institutions to derive the bene ciary’s
identify funds. “The funds industry a routing mechanism,” says Wiley. BIC from the IBAN and to validate
is one of the big areas where there iAs a major step towards providinglzat the IBAN and the BIC belong to

a need for this kind of entity truly global business entity identi caa singular institution.
identi er,” says Chuck Wiley, seniortion hub, SWIFT announced in July “SWIFT's current focus is on
product marketing manager, that it had selected Avox, the helping the banks increase their STP

SWIFT. “The problem on this side Deutsche Bérse-owned counterpariy SEPA through high-quality
of the business has always been tldsta veri cation network, for the  reference data, but SWIFT has
there is no standard way of referringeansing and maintenance of dataadditional plans for reference data in
to a fund. Some institutions may catbcords in its BIC database. SWIFTjgayments and securities,” explains
the fund by a name, others might BIC/CIVIC activities form part of its Dusan Pobuda, head of payments
have a proprietary code. What we plans for a Common Reference Dateference data, SWIFT. “We are
are trying to develop is an industryManagement Platform, slated to gohelping the nancial industry, but
standard code that takes the ISO live early next year. The infrastructuWIFT is just part of the painting.
9362 syntax and uses it to identify will provide a repository for the We have competition in providing
funds as nancial entities.” publication and management of thethe right reference data to support
From early 2008, SWIFT will be various reference data directories SEPA because other commercial
assigning CIVICs as a unique SWIFT is currently building across vendors have seen an opportunity to
identi cation code available to all both securities and payments, provide the same data. SWIFT is
collective investment vehicles including directories that are in the certainly not in a monopoly posi
(CIVs). “The CIVIC is a fantastic  process of being created to facilitateion.”
concept,” says Atkin. “Legal entity activities in the context of the Single Among these competitors is
identi cation is a pre-requisite for Euro Payments Area (SEPA). solution provider CB.Net, whose
being able to manage all of your datd&rom January 2008, SEPA will  international payments directory
and it's been a big problem. The require all nancial institutions within BankSearchPlus includes BICs. The
industry recognises its importance the Eurozone to provide identifying company is also supporting the
but it has been dif cult to do. You BICs and International Bank Accounproposed issuing of portable IBANs
have to assign the numbers, integriltembers (IBANs) when making  to corporates. With SEPA requiring
them into applications, and main payments. In January this year, ISO corporates to print the IBAN and
tain them. So SWIFT stepping up approved a new edition of ISO 13618|C of the issuing bank on their
to identify a fund is very important.the ISO standard for IBANs, and  invoices, if any bank changes its BIC
In addition to the extension of  designated SWIFT to act as the (either because it changes its SWIFT
BICs into the funds space, the registration authority for the national status or through a merger), this
format is also being enhanced to IBAN formats. The registry is now could result in a major disruption
address reference data requiremerasailable on swift.com. From the endor corporate clients. “They then
in the payments arena, including inof December, SWIFT will also offer have to change all their invoicing
the form of the Business Entity  two new directories: the SEPA details — and ensure that these details
Identi er (BEI), which uses the BICRouting Directory, which includes are then made known and imple
syntax to identify corporate entitiesinformation on receiving banks that mented into their clients’ invoicing
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systems,” says lan Dunning, manag
ing director, CB.Net.

There is growing discussion about
the introduction of portable IBANS,
maintained by a centralised organi
sation/automated clearing house.
The routing of funds sent to these
portable IBANs could be under the
control of the corporate entity and
allow it to change banks without
changing the designator to which
funds should be routed. “While
non-portable IBANs identify a xed
account at a particular bank, a
portable IBAN wouldnt and its
details — bank account number and/
or bank — could, in theory, be
changed in close to real-time,” say:

DUNNing. “A non-portable IBAN We have competition in providing the right
locks a client into their banking  reference data to support SEPA because

relationship, whereas a portable

IBAN could allow the owner of the Other commercial vendors have seen an
AN to change ineir bank atany_ apportunity to provide the same data.”

time and change the account detai

to which the portable IBAN would

route the funds received.” A pOI’tabPéjsan Pobuda, head of payments reference data, SWIFT

IBAN system, he adds, could

increase competition in payment from our customers,” he says. In thexpanding their role, that is entirely

services and promote ef ciencies irtase of some of the speci ¢ directounderstandable. They need to assess

the nancial supply chain. ries that SWIFT is building, adds whether it is feasible, worth it, and
“There is quite a call for portable Wiley, there will be value not only thow it stacks up against their other

IBANSs at the moment,” conrms  SWIFT community members, but priorities. All of those are perfectly

Kirby. “The problem is that SWIFT institutions that arent directly userdegitimate business questions.”

is a closed network and many of SWIFT. “There will be institu Recalling the digi-vote at last

corporates will not be able to get tions that are, for instance, involvegear’s Sibos session, which revealed

direct access to SWIFT except  in SEPA or have counterparties in that 80% of delegates believed the

through a sponsor bank. In other the form of funds that need to be industry would bene t from an

words, the majority of corporates identi ed as nancial entities, whichindependent third-party that could

will probably nd that it might be  will be able to take advantage of thieost, manage and distribute a broad

easier to develop solutions with  directories that we produce,” he sagange of reference data,

automated clearing houses and cardin terms of securities reference TowerGroup’s Nelson agrees that

companies as opposed to trying todata, Atkin believes that SWIFT is SWIFT’s 30 years of experience in

use BICs directly. BICs might be ideally positioned to meet the successfully managing the BIC
more appropriate therefore with  industry’s needs regarding the thre®irectory suggests it can play an
nancial intermediaries.” SWIFT’s core identi cation activities — important part in managing other

Wiley insists, however, that SWIFTiastruments, entities and data reference data. “SWIFT has
reference data initiatives for both attributes — which, he says, shouldcredibility in the industry as a
payments and securities are an  form the basis of a reference data central utility, and can de nitely
appropriate response to the marketsrategy. “SWIFT is a candidate forplay a role,” says Nelson. “BIC
needs. “They are a direct result of all of these. It has been a proven codes have become an industry
plans that were formulated as part eftity in the standards world for a standard, so it will be very interest
our 2010 strategy, which itself waslang time. But if there is a reticenceng to see how SWIFT’s new forays
reaction to market requirements on SWIFT’s part in terms of into reference data work ou#”
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Preparing for the
revolution

Advancing critical dialogue

Is the SEPA project How is the delayed What could banks

on target? Payment Services be doing to help the
Directive affecting  project?
progress?

ayments environment will determination to create a single incentives.

ot appear any different in European payments market stems To allow end-users to source
January 2008. Underneath the  from its belief that low-cost, payment services from anywhere in
surface, however, a revolution hasef cient and reliable payment Europe and payment service
taken place. The building blocks f@ervices are a prerequisite for providers to compete on a level
the Single Euro Payments Area making the EU “the most competiplaying eld, the Commission
(SEPA) demanded by Europe’s tive and dynamic knowledge-driveestablished SEPA's legal basis via the
politicians are being moved into economy by 2010” — the goal of itfayment Services Directive (PSD),
position. 2000 Lisbon Agenda, according tdout left the technical infrastructure

f Eper cially, the European The European Commission's  a 2006 consultative paper on SEPA

“SEPA adoption has to be built on a solid
business case and direct debits have
been a big driver because of the many
collections instruments large corporates
use across Europe. They will still move to
SEPA for the bene ts of standardisation,
but the direct debit delay may slow
adoption for some.”

Andrew England, head of Product Management, Global Transaction Banking — Cash Management,
Deutsche Bank
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“The combination of SWIFTNet and

XML-based message standards offers
clients both cost-ef cient, standardised
communications with banks and the
ability to send and receive detailed
information. The remittance data that
can be included in XML-based message
formats offers many new possibilities,
such as e-invoicing capabilities.”

Pierre Fersztand, head of Cash Management, BNP Paribas

to self regulation. The industry ~ Euro Banking Association’s In its Fifth Progress Report on
responded by establishing the  EUROL large-value payment  SEPA, issued in July 2007, the
European Payments Council (EPQystem. European Central Bank (ECB) said
to de ne core pan-European In addition, the European the PSD’s implementation “should
payment services, provide guidanéaitomated Clearing House not discourage” banks from offering

on standardisation and intereper Association (EACHA) is ensuring SEPA-compliant direct debits on a
ability, and formulate best practiceinteroperability between domestic national level. But most banks have
As well as outlining the technicatlearing houses. “Being able to offaut the direct debit scheme on hold
frameworks for credit transfers, SEPA credit transfers from 28  — barely a third of banks using EBA
direct debits and card payments, January is not just a matter of  testing facilities have trialled their
the EPC has become the focal poriwmpliance for banks, but one of SEPA direct debit capabilities.
for ensuring banks and other particompetitive advantage and-ulti  These banks insist that the legal
ipants meet the Commission's  mately revenue generation,” says framework must be in place before
timelines — introducing SEPA Daniel Szmukler, head of offering services. The ECB also
products from January 2008, and Communications and Corporate wants “complete clarity” on SEPA
making SEPA “a reality for every Governance, EBA Clearing. “Any direct debit functionality by
one” by the end of 2010. rst-movers have the opportunity December 2007, asserting that the
While SEPA payment services to offer payment services in marketsheme must offer improved service
will not be available to end-userghat they could not previously reacnd security levels to gain accept

in early January 2008, much of — before their own domestic ance by corporate users.

the work required to achieve thefranchises come under competitive In addition, the EPC has issued
Commission's 2010 vision is pressures from new entrants.”  its SEPA Card Framework to
under way. The start date for use support the efforts of banks and
of SEPA-compliant credit trans Teething troubles cards schemes to create a SEPA
fers has been put back to 28 However, the launch of pan- for cards, but ECB’s Fifth Progress

January 2008 to avoid end-of-ye&uropean direct debit services byReport says further de nition of
procedures, but testing is alreadypanks has been hampered by  card standards is required during
being conducted to ensure a  legislative and technical problem®008 “to achieve full interoper
successful launch. Eight clearingThe Payment Services Directive ability between all parties in
houses and some 440 banks arewas only adopted by the EU volved in the processing of card
participating in SWIFT's testing Council in the second quarter of payments, as well as to create
programme, while more than 10®007, with member states requiradore competition and to facilitate
banks are conducting tests with to transpose it into national law byhe emergence of additional

EBA Clearing, the operator of thé&lovember 2009. European debit card schemes”.
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term clearing arrangements. “Banks
are taking a number of different
approaches depending on factors
such as the proportion of their
overall volumes that are SEPA
payments and the speed of custom
er migration,” says EBA Clearing’s
Szmukler.

Deutsche Bank and JP Morgan
Chase have already announced they
will be reachable only via STEP2
for SEPA payments. A core group
of around 20 to 25 banks are
expected to initially put the major
ity of their retail volumes through
STEP2, with around 50 to 60
banks using it as a default option.

“The question of how are you gOing to But multiple clearing options are
Process SEPA payments needs to be Seejﬁ]erglng.As well as France’s STET

d the Dutch-German provider

In context of a broader set of decisions  Equens, the UK's VocaLink is

staking its claim, with the-an

on the payments services you want t0  nouncement in July of the rst
offer to clients and the partnerships independent’ pan-European

clearing and settlement mechanism

required to deliver those services. We  in partnership with 10 banks,

including a number that will clear

don’t see size as the key factor; indeed  ggpa credit ransters througn
some of the large banks have been muchvocaLink exclusively. “We guaran

tee reach by partnering with banks

faster in evaluating outsourcing and use their connections and

propositions.”

Mike Hampson, global head, Financial Institutions, Transaction Banking, ABN AMRO Bank

As SEPA’s rst live date-ap

relationships to reach all parts of
Europe,” says Martin Wilson, chief
marketing of cer, VocaLink. “We've
broken with the traditional think
ing that EBA is the only show in
Sultan adds that if the large bankswn and we've also demonstrated

proaches, banks are still focusedwant to resolve the problem, they that we're not dependent on

compliance, but strategic and
competitive considerations are
beginning to rise up the agenda.
And for compliance, read reach
ability. “Reachability is a big
concern,” says Naveed Sultan,
head of Global Transaction
Services, EMEA, Citi. “We're
encouraging clients to be early
movers as we believe there are
bene ts, but the risk that many
banks will not participate from
January is a concern ¢tientsas
it could translate into a spike in
rejects or returns.”
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will need to actively help the bilateral links with other ACHs.”
smaller banks to get on board. “A  As well as supporting banks’
PE-ACH [Pan-European geographic reach, CSMs are aiming

Automated Clearing House] is onlyo win volumes through developing
as good as its membership,” he saydue-added services. Citi's Sultan
The Commission’s vision for ~ says it is too early to predict how

SEPA includes competition be ~ CSMs will balance collaboration
tween clearing and settlement  with competition. “The CSMs will
mechanisms (or CSMs, formerly depend on each other to collectively
automated clearing houses) as walkliver reachability, but will also vie
as banks, but this will not happen to be the point of entry by offering
by January 2008. Most banks viemew services,” he says. “For exam
EBA Clearing’s STEP2 system asple, who will be the rst ACH to go
offering the greatest reach, while beyond the D+3 in the rulebook
keeping an open mind on longer- (soon to be D+1 under the PSD)
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“Reachability is a big concern. We're
encouraging clients to be early movers as
we believe there are bene ts, but the risk
that many banks will not participate from

January is a concern for clients as it
could translate into a spike in rejects or
returns.”

Naveed Sultan, head of Global Transaction Services, EMEA, Citi

and offer instant SEPA paymentsXML-based message formats offerand the partnerships required to
Post-January 2008, speed, cost amtiny new possibilities, such as e-deliver those services,” says Mike

value-add services will emerge asinvoicing capabilities.” Hampson, global head, Financial
the key areas of competition.” Deutsche’s England believes  Institutions, Transaction Banking,
clients’ focus on simpli cation of ABN AMRO Bank. “We dont see
Taking responsibility payment processes must drive  size as the key factor; indeed some
Banks must ultimately take resporbanks’ post-SEPA strategies. “Weof the large banks have been much
sibility for delivering value to see a desire by clients for a singlefaster in evaluating outsourcing

corporates, asserts Andrew Englaselvice offering that brings high- propositions.”
head of Product Management,  value and bulk payments together,” Citi’s Sultan says banks must
Global Transaction Banking — Cashe says. take a proactive role to enable
Management, Deutsche Bank, who He adds that he sees a combinathem to streamline their clearing
acknowledges limited current tion of online service delivery, a operations, notably by supporting
demand. “SEPA adoption has to b&ingle payments proposition and national migration plans. “Will a
built on a solid business case andvalue-added services, for exampleritical mass remaining with
direct debits have been a big drivanandate management and formatnational ACHs prove self-perpetu
because of the many collections ting capabilities, as three core  ating? For example, France will
instruments large corporates use components of his rm’s client seek to decommission legacy
across Europe,” says England.  offering. “Corporates are also services once 50% of users or 75%
“They will still move to SEPA for beginning to move to a more of volumes have moved to SEPA,
the bene ts of standardisation, butstrategic approach to collections but can these levels be achieved
the direct debit delay may slow = management that also incorporatasithout the prior threat that the
adoption for some.” reconciliation and billing,” he sayslegacy services will be phased
Pierre Fersztand, head of Cash  The cost of developing an out?,” he asks. “The discussion will
Management, BNP Paribas, agreemfrastructure capable of deliveringnove forward once we get over the
that standardisation will spur value-added payments services hurdle of January 2008.”
demand for XML-based SEPA  across Europe is a considerable  The Commission, however, is
services. “The combination of challenge, particularly when the not letting up the pressure. It
SWIFTNet and XML-based savings from streamlining clearingrecently announced an investiga
message standards offers clients battangements remain uncertain. tion into “which issues could
cost-ef cient, standardised commu*“The question of how are you goingotentially become ‘showstoppers’
nications with banks and the abilityto process SEPA payments needsotoderail the SEPA project, and
to send and receive detailed infernmi@e seen in context of a broader sewhich additional measures could
tion,” says Fersztand. “The remit of decisions on the payments help to guarantee its success”.
tance data that can be included in services you want to offer to client8anks: you have been waried.
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Taking on
the world

Advancing critical dialogue

How are Latin What challenges do What help do they

American rms they face? need from their
expanding globally? nancial service
providers?

mining rm Companhia Vale companies. At the same time, ma@ayd look outside their borders, they

do Rio Doce (CVRD) an- governments in the region are  will be swallowed up by the rest of
nounced it would be buying Inco, anaking their regulations more  the world — that the global banks
Canadian nickel mining company.conducive to foreign trade. Latin and the corporates will just come in
And on 2 August this year, the ~ American companies are respondand buy them.”

I n August last year, Brazilian stock markets and even buy its companies don't start to develop

company made a bid to buy ing to the in ux by expanding
Sparrows Point, a US steel mill  abroad. Growing demands
owned by ArcelorMittal USA. For some of the region's rms, As Latin American companies

Three years ago, such global global expansion is much less an expand, their needs are changing.
ambitions would have been rare for@portunity to make money, and For example, now that CVRD has a

Latin American corporate. Althoughmore a survival instinct. growing number of operations

home to some big, multinational “I met representatives from a  outside its native Brazil, which are

rms, the region as a whole had a company in Brazil a couple of increasing in size and importance to

reputation for being inwardly- months ago and was surprised to the rm, it is having to rethink its

focused. But now, more of the hear them say, ‘If you want to treasury management.

region's rms are venturing beyond isirvive, you have to become As companies make these changes,

borders, or are planning to. international,” says Michel they are turning to their banks and
The reason is simple: globalisa- Corthouts, regional manager and other nancial services providers for

tion. International rms are head, Latin America, SWIFT. support. One corporate that has big

pouring into Latin America to take“They see there is a strong interegtlans for the next three years is
advantage of the region’s natural from the outside world in Latin ~ Belcorp, a Peruvian beauty products
resources, invest in its growing  America, and feel that if local manufacturer. It is already present in
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14 countries, including the US, and
is hoping these operations will
generate more than USD 1 billion in
sales by the end of this year. But by
2010, the company plans to set up
subsidiaries in Brazil, Panama,
China and eastern Europe.

To cope with this, the company
needs speci ¢ services from its banks.
“We have a centralised treasury
management model, so if we want to
have an ef cient cash ow from
Lima, Peru, we need prompt infor
mation about the funds in our bank
accounts,” says José Antonio Solis,
senior manager, Belcorp. “We need
our banks to provide ef cient cash
management tools that are effective
over long distances.”

Corthouts at SWIFT acknowl
edges that expanding corporates are
becoming more demanding. He
says that once they start growing
internationally, they start to rethink

their treasury management and @3 r 5 7| |s even more advanced than most

way they outsource, for example.

“That puts pressure on banks o Of the European countries or even the US.
also have an interational view gt when we look at it from a cross-

point,” he comments.

Some banks recognise this and fg@rder, international, inter-regional
joining the global trend. Banco do

Brasil, one of the biggest banks inperspeCtive, it doesn’'t work — it has its
the region, has already builtupa \wn formats.”

large international network and
plans to make it even larger.
“Banco do Brasil’s vision of the
future is certainly focused on enhanc
ing its position in the global market,hetwork of units in Japan, and  An attractive investment
says Antonio Carlos Bizzo Lima, heafices in Shanghai and Hong Just as Latin American corporates
of Foreign Trade Products, Foreign Kong, China. and banks are branching out, so
Trade Division at the bank. “We are Banco do Brasil's next move will too are investors. Not only are
aiming to foster Brazilian foreign  be to open a representative of ce idoreign rms demonstrating a
trade and support Brazilian residentDubai, United Arab Emirates in ~ growing interest in Latin American
communities and individuals living early 2008. It also has one plannedsecurities — domestic rms are also
or travelling abroad.” for Seoul, South Korea. “Banco dodeveloping an appetite for foreign
The bank is represented in NortlBrasil's international network has stocks. Latin American nancial
America and important nancial dramatically expanded in the past infrastructure providers, such as
centres in Europe. It has launchediew years and it will continue to dosecurities depositories, netting and
operations in Africa and has an  so to follow the trend of the nan clearing houses and central banks,
of ce in Luanda, Angola. These cial industry,” says Bizzo Lima. “Theeed to adapt to cope with this
operations aim to support Braziliaibbank has been evaluating other  two-way ow.
foreign trade and look for new  markets in Asia and North America One company working on this is
opportunities. The rm also has a with a view to keep on expanding."CETIP, one of four central seeuri

Michel Corthouts, regional manager and head, Latin America, SWIFT
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“We have a centralised treasury
management model, so if we want to
have an ef cient cash ow from Lima,
Peru, we need prompt information about
the funds in our bank accounts.”

José Antonio Solis, senior manager, Belcorp

ties depositories (CSDs) in Brazil. American countries, in particular cated process. “If you were sitting
handles the country’s domestic  Brazil and Mexico, are highly in Singapore, for example, and
corporate bonds and OTC deriva developed, their development tookyou wanted to buy a Brazilian
tives. It aims to become a facilitatgalace in isolation from the rest of debenture, you would have to

of both foreign investment in the world. This means that Latin settle that transaction in a pretty
Brazilian securities, and Brazilian American companies do not old-fashioned way compared with
investment abroad. necessarily recognise or conform toternational standards,” says

To help with its international international standards. Fleury. “You have to wire foreign
initiatives, CETIP signed a Brazil, for example, uses a samedrrency into a custodian in

memorandum of understanding day (T+0) delivery-versus-paymeBtazil and face a foreign exchange
with European settlement systensettlement system for xed incomé&ansaction. The global custodian
Euroclear on 9 July this year. and money markets, whereas then processes the securities in
Marcelo Fleury, head of interna Europe and the US typically use Brazilian reals on your behalf.”
tional business development, T+3. Therefore, Brazil's securities The dif culty in interacting with
CETIP, says the memorandum settlement system is at odds withsome Latin American countries is
was signed “to explore opportunimany of the markets it is trying toborne out by the fact that interna
ties and exchange existing knowattract investment from and investional companies and investors are
edge for future connectivity and @. Fleury at CETIP describes thioonly turning their attentions to the
host of macro ideas on how to as one of the biggest barriers to region now. “Even for the big
expand our services abroad for Brazil's interaction with the global banks, Latin America is a
foreign investors in Brazilian outside world. bit like the last stage in their
corporate bonds.” “Brazil is even more advanced development phases,” says

Fleury adds, however, that the than most of the European ceun Corthouts. “It is not always the
work has only just begun. “We aretries or even the US,” says rst area companies look at.”
in the early stages of initiating Corthouts at SWIFT. “But when Working out the differences will
studies and the work with Eurocleare look at it from a cross-border, be no easy task. Fleury believes a lot

to investigate possibilities of international, inter-regional of technological intricacies will be
expansion abroad,” he says. perspective, it doesnt work — it hagvolved in resolving the mismatch
its own formats.” between Brazil's T+0 settlement
Historical hurdles Other parts of the Brazilian  time for xed income and money
Despite the growing impetus to  securities settlement system,  markets and other markets’ T+3. “A
embrace globalisation, Latin however, are behind internationdbt of IT work and development

America’s insular past is holding itstandards. Foreign investors  will be necessary,” he says. “The
back to an extent. Although the wanting to buy Brazilian securi timeframes in which Brazilian laws
nancial markets of many Latin  ties have to go through a complirequire you to come up with your
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registration and settlement are  growing number of rms are eitherwanted a tool that could give us

much tighter than those abroad.” using SWIFT or considering usingand our banks a secure, ef cient
He admits that there is still mucht to access standards and connecind automatic way to exchange

to be done. “We havent got to other countries. information,” he comments. “MA-

anywhere near [resolving the The Brazilian Mercantile and  CUG was the solution.”

mismatch] at the moment,” he sayButures Exchange (BM&F) has a He adds that the MA-CUG

“We are in the very early stages. Batal/US dollar netting system and mmodel will also help as the eom

we have a clear idea that this looking at setting up a similar realpany expands further. “MA-CUG

capability is going to be required euro system. It is also planning gives us a tool that we can use with

sooner or later.” several intra-regional projects. “Asnew banks, so if we expand into
soon as they go cross-border, therazil, we can request the MA-

Raising standards see that working with SWIFT in  CUG service for the principal

One development that could easethe standards area is virtually a Brazilian banks,” he says.

Latin America’s connection to the necessity for facilitating these CVRD is also considering

outside world is the adoption of  projects,” says Corthouts. “That isSSWIFT membership to help
international nancial messaging the only way to make everything manage its increasingly complex
standards, such as ISO 15022 andihtegrate easily.” treasury operations.
the newer ISO 20022 XML format. He adds that a number of Latin  Banco do Brasil is already a heavy
SWIFT promotes these standardsAmerican securities depositories user of SWIFT, but plans to expand
and is the registration authority and central banks are talking to its usage. The bank’s head of ce
responsible for them. It is keen theWIFT about standards, becauseand its domestic and overseas
be employed in the region. they want to be able to talk to theibranches use SWIFTNet FIN now.
Corthouts says SWIFT plays a counterparts around the world.  The rm is implementing FileAct,
big role in helping Latin American Fleury at CETIP says his rm  InterAct, Browse and the Trade
countries standardise. “We try to currently uses a domestic nancialServices Utility, of which it was a
persuade the countries to move markets network, but that using pilot bank and early adopter.
from their local, proprietary SWIFT in the future is a strong “The new functionalities and
standards to global standards: IS@bssibility. “I'm assuming that services will provide more exibility
FIN,” he comments. “We dont  eventually we will use SWIFT to develop and leverage new
necessarily try to persuade them thecause SWIFT is included in thebusiness and opportunities,” says
use SWIFT, but we say, ‘Use worldwide standards equation,” heBizzo Lima.
standards and develop everythingcomments. “I assume that would
around them, and maybe you canlead us to some use of their syste@Banging mindset
also make your life easier by using@r network.” Although Latin America has some
one of the SWIFTSolutions.™ A number of Latin American  way to go to ensure it can embrace
As well as trying to encourage corporates are also using SWIFT globalisation, progress is gaining
Latin American rms to migrate to help them manage the growing pace thanks to the external pres
ISO standards from local ones, complexity of their businesses as sures. And companies’ increasing
SWIFT is also trying to ensure thathey expand abroad. Belcorp, for desire to embrace international
any new nancial projects in the example, has recently signed up tstandards and approach SWIFT is a
region incorporate standards. “Th&WIFT member-administered sign that the region’s mindset is
is something we are pushing a lotéosed user group (MA-CUG) to becoming more international.
Brazil, Mexico and Colombia for help it manage its treasury opera Corthouts says that three years
example, where we are collaboratimans. It is hoping to have betweenago, some companies would not
with local projects in payments, three and four banks participatinghave thought about establishing

securities and treasury so that ISGn MA-CUGs by September. international projects or talking
standards are taken into account The company chose to joina to SWIFT, because their coun
from the very start,” says MA-CUG to improve ef ciency  tries were eager to be masters of
Corthouts. and management of human their own standards and net

Although SWIFT is not insisting resources. Solis at Belcorp says higorks. But he adds, “Now they
that Latin American rms join the rm’s treasury team was spending say, ‘Let’'s not reinvent the wheel
cooperative to take advantage of tto® much time chasing and gatherbut look at the internationally
ISO standards it promotes, a ing information from banks. “We accepted standards®”
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All clear forMIFID ?

Advancing critical dialogue

How will post-trade How could the Is there room for
processing be additional data industry cooperation

affected by MiFID? requirements affect in addressing MiFID
banks’ internal requirements?
systems?

ile investment rms  interest through to operating in theclearing houses available to all
will have the most work best interests of clients. MiFID willmarket participants throughout the
to do in coming to however, also have repercussionsEtr and European Economic Area
terms with the Markets in Financiainarket participants in three post- (EEA), fuelling increasing competi-
Instruments Directive (MiFID),  trade areas: trade reporting, transtion between them and creating
notably its new trade and transac-tion reporting, and clearing and new opportunities.
tion reporting requirements, the settlement. MIFID is intended to enable
biggest changes in the post-trade While reporting challenges are gprivate and institutional investors,
world will be in clearing and cause for concern, clearing houseas well as corporate clients, to
settlement. across Europe have the most to gaiade in nancial instruments more
The most frequently discussed or lose in the post-MiFID world. A ef ciently and at the same level
aspect of MIFID is the impact the regulatory drive that runs in parallelcross Europe, explains Reinhard
best execution obligation outlined with MiFID and reinforces it — the Uhl, head of Global Transaction

in Article 21 will have on the European Code of Conduct for  Banking for Germany, Deutsche
trading process — from client Clearing and Settlement — aims toBank. “The idea is to create more
classi cation and con icts of make access to the services of competition between nancial

“The idea is to create more competition
between nancial institutions in Europe
by increasing market transparency and
facilitating market access. MiFID sets out
far-reaching client information duties for
the nancial service providers within its
scope of application.”

Reinhard Uhl, head of Global Transaction Banking for Germany, Deutsche Bank
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institutions in Europe by increas “Each of the various regulators and
ing market transparency and )

facilitating market access,” he says. markets affected by MIFID are
In addition to promoting cross- ; : : ;

porder trading, the aim is to approaching the practical application of
increase investor protection. the legislation in their own way.”

“MIFID sets out far-reaching
client information duties for the
nancial service providers within
its scope of application,” he adds.
Under MiFID’s trade reporting
requirements, all rms within the of the business day after the tradenised to maintain different schemas
EU or EEA will have an obligationexecuted to report the transactiondependent upon whom informa
to publish to the market the price details to the regulator (T+1). tion is being sent to and from, or
at which their equity trades were  MIFID’s legislation speci es a setwhat the instrument is,” he adds.
executed within three minutes of of 23 data elds that have to be Flexibility is an important feature
execution. While this applies only reported to the relevant market of the new messaging standards.
to equities initially, it may be rolledregulator. But a lack of guidance “The structure and content of the
out to other asset classes at a latédrom the EU has left regulators angroposed new messages have been
stage, according to Richard Youngnarket participants without a designed and reviewed by a very
manager, Market Reform, SWIFT.common approach to the way broad cross-section of market
Trades in non-equity asset classedransaction reports are collected aexperts, making them generic
were excluded from the initial stag®rmatted, according to Young. enough to be used more widely
of regulation because of fears that'Each of the various regulators anthan just for MiFID compliance,”
would not be possible to report markets affected by MIFID are  explains Berrett. The transaction
them within three minutes. “Thereapproaching the practical applica reporting standardisation agenda
was a perception that more study tion of the legislation in their own has faced a number of obstacles,

Richard Young, manager, Market Reform, SWIFT

was needed to determine whethemway,” he comments. however. “It has been a bit of an
declaring prices in less liquid asset uphill struggle to encourage the
classes like xed income within  The need for standards various regulators to adopt the
three minutes is actually workableThis is where SWIFT has steppedstandards because they all want to
explains Young. in. It has been focusing on intro  do things their own way,” notes

There are, however, several ducing a set of standards that will Young.
differences between trade reportifigrm the basis of a common
and transaction reporting require framework for transaction report Data surge

ments under MiFID. While trade ing. In August, following the As well as grappling with new
reporting applies only to equity completion of a gap analysis carrié@nsaction reporting requirements,
trades, transaction reporting appliesit in conjunction with ‘key investment rms face an ‘explosion’
to all asset classes. Trades are  stakeholders’ in the industry, of trade data to deal with as a result

reported to the market with a viewSWIFT published a set of data  of MiFID’s trade reporting legisla
to increasing transparency in the standards for transaction reportingion, according to Young. Reporting
post-trade space, while transactionsThe cooperative hopes that thesiades to the market was once done
are reported via an intermediary tstandards will be adopted by its  exclusively by exchanges because
the market regulator. This allows users in all EU member states ananost transactions were executed on
the regulator to identify suspect help make the transition to the  an exchange. MiFID’s requirement
trading activity. post-MiFID environment easier forthat investment rms will also have
Investment rms have more timethem. “Every party involved in theto report trades — to prove that their
to report the details of the transac ow of data should bene t from thedecision to buy or sell a stock at a
tions than the price at which the creation of a standard message fgparticular price on a particular venue
trades were executed. While they reporting transactions,” commentsvas in accordance with their best
must report equity trades to the Keith Berrett, executive director, execution policy — threatens to place
market within three minutes of  Morgan Stanley & Company an enormous strain on their compli
execution, they have until the endInternational. “It will remove the ance resources.
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“The vendors in TechSIG help investment
rms decide how to report their trades
and store and retrieve data records
ef ciently.”

PJ Di Giammarino, CEO, JWG-IT

their resources to develop technicaktablishing a common request-for-
reference tools that help nancial proposal (RFP) framework.” He
institutions comply with MiFID.  adds that the framework is based on
The development of TechSIG wasa generic set of questions that the
driven by vendors’ perceptions thatendors have decided are the most
collaborating with rival vendors, important to address for each type
and trying to overcome their of investment rm.
inevitable competitive differences,
Having to collect, store and would lead to a more attractive  Competitive challenges
publish vast amounts of data fromvalue proposition than acting alonérguably the greatest post-MiFID
multiple feeds and multiple tradingoecause of the sheer scope of  competitive challenges will occur in

venues is likely to prove a challeng&iFID, according to Di the clearing and settlement space.
according to PJ Di Giammarino, Giammarino. There is an expectation underpin
CEO, JWG-IT, a think-tank for The size of the group attests to ning MiFID that central securities
EU-driven IT change in the the magnitude of the vendors’ depositories (CSDs) and clearing

nancial services industry. Young concerns. TechSIG, chaired by Intebuses in EU states will overcome
adds, “A big question for operatiorend vice-chaired by Cisco, currentlge legal challenges of today that
staff to ask themselves is, ‘How areomprises over 23 active vendorsmake it dif cult for them to link

we going to collect and publish alland six are in the process of joininteir systems to trading venues

of this data?"” “The vendors in TechSIG help theipased abroad, says Young.
customers analyse what they most Although MiFID does not require

A new approach need to do to make the transition clearing and settlement rms to

This is a challenge not only for  from a sub-optimal state to an endnake access to their systems open to

investment rms but also for state boasting reduced costs and market participants in other ceun

vendors, many of which are increased ef ciency,” says Di tries, Young believes these rms will

rethinking their approach to doing Giammarino. “The vendors help

business. JWG-IT was at the investment rms decide how to

forefront of the April 2007 launch report their trades and store and
of the Technical Special Interest retrieve data records ef ciently by
Group (TechSIG), a group of developing common intellectual
technology vendors that are pooliqoperty within TechSIG and

“The process by which Turquoise selected
its post-trade providers, regardless of
whether we agree with who it chose,

shows how important low-cost clearing
and settlement is for new trading venues.”

Paul Symons, director and head of Public Affairs, Euroclear
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“As EuroCCP launches in Europe and as other central
counterparty clearing houses begin to offer their services in
other EU markets, there will be a need for banks to provide a
general clearing service for multiple CCPs across the EU. For
us, this is the biggest opportunity MiFID will bring.”

Alan Cameron, director, Global Transaction Services, Citi

have to do so if MiFID is to achievdJK and Irish equities and other low-cost clearing and settlement is for
its objective of creating a more  instruments, the LSE provides a featew trading venues,” comments
competitive and harmonised through clearing house LCH. Euroclear's Symons.

investment community in the EU Clearnet, of its transactions to

and EEA. When constructing their Euroclear Bank, the Brussels-basedNew opportunities

best execution policies, investmentinternational CSD to which CREST These developments are bringing

rms will not only need to consider is af liated, according to Paul new opportunities to custodians,
trade price, speed and likelihood ofSymons, director and head of Publicot least of which is the demand for
execution, but also likelihood of  Affairs, Euroclear. “This is an their services as settlement agents.

settlement and fees paid to intermexample of the largest stock exchar@jé’s global transaction services
diaries, including exchanges and in Europe trying to open up settle  business was appointed settlement
clearing houses. ment location choice for its custom agent in partnership with EuroCCP
Regulated investment rms and ers,” he says. “Other exchanges ardor Project Turquoise. “As EuroCCP
trading venues will need to be ablelikely to follow suit,” he adds. launches in Europe and as other
to choose which settlement system On 9 August, LCH.Clearnet central counterparty clearing houses
they want to use, no matter where issued formal requests under the begin to offer their services in other
is based within the EU or EEA, for Code of Conduct to become an  EU markets, there will be a need

MiFID’s Article 21 to be fully alternative central counterparty  for banks to provide a general
practicable. The London Stock  clearing house (CCP) for both the clearing service for multiple CCPs
Exchange (LSE), for example, Deutsche Borse and Borsa Italianaacross the EU,” explains Alan
should be able to settle trades in a“This initiative should demonstrate Cameron, director, Global

CSD like Monte Titoli — the that peer-to-peer clearing links canTransaction Services, Citi. “For us,

settlement system of Borsa Italiandye established across Europe,”  this is the biggest opportunity
which LSE has recently bought — ifcomments Roger Liddell, group  MiFID will bring,” he adds.
it sees value in doing so. chief executive, LCH.Clearnet. MIFID is an opportunity for a

In recognition of the importance Project Turquoise, the exchange client to compare potential banking
of clearing and settlement to the being built by a consortium of majgproviders and their products and
success of MiFID, the European international investment banks to services in a more detailed way,

Commission launched the challenge the dominance of Europescording to Deutsche Bank’s Uhl.
European Code of Conduct for  national stock exchanges, picked “Clients will receive in-depth advisory
Clearing and Settlement in EuroCCP, a European subsidiary o$ervices. The goal is to customise the

November 2006. This aims to US-based DTCC built especially tobank product range to their objectives
harmonise the way settlement  support it, over any of the estab  and requirements,” he says. At the
infrastructures in different marketdished European systems. same time, additional information
operate, with a view to increasing A key factor in Turquoise’s decisiowill allow banks to determine clients’
competition between clearing andwas the degree of cost reduction it fietteds for nancial instruments with
settlement providers. EuroCCP could bring to its users. more accuracy. “Growing transpar

Signs of increasing competition ar& he process by which Turquoise ency — as required by MiFID —
already visible. As well as settling itselected its post-trade providers, strengthens the relationship of trust
trades through Euroclear UK & regardless of whether we agree wittbetween the clients and their banks,”
Ireland, the UK settlement system favho it chose, shows how importantconcludes Uhé
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PioneeringXML
nancial messaging

Advancing critical dialogue

Why are Sun What bene ts do Could the pilot
Microsystems and they hope ISO prompt further

Bank of America 20022 will bring? initiatives?
piloting the 1ISO

20022 message

format?

f America, Sun which accomplish the same resugflobal Oracle (TM) E-Business

icrosystems’ primary require development work and Suites system implementation to
banking services provider, will be typically are not universally transform its legacy payables
breaking new ground in February accepted by software applicationsystems into a single global
2008 when they pilot the ISO The pilot will initially focus on  instance. Bank of America is Sun
20022 global nancial messaging Sun Microsystems sending credit Microsystems’ primary bank for
standard, formally known as the transfers to Bank of America and 37 of the 56 legal entities for

f En Microsystems and Bank Interchange (EDI) messages, saw an opportunity to leverage its

Universal Financial Industry the bank sending payment status which Sun Microsystems is
(UNIFI) standard, for end-to-end reports — as acknowledgement of implementing its single payables
payment processing. payment le receipt —to Sun instance. The 37 operating units

The ISO 20022 set of nancial Microsystems. The project team isspan 30 countries and comprise
messages comprises credit tranglanning a phased approach to nearly 280,000 payments annu-
fers, direct debits, and status  implementation. Bank of America ally. The regional breakdown for
messages, as well as cash managiends to make the credit transfetthis payment volume is 25%,
ment reporting — account report-capability more broadly available t82%, and 43% for Asia Paci ¢
ing and debit and credit noti ca- clients by the rst quarter of 2008. (APAC); Europe, Middle East and

tion. The credit transfer enables Africa (EMEA); and the Americas,
clients to send any type of pay- Opportunity for Oracle respectively.
ment instruction, including When Sun Microsystems learned Today Sun Microsystems has six

cheques, wires, and drafts, in a of Bank of America’s ISO 20022 different installations of payables
single message. Electronic DataXML payment pilot, the companysystems. In its legacy systems
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environment, Sun Microsystems

uses a variety of formats, custon

ised interfaces and delivery
mechanisms to send payments
electronically. For example, from

CASE STUDY BANK OF AMERICA AND SUN MICROSYSTEMS

About ISO 20022

SO 20022 UNIversal Financial Industry message scheme, UN
a globally registered set of universal standards that gives the

Fl, is
nancial

the US the company generates &

a

EDI le, which it transmits to
Bank of America using an EDI
value-added network (VAN). In
EMEA Sun Microsystems origi-

industry a common platform for developing nancial messages ir
standardised XML syntax. The Payment and Cash Management

standards were developed under the auspices of the Internationa

Organization for Standardization (ISO), a non-governmental organisa-

tion of national standards institutes that facilitates industry-wide

nates a bulk payment le, also
sent via an EDI VAN. In APAC
Sun Microsystems transmits a
bank-proprietary formatted
payment le via a PC gateway
using a modem.

“Today our payments are in
multiple formats and must go

standardisation through global consensus on a reference framey
common technological language.

The ISO 20022 Payments Standard Evaluation Group (SEG) b
together country representatives, clearing channels, banking ind
organisations, and other standards groups that address the exch
corporate-to-bank and bank-to-bank nancial messages. SWIFT
been an active participant in the initiative.

rings
ustry

has

through many communication

vehicles before they arrive at Bastandardising its business proc- global business resources. Whereas

of America,” says Sander

esses and systems interfaces, Sthre payments staff currently

Rijlaarsdam, Sun Microsystems’ Microsystems will be well posi- handles payments by time zone,
Procure-to-Pay Architect. “XML tioned to address its current andSun Microsystems envisions one

enables Sun Microsystems to
migrate to one global payments notes Rijlaarsdam.

solution — one software package, Sun Microsystems expects a
one messaging format, one

future payment requirements,”

virtual global team facilitating
payments worldwide.

number of additional bene ts fromAchieving the goal

interface for direct communica- implementing the new ISO 20022A key aspect of the standard is its
tion to Bank of America, and a global standard. A single global ability to satisfy multi-byte
common set of processing stepsifistance of its payables system wadlnguage requirements, a critical

Rijlaarsdam views Sun
Microsystems’ ability to standardmultiple IT teams to solve an

eliminate the need to approach data formatting necessity for

multiple country clearing systems

ise its internal business processéssue. Also, future upgrades will be EMEA and APAC. The credit
for communication and stream- less taxing on IT resources, sinceransfer contains a reference tag

line its interfaces with Bank of
America as major bene ts that
support Sun Microsystems’
business requirement for a

they will require only one code

solution will enable Sun

designed to pass intact through

base and one test environment. Inearly all payment clearing
terms of its business processes, thestems in the world, regardless of

local formatting requirements.

straight-through processing (STRJlicrosystems to take advantage ®¥here nancial institutions can

payments environment. “By synergies to better leverage its

XML enables Sun Microsystems to
migrate to one global payments solution
one software package, one messaging
format, one interface for direct

communication to Bank of America, and

a common set of processing steps.”

Sander Rijlaarsdam, Sun Microsystems’s Procure-to-Pay Architect

identify data tags that contain
unstructured data, including free-
form text, they can pass on these
tags to intermediary banks,
bene ciaries, and back to payers
“themselves so that all parties to a
transaction can receive complete
remittance information to facili-
tate automatic reconciliation.
Therefore, the ISO 20022 stand-
ard supports the ultimate goal of
achieving end-to-end business
process automation — in other
words STP — and standardisation.

DIALOGUEQ3 2007 59

vork, or

ange of



CASE STUDY BANK OF AMERICA AND SUN MICROSYSTEMS

Oracle provides an out-of-the-
box solution for producing an
XML payment le with core
functionality. The pilot will
require limited development work
to translate Oracle’s OAG XML
format to the 1ISO 20022 format,
but will not require customisa
tion. This means Sun
Microsystems will have an STP
processing solution for its vendor
payments, whereby it originates
and sends a payment le to Bank
of America, receives a con rma
tion of le receipt from the bank,
and then automatically updates its
Oracle system. Sun Microsystems
will be able to easily integrate its
payables process with Oracle’s
accounting module. Future “

releases of Oracle are targeted yVe are seeing broad cooperation among
support various ISO 20022 nancial institutions and across all

messages.

According to Susan Colles, constituents with a vested interest in a

Sunort at ok of Amorea rnedlobal standard. This support re ects the

predominant ERP vendors are - growing momentum around the XML-
targeting to support XML mes

sages as out-of-the-box functionad@Se€d nancial messaging standards.”

ity within their software applica

tions. We are seeing broad Susan Colles, Global Corporate Solutions and Support at Bank of America
cooperation among nancial

institutions and across all constitu

ents with a vested interestin a limited development work, versus Colles notes that Bank of
global standard. This support  the large-scale customisation = America is receiving a growing
re ects the growing momentum required to support EDI formats. number of inquiries from clients
around the XML-based nancial Although the pilot focuses on interested in migrating to the

messaging standards.” corporate-to-bank and bank-to- XML standard. Client interest is
corporate communication, ISO virtually universal, spanning

A big step forward 20022 also covers bank-to-bankindustries as diverse as technology,

The pilot represents a signi cant nancial messaging. travel, pharmaceutical, automotive

step forward, because the set of “The corporate and nancial and foreign exchange. According

ISO 20022 XML nancial communities and ERP service to Colles, Bank of America’s global

messaging standards enjoy broagroviders have sought to unrder payments system infrastructure,
based support from many stand stand which XML standard wouldhe Global Banking System (GBS),
ards organisations, such as IFX facilitate interoperability while  provides a single platform for
Forum, TWIST, OAGi, and minimising development work,” international activity. Fewer touch
SWIFT, and its use can signi says Colles. “With the publicatiopoints should simplify the devel
cantly bene t corporate adoptersof the ISO standards, the busineepment process for the bank’s
The standards enable nancial community has a set of global clients.

institutions and corporations to XML messaging standards that “We are glad that Bank of
develop a single system interfaclas been accepted by the variou8merica became a pioneer in using
and message format based on stakeholders.” this technology,” says Jim Pang,
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Finance System IT Architect at SunBank of America next plans to solution and that initiate payments
Microsystems. “We are promotingfocus on account reporting ¢bal through the local banking systems.
this technology in the industry to ance and transaction information)ollowing its pilot with Bank of

set the standard and make ita  and credit noti cation (the ability America, Sun Microsystems will
success. Together with Bank of  to report receipts or incoming  explore whether it can migrate
America, we are setting the stand credits via wire, ACH, and leck these entities to ISO 20022. The
ard for putting this proposition intobox). Looking further down the company also plans to consider
practice.” He adds, “Soon we will road, Bank of America is also  using SWIFT connectivity to

be enjoying the bene t of one looking at supplying global further streamline its banking
global payment platform by account analysis statements in  process.

working with Bank of America. XML initially, and using the ISO  Sun Microsystems’ global ERP
This bene t will carry through with20022 standard when they are  rollout will encompass other XML
the application of the new global approved. messages. “Sun Microsystems is
XML standard.” Pang believes Sun Sun Microsystems also intends tooving towards an enterprise-wide
Microsystems will be in a good continue to take advantage of theXML-based service-oriented
position to provide feedback on 1SO 20022 standard to enhance i@rchitecture (SOA),” notes Pang.
lessons learned to the ISO 20022 payables process. There are 15 “Our work with Bank of America
subcommittee, which in turn will additional Sun Microsystems also aligns with this major redesign
help other companies as ISO 2002atities in 14 countries that do nobf Sun Microsystems’ business-to-
gains broad adoption. have an electronic payments business IT infrastructuré”
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Fromconvergence
to coexistence

Standardisation initiatives have historically started within particular indu
segments. With the growing need for automation along the transaction
and across a broader range of assets, these initiatives have had to nd
of living and working togdd@iogudrought together four standards
experts to discuss progress and the unifying role of ISO 20022.

The participants

Scott Atwell, Robert Pickel, Matthew Rawlings, Jamie Shay,

co-chair, Global Steering Committexecutive director and CEO, chairman, Working Group 4 (ISO head of Standards, SWIFT
FIX Protocol Limited (FPL) and International Swaps and Derivativé9022), member, FpML Standards

manager, FIX trading and Association (ISDA) Committee, vice president and

connectivity, American Century distinguished engineer, JPMorgan

Investments Chase

“The nice thing about standards isrecognise the multiple standards Matthew Rawlings:Standards

that there are so many of them to ‘issue’ and are not looking to creaigrew up organically around

choose from.” Is this perception additional standards to represent industry associations and market

outdated as far as the nancial nancial transactions in a new wayutilities and these organisations

services industry is concerned? And, the ready availability of toolsworked hard at avoiding overlap.
and other interoperability enablersWhat has changed is that avoiding

Jamie Shay:lt would be nice to is helping the community cope  overlap between standards is no
think that this perception is more effectively with the existencdonger enough. We now need
outdated... but there are still of multiple standards. consistent standards across asset
enough different standards being This is not to say that the desireclasses, services and business
used in the nancial industry to  for convergence has been processes. A fund holding

make this a reality. The good new®liminated. But the urgency to  equities, loans, and in ation

is that, more and more, have everyone adopt a single  swaps needs one standard that

standardisation organisations are standard for all nancial processesovers all three asset classes.
working together to ensure some and ows has been replaced with alSO 20022 is the clearing house
level of interoperability. Most more realistic view of for standards from the industry
nancial practitioners now interoperability at different levels.associations and market utilities. If]
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“Avoiding overlap between standards is no
longer enough, we now need consistent
standards across asset classes, across
services, and across business processes.”

Matthew Rawlings

Standards are good, but only to Jamie Shay:Today’s middleware is
the degree that they are open andup to the task. The real issue here is
adopted, which | believe go hand-how much cost the industry is

in-hand. Truly open standards willing to bear in the absence of
return for giving up their provide their users choice in the convergence. Financial institutions
differentiation in governance and selection and implementation of have become experts at converting
differentiation in technology, their the systems and networks they user translating one messaging
product becomes part of a wider Adoption is the true measure of a protocol into another, either
jurestandard. They now participatestandard’s success and is driven ihrough their own in-house
within the 1ISO 20022 forum in the industry’s genuine desire for itsesources or with the assistance of a
managing and as experts in evolviomgne ts versus a broader mandateniddleware vendor. And this
the standard towards harmonisation expertise is not just limited to
across asset classes and busines&obert PickelMy view is that we need nancial institutions. Many
processes. to act locally, but think globally. corporates nd themselves having

The challenge of standards ‘Financial services' is very broad andp process multiple standards to
convergence for ISO 20022 is thawhile interoperability is critical, havingommunicate with their chosen
it must be fast enough for market different standards covering different nancial institutions. The pressure
data, sophisticated enough for  corners of the market is not necessatidyreduce these translation and
exotic derivatives, scalable enough bad thing; a bottom-up rather thanconversion costs will eventually
for card transactions, secure enougp-down approach makes a lot of become too much to bear. On the
for payments, and open enough faense. Each standard can focus on plus side, many standards bodies
innovation. requirements for its individual marketire already feeling some of this

in terms of speed and innovation, pressure from their nancial

ScottAtwell: The fact that multiple  while keeping an eye on the need toinstitution constituents, leading to
nancial services standards exist dolgilitate interaction across asset clagsescreation of what you could call
not necessarily constitute overlap othrough interoperability or, inthe  ‘business-level interoperability’. The
duplication. The reality is that most longer term, convergence. In the OT&yntax or technical protocols are less
areas of the trade lifecycle either hagerivatives and structured products important given that many tools
a single, established standard or arenarkets, the markets ISDA/FpML is can process and generate multiple
served via manual or proprietary  focusing on, we have seen over the gttaxes.
methods. It is clear that the FIX  couple of years that previously
Protocol is thde factstandard for  unrelated areas from a business poittobert Pickel:Reducing cost is a
pre-trade and trading, that FpML  of view become more connected. Thi'ry important, if not the most

(Financial products Markup gets re ected in rms’ organisations important, reason we develop
Language) is thie factstandard for and ultimately in the supporting standards. This is not a zero sum
OTC Derivatives and that ISO standards. game; even without convergence,
15022 is thele factetandard for there are bene ts to more

settlement. We need an approach tHatwhat extent do industry standardateroperability. Interoperability, to
recognises, leverages, and includesodies feel an obligation to ensure the extent that it helps reduce costs
these standards into a broader interoperability with each other's  and facilitates implementation,
framework without re-inventing and messaging protocols in the absenceemains high on our agenda. The
creating redundant messages that of convergence? Is increasingly  expertise institutions have
generate cost and confusion for thesophisticated third-party middlewareonverting between different
industry. not up to the task? protocols is currently a necessary
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but not a core competence for  money cost of acquiring and The exchange of messages within
nancial institutions. | imagine thatmaintaining proprietary messaginglSO 20022 builds up into a
all would prefer spending their  software, the real cost is in staf ng eaonversation between messaging

resources elsewhere. global team of specialist messagingstitutions. With many concurrent
And the surest way to promote administrators to support the conversations, sophisticated
innovation and encourage new  software. This is the last non- middleware must be able to place a

entrants who can develop value- standard piece of the jigsaw and wmessage within its conversation.
added solutions is to clearly identifre ready to begin the conversatio®Only some middleware today is
a compelling market need. We hawan replacing proprietary messagingophisticated enough that when it

many third-party vendors actively software. receives a message it can see the
developing tools for FpML, The major difference between conversation it is in and use
including tools that facilitate ISO 15022 and ISO 20022 is not previous messages in mapping.

communication between standardXML; it is the business model in

the repository. Your middleware Scott Atwell: The most important
Matthew Rawlings:Today there is an should not just understand the aspect is to ensure that one can get
expensive air gap, slap bang in themessage data and messages; it rfrast point A to point Z

middle of our stack of standards. also understand the model electronically and smoothly. If I'm
Above our standard TCP/IP networinderlying them. If | map a eld travelling from my home in the US
and beneath our standard XML  in one message it should be to central London, | will use several
messages is proprietary messagingnapped for all messages that elanodes of transportation. They have
software. It isnt just the time and appears in. to t from a timing perspective. For
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“FPL, SWIFT, and others have started
building a ‘standards roadmap’
identifying various business process
areas and mapping the relevant
standards to each of them.”

Scott Atwell

communication with our messages that are in the pipeline as
custodians is via ISO 15022. Thereandidate messages. FIX, FpML,

is a clear demarcation pointat  SWIFT and many others have
example, my ground transportatiowhich we shift from ‘trading and come together under the ISO

must get me to the airport before broker speak’ to needing to provid20022 umbrella and are creating a
my ight departs. | must be able topost-trade communication and  consensus around nancial

easily transition from one mode ofinstruction to our custodians. The messaging standards that is truly
transportation to the next. For fact that my custodians have a  unprecedented. Some of this
example, walking a couple of different language is not a problensuccess can be attributed to
hundred yards to the Heathrow per séVhat is critical is that the  regulatory and market-level

Express is reasonable. If | had to previous stage’s communication initiatives such as MiFID in the

walk ve miles from the airport to provided the data required at the securities market area and SEPA for

ground transportation, that would next stage. payments in Europe. But the real

not be. Each mode of drivers come from the demands of
transportation, however, is Jamie Shay:As Scott said, we are  nancial institutions and their
independent of the others. For nding that focusing on the customers for standardised messages

example, the baggage screener transition or ‘peering’ points and that complement their business
doesnt care whether | drove my building the ‘standards roadmap’ processes and work ows across

own car or took a taxi to get to thewill result in higher levels of industries and borders.

airport and the Heathrow Expressinteroperability for the community.

ticket window doesn't care whethelt will also save the costs of Matthew RawlingsThere is also

my ight was delayed. maintaining multiple syntaxes in th&emendous value in using Standards
FPL, SWIFT, and others have same place in the transaction for internal messaging within a

started building a ‘standards lifecycle. We still have work to do omancial institution. It gives you one

roadmap’ identifying various ensuring that all the right data is  well-de ned interface for both

business process areas and mappietivered to the next stage of the internal and external system

the relevant standards to each of transaction chain, but we are now integration. | found the nancial
them. We can then analyse gaps much closer to that than ever beforeene t of consistency through

and areas of overlap. In my standards is that | could bring people
transportation analogy, the fact thAWhere have collaborative efforts into the organisation who would hit

I have the option to take either a among standards bodies over thethe ground running because they
taxi or a train from the airportto past few years borne most fruit? already knew the standard.

the city is a feature, not a aw. | Internal applications with

believe that the most important  Matthew Rawlings:1ISO 20022 —  standards-based interfaces are
aspect surrounding standards  every signi cant standards body inrobust to organisational mergers
interoperability is focusing on the nancial services is a participant. and acquisitions. Increasingly | am
‘peering’ or transition points in theThis is a tremendous achievemenseeing the adoption of internal

process. This is the point at which messaging networks running
one may shift from using one Jamie Shay:l agree. We feel very extended versions of standard
standard to another. strongly that the efforts around IS@essages. | have already bought

| work for a large buy-side rm. 20022 have borne the most fruit. FIX engines but | would like to be
All of our communication with our There are already 93 new and  offered a shrink-wrap SWIFTNet
brokers is via FIX, while all of our approved messages and 145 moréor internal usage.
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Scott Atwell:l have seen numerouscountry codes, ISO currency codeBSpML is fast achieving — there will
collaborative efforts among ISO Market Identi er Codes be greater impetus and

standards bodies, including ones ifMICs), and ISO Business commitment to pulling together
which FIX Protocol Limited has Identi er Codes (BICs). There haveinder a common infrastructure,
been involved. Some of these effoatso been successful collaboratiorsich as ISO 20022.

have been more successful than between FpML and FPL led by

others. implementers that were focused oWhere are you optimistic about the
The ones that have been solving a speci ¢ problem. potential for progress through
successful have two characteristics collaboration?

in common. First, the efforts were Robert Pickell agree that ISO
led by those businesses that actu@B022 has been an important placi&mie Shay:The collaboration
required and implemented the  for the main nancial standards to around 1ISO 20022 has been
results of the collaboration. Seconchme together, and that is a big terri c. The creation of this new
these successful efforts were focuaeldievement. But there is still a lointernational nancial standard
on solving a real-world problem, of work to be done. The involves all market areas and all
where there were cost reductions opportunity ISO 20022 offers us igprocesses from front of ce to back
new market opportunities created to learn from each other how we of ce. Real progress has been made
by the effort. can ultimately improve the next on standardising the business

An example of a collaboration generation of standards. processes around the nancial
that worked was the adoption by  As the goals of product-speci ¢ trading lifecycle, involving FIX,
FPL of ISO standards, such as IS&tandards are attained — somethingpML, SWIFT and others. 1
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“Similar business processes are not
necessarily the same and there is always
a danger of seeking standardisation
without enough consideration for
differences in business models.”

Robert Pickel

global standard in the pre-trade amubt be attempting to paper over this
trade areas, while at the same timat an electronic level. For example,

support the establishment of a  where there are different master
Different parts of the lifecycle can broader, common business modelcontracts we are unlikely to have
be captured in different syntaxes that could be inclusive of FIX, one message for both.

provided that we have agreementBpML and others covering the We need to retain a route for

the business level. We are optimistiotire trade lifecycle across all assehovation in products, processes,

that this business level agreementissses. and services. We must distinguish

in place in principle. between the creation and adoption
Where in your view is it not worth of standards so communities can

Robert Pickel:Collaboration will be forcing collaboration? adopt at their own pace. We must be

driven by customer requirements. pragmatic enough to compromise

The fact that risk is being managedamie Shay:We believe that on compliance without

comprehensively across asset classéigboration at the business leva@mpromising the standard.
and across cash and derivatives wilvital. Collaboration on the

drive collaboration. syntax level would be nice, but iRobert Pickel:Similar business
not required at this point in processes are not necessarily the
Matthew Rawlings:There is time. When we say ‘business same and there is always a danger of

increasing convergence inthe  level’, we mean agreement on tlseeking standardisation without
business process protocol for tradeerminology and process steps enough consideration for

con rmation. This has historically that take place in the commercialifferences in business models. The
varied across industry associationand financial trading lifecycles. iSO 20022 work is long-term

by product, but is now being we agree on who the actors arework; in the short term other
standardised within ISO 20022. what their roles and activities aregnsiderations, like investments in
Although the message content wiland which information — and in existing infrastructure and time to

vary, the process for con rming anwhat form — needs to be market, often take priority. It is
equity trade or a swap trade shouldrovided to accomplish these important to keep this perspective.
be the same. activities, we have effectively Collaboration can also mean

agreed on the business model. Agreeing not to do something, for
Scott Atwell:l am optimistic about that point the actual syntax is example not creating competing
the ISO 20022 ‘business level  not yet part of the picture. syntaxes if there is no business
compliance’ proposal that SWIFT Eventually, the industry will haveeason to do so.
and FPL jointly presented to the to decide if complete
ISO 20022 RMG and WG4 bodiesconvergence, right down to the Scott Atwell:l agree with Jamie that
in May. FPL and SWIFT have beesyntax, is really needed. But, asstandardising the syntax is of lesser
working together exploring ways we said earlier, today’s tools andmportance. | also agree with
that FIX can be represented withirenablers are helping us work  Matthew regarding innovation and
the ISO 20022 format without through this period of syntax  adoption exibility. Robert makes
requiring the generation and use afoexistence. good points in terms of recognising
a new, and what FPL has deemed business model differences and
redundant, message construct. Thigatthew Rawlings:Where there are avoiding the creation of competing
would, in my mind, both recognisegenuine underlying differences in syntaxes with no business
and leverage the fact that FIX is tliee conduct of business, we shoulisti cation.
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Going forward, what would you seas this standard evolves to amongst various standards bodies
as a workable template for the wagncompass all the nancial and provide clear direction to the
different, though related, industries’ requirements. We know industry. | think that the ISO 20022
standards bodies should that this road will be long, but we business model can be further
collaborate? are con dent that the path is clear extended and enhanced to support
Matthew Rawlings:The clear and we are well on the way. the inclusion of othefe facto
message from industry associations standards. As Jamie mentioned, this

and market utilities is that standardScottAtwell: StandardareFPL's core will likely be a long road, and |
arent their core business, it is an business, as our mission is to believe that we will need to take
additional service for their membersnprove the global trading processincremental steps, building upon
They can continue to provide the by de ning, managing, and success achieved at each stage.
expertise and representation on  promoting an open protocol for real-
behalf of their members, and use time, electronic communication  Robert Pickel:Speaking from ISDA's
ISO 20022 for the specialist between industry participants, whilperspective, in a broad sense,
standardisation activities. complementing industry standardsstandards are in fact a major part of
think that the 1ISO 20022 ‘businesswhat we do. We dont want to create
Jamie ShayWe believe that the ISOlevel compliance’ initiative and the standards in isolation, however, and
20022 approach is working very wédtandards roadmap’ effort can paverith FpML the 1ISO 20022
and we should continue to seek the way for the formation ofan ~ framework allows us to collaborate.
support from other standards bodiagnbrella collaborative effort The privately negotiated derivatives]
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“At SWIFT, we have certainly not stopped
dreaming about convergence in the distant
future.”

Jamie Shay

Trade/Trade proposal citing that are pushing us together in ways that
this new set of messages is will help them achieve their goals of
redundant with little perceived  lowering operational costs and
demand from the nancial serviceseducing risks in their processing
industry. environments.

The present tack of collaborating toHaving said that, we will still

industry poses unique challenges fstandardise the business model is continue to enjoy some heated

a standard with regard to product much more bene cial to the industrydebates with our standards-setting

complexity and exibility. These  as focusing on coexistence recognisedieagues and look forward to the

challenges are recognised in the IS€&erages, and integrates existing progress that those kinds of open

work but there is not yet a way to standards. In the new paradigm, theand honest dialogues bring to our

address them. As long as standardBre-Trade/Trade standard is the FIXmutual communities.

like FpML and ISO 20022 learn  Protocol, clearly the adopted standard

from each other and move closer in this area, and is included within Matthew Rawlings:What changed is

together we are on the right track. the ISO 20022 data model. there is consensus on the scope of
each standard. FIX is dominant for

This has been a rather congenial Robert Pickell dont think that there pre-trade and trading, ISO 15022 is

discussion with a fair degree of is any doubt that we all know wheredominant for operations, and FpML

consensus on the tasks ahead. we need to get to in terms of is dominant for OTC derivatives. All
Have | entered a parallel universeinteroperability as the next best thinthree have been invested in and all
or has the atmosphere really to convergence. Certainly ISDA andhree are here to stay.

changed in the standards world? FpML have always taken the view  The old aim of convergence into
Would it be fair to say that a shift that long-term the bene ts are clear.one super-standard has been replaced
in emphasis from convergence to But each asset class has started atwaith the new aim of increasing

coexistence has lowered the different point representing a harmonisation between standards,

temperature? different market, so almost by within the ISO 20022 forum.
necessity the path for each class w&WIFT, FIX, and FpML are all

Scott Atwell:l think it is a fair going to be different and represented within the ISO 20022

assessment that the move from development would be at varying forum. Adoption within the
convergence to coexistence has paces. The good news is that we arsamework of checks and balances of
created an environment more all further down our respective path$SO 20022 addde jurestatus to the
conducive to cooperation. The  which makes the ultimate goal of existingle factstandards. | promise
focus on convergence created muicieroperability far more attainable. we will work hard to continue
confusion and concern for industry justifying the trust and credibility
participants as it was effectively Jamie Shay:l think we can all placed in our governance of

saying, ‘You need to stop using congratulate ourselves on workingstandards. Changes are being made to
what is working for you and that much more closely together than il8O 20022 to add better support for
you have made substantial years gone by. Of course, we musthe broader scope of FIX and FpML.
investment in, and instead, changalso recognise that there is still anAlready we are bene ting from

to a new standard that no one is awful lot of work to be done beford-pML running over SWIFTNet

using yet.’ It became clear that the community bene ts that we all helped by the harmonisation on

industry participants were not envision can be achieved. At message transport standards. | fully
buying into this idea. In fact, in ~ SWIFT, we have certainly not support the improvements to 1ISO
2005 FPL publicly stated that we stopped dreaming about 20022 that will allow the FIX models
could no longer endorse the convergence in the distant future. to be registered in the ISO 20022

previous 1SO 20022 Securities PraBut the needs of our mutual clientsepositorys®
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