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LETTER FROM [THE PUBLISHER

Dear colleagues,

FTER15 YEARSAS SWIFT's LoNGESTSERVNG CEO,

| will be stepping down at the end of April. On
February 19, we announced that the SWIFT Board has
approved Lazaro Campos, currently SWIFT Executive
Committee member and Head of our Banking Industry
Division, to succeed me as CEO effective 23 April,
2007. The process was put in place three years ago when
we announced a hal extension of my contract. A two-
month transition will ensure a smooth handover.
Many of you will know Lazaro. Lazaro is a 20 year
veteran of SWIFT and the company will be in very
safe hands. | am delighted with the Board’s choice.
Lazaro has formidable energy and experience and | am
con dent will help our community harness the great
opportunities that lie ahead.
This edition oDialoguexplores some of these
opportunities along with the challenges that imminent
political and regulatory reforms will bring. As the
group deputy treasurer of France Telecom, our cover
interviewee, Raf Basmadjian, has been responsible for
an ambitious treasury centralisation project and is well-
placed to comment on what the corporate community
needs from SWIFT and its member banks.
In Europe, with the deadlines for both SEPA and MiFID
approaching, we take stock of how much still needs to be
done to maximise the potential bene ts of these initiatives
to the nancial services industry as a whole.
The articles that follow provide a avour of the
community’s thinking on these and other issues on the
industry agenda.

SWIFT2010the company strategy for the rest of the
decade, is encapsulated in our vision “Achieve more,
together”. This will guide the Board, the Executive
under Lazaro, and the nearly 2000 professionals who
work for the cooperative in strengthening SWIFT’s
unique franchise for the bene t of the community as

a whole. It has been a pleasure and an honour to serve
as your CEO and | look forward to following your
progress in the years ahead.

Sincerely yours,

Leonard H. Schrank
CEO, SWIFT
March 2007

DIALOGUEQ4 2006 3



DIALOGUE Q1 2007 | CONTENTS

Correspondence should be addressed to:
dialogue@swift.com

SWIFT

Avenue Adéle 1, B-1310 La Hulpe, Belgium
Tel: +3226553111

Fax: +32 2 655 32 26

THE VOICE OF THE SWIFT COMMUNITY SWIFT BIC: SWHQ BE BB

Gianfranco Tabasso,

Raf Basmadijian, France Telecom Brad Bailey, AITE Group European Association of Corporate Treasurers
OVER STORY WIFT 2007 EPA
I federal approach to the hat lies ahead for anks gets serious as
orporate treasury WIFT? orporates engage
EXECUTIVE SUMMARY REPORTS INDUSTRY ROUNDTABLE
6 An overview of this issue 18 Swift 2007 54 Derivatives: the art of the possible
What lies ahead? Participants
Genevy Dimitrion , vice president,
OPINION 24 SEPA product and technology solution, State
Banks gets serious as Street and vice-chair, ISITC
8 Building on common ground corporates engage Karel Engelen, policy director and head
David Vander, managing director of of FpML, ISDA
nancial services and Ed Barrie, group 37 SCORE Bob Giffords, independent nancial and

manager of the treasury department,
Microsoft.

Pilots’ log technology analyst
John Owen,COO, wholesale bank,

i operations & IT, ING Bank
10 2007: The SEPA landscape unfolds 36 MIFID p

The scramble for compliance Frank Reiss, director, head of equit
Martin Wilson, chief commercial of cer, P quity

and derivatives product management,

Voca
42 Buy-side attitudes Euroclear
SWIFT’s buy-side journey Fabian Vandenreydt, head of FX and
derivatives markets, SWIFT
INTERVIEW
48 Taiwan earthquake
12 A federal approach to the corporate Shaking up Asian networks INDEX
treasury
Raf Basmadjian, group deputy 52 Service bureaux 59 An index of companies and
treasurer, France Telecom Connectivity and beyond personnel in this issue

Publisher: Leonard H. Schrank, SWIFT. Managing editor: Martine De Weirdt, SWIFT. Editor: Euan Sellar, SWIFT. Dialogue is written and produced by Information Partners on behalf of SWIFT.
Advertising: denis.leclercq@swift.com, Tel. +32 2 655 3068. Graphic design: Tina Eldred. Printed by: fab. 51794. Copyright © S.W.I.ET. SCRL (SWIFT) 2006.

All rights reserved. Reproduction is however authorised with acknowledgement of the source, reference and date of publication, and all notices set out here. This publication is supplied for information purposes only, and shall
not be binding nor shall it be construed as constituting any obligation, representation or warranty on the part of SWIFT. SWIFT, S.W.L.E.T, the SWIFT logo, Sibos and SWIFT—derived product and service names — such as but
not limited to SWIFTNet and SWIFTAlliance — are trademarks of S.W.L.ET. SCRL. SWIFT is the trading name of S.W.L.E.T. SCRL. Photographs feature SWIFT employees, customers and business partners.

DIALOGUEQ1 2007 3



EXECUTIVE BUMMARY

INTERVIEWRAFFI BASMADJIAN

tis entirely possible to have a Today, however, it is possible

combination of centralised and to centralise some functions ad
decentralised treasury functions at decentralise others. He believes
one rm. This is the message from netting, for example, can only be
Raf Basmadijian, deputy treasurer dfandled ef ciently by in-house
France Telecom Group, who has beleanks, for example, and forecast
responsible for moving his companyre much better done locally.
to a single treasury application. Corporates’ goal today is ef cienc

The decision about whether rather than centralisation.
to centralise or not depends ona “We believe in the model of a
company’s culture. Some are totalfgderation: centralise what can be
decentralised and others are at theentralised in an ef cient manner
opposite end of the spectrum. Butand leave treasury-related work t
Basmadijian says few people havethe local entities, where it will be
thought about doing something more accurately conducted,” says
in between the two extremes. He Basmadjian. “There’s no way that
believes this is partly because thefrom a street in Paris I'm going to
right technology was not availablebe able to provide totally accurate|
to assist this, and partly because forecasts for some of my entities i
standardisation to facilitate the  Hong Kong.”

. . . Raf Basmadjian,
information ow was lacking. Page 12 group deputy treasurer, France Telecom

OPINION |

Building on common ground 2007: The SEPA landscape unfolds
Martin Wilson,
chief commercial of cer,
Voca

David Vander, Ed Barrie,

managing director of nancialgroup manager of the treasury ast year, the nancial services industry

services,Microsoft department, Microsoft Isplayed a cautious approach to the

advent of SEPA and a growing divergence of
C)rporates and banks are facing a number of challenges vapémons. Banks appear to be approaching
rying to communicate with one another for treasury and SEPA from a range of viewpoints — some
cash management purposes. According to David Vander andiftidking of it as a compliance hurdle and
Barrie, one of the most pressing is that corporates and treaswthsrs as a business opportunity.
are having to cope with too many standards and proprietary datdne real opportunity arising from the
formats when dealing with banks. implementation of SEPA, says Martin Wilson,
Enabling communication is only part of the solution is the ability to deliver value to the end
to this. Getting banks, corporates and system vendors tocustomer. European businesses, he suggests
support ISO 20022 XML is the next big challenge. One ohave recently started to make their voices
the restraining factors on both sides is that implementingheard, most notably through the European
XML standards is not easy. Association of Corporate Treasurers (EACT).
Page 8 Page 10
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ALSO INTHIS ISSUE

Reports

What lies ahead?

SWIFT customers will have a lot on
their plates over the coming year,
according to a group of analysts
interviewed byDialogue As well as
SEPA, the drive for straight-through
processing, and the implementation
of standards such as ISO 20022, the
SWIFT community will also have a
number of other, newer challenges to
contend with, including the growing
numbers of corporates connecting to
SWIFT.

Page 18

Banks get serious as corporates

engage

O Is SEPA where it should be?

O How is the delay of the PSD
affecting progress?

for the corporates adopting SCORE, not
least of which is the reduction in the
number of platforms a corporate needs to
use and the corresponding drop in prices
and risks. But there are also bene ts for
the banks. The question now is where
SCORE goes from here.

Page 32

The scramble for compliance

O Why is reporting so important to
MiFID?

O Does the industry have what it
needs to implement MiFID?

O What will be the directive’s long-
term bene ts?

The Markets in Financial Instruments

Directive (MiFID) has to be

implemented by 1 November this

year. It affects all players in the

securities market that are involved

O Could SEPA pave the way for furtherin trading nancial instruments, and

integration?
The SEPA deadline is looming ever
closer, and progress is being made
towards its implementation, but there
are still a number of debates, both on
a political and corporate level, that

its implementation promises to be a
big undertaking because it involves
all parts of the supply chain. Some
believe the industry will struggle to
hit the deadline, especially given that
companies are relying on information

threaten to delay it. The most troubling from others to be compliant.

of these obstacles is the debate in

the European Parliament and Council

of Ministers over to the Payment

Page 36

SWIFT’s buy-side journey

Services Directive (PSD), the new legal O What are the buy-side’'s messaging

framework that will underpin SEPA,

requirements?

clarify responsibilities along the supply O Is there suf cient dialogue between

chain, and improve the competitive

SWIFT and the securities front

landscape. These debates have delayed of ce?

the implementation of PSD, which

could have a knock-on effect on SEPA.

Page 24

Pilots’ log
O What has been the corporate
response to SCORE so far?

O What bene ts have signatories seen?
O What is the likely expansion path for

SCORE?
Companies have been signing up to

SCORE faster than expected. There are

now 30 banks and 15 corporates on
board. A big driver behind this rapid
take-up has been demand from banks’

customers. There are a number of bene ts

O What is the asset management
community’s assessment of
SWIFT’s product offering?

SWIFT's relationship with asset

managers has, at times, been strained

in the past. Some had questioned

SWIFT’s commitment to the buy-side,

and declared that asset managers

had little incentive to participate in
industry initiatives to improve straight-
through processing in the absence

of a clearly articulated business

case. But according to respondents

to the Dialogue buy-side survey, the

relationship is now on rmer footing.

Page 42

Shaking up Asian networks

O How were Taiwan’s communications
systems affected by the recent
earthquake?

O What lessons can be learned from
what happened?

O Will the earthquake force changes
to Asian communications networks?

Taiwan’s earthquake of December

2006 hit the communications networks

of several Asian countries hard. This

woke nancial services rms up to

the importance of business continuity

planning that includes external service

providers, and could also provide the

impetus for modernisation of some

countries’ networks.

A reprint of an article from the

February edition of CFO Asia,

meanwhile, discusses SWIFT’s

performance during the earthquake.

Page 48

Connectivity and beyond

O What are the connectivity options
for new SWIFT members?

O What are the current drivers for
service bureau take-up?

O What added-value services can such
bureaux offer?

Thanks to its SWIFT2010 expansion

plan, SWIFT is pushing further into

new territories and business areas. But

direct connectivity is not for everyone,

especially small and mid-sized nancial

institutions. Enter service bureaux,

which aim to bring the bene ts of

SWIFT membership to these smaller

players.

Page 52

Industry roundtable

Derivatives: the art of the possible
Following on from last issue’s article
on the challenges of automating
OTC derivatives processindlialogue
brought together six industry
participants for their views on the
progress made, what further effort is
needed and what the focus for future
endeavours should be.

Page 54

Correction

In the Automating OTC article in the previous issue of Dialogue, we inadvertently referred to Karel Engelen,

policy director and head of FpML at ISDA, as ‘she’. We apologise for the error.
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OPINION | DAVID VANDER AND ED BARRIE, MICROSOF

Building on
commoniground

Left: David Vander, managing director of nancial services. Right: Ed Barrie, group manager of the treasury department, Microsoft.

How cabanksandcorporatesimprove theibnnectivity?

rporates and banks are facing a number  corporate treasuries are having to cope with too many
of challenges when trying to communicate  standards and proprietary data formats when dealing with
ffectively with one another for treasury and cdstmks. Against this background, corporates want to have
management purposes. One of the most pressing is thadater visibility of their treasury operations.
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OPINION | DAVID VANDER AND ED BARRIE, MICROSOFT

Microsoft is no stranger to this challenge as a “Even |arge ban kS face

corporate as well as a vendor. As a corporate, we have .
close to 100 banking partners spread across the glaia.allenges to prOVIde SUppOft
And we have a little over 1,000 bank accounts spr ”
across those banking partners. emr XML.
The challenge we had historically was building
point-to-point connectivity with each banking partnsgmour straight-through processing capability. It brings
This is very costly, hard to maintain, and reduces asigni cant value to the whole nancial supply chain.
company’s ability to be agile and adapt to the changeBut a lot of work needs to be done there. Many of
in the business and regulatory environments. the large, global banks are actively moving towards
A little over a year ago, we began an initiative to using ISO XML, but we are not seeing much traction
make SWIFTNet the centralised banking portal for among the smaller local banks.
communicating with our banking partners. We're Some of the corporates are also making efforts in
trying to move away from supporting point-to-point this space and are requesting that their major banking
connectivity and proprietary data, and instead use fretners support ISO 20022. There is admittedly
power of SWIFTNet to gain visibility into our bank some way to go in educating everybody involved — not
accounts, getting daily statements and in some casady corporate participants on SWIFT, but corporates
intra-day statements, and also the way we processin general — about the value this message-set and
our payments across all of those bank accounts anstandardisation more generally brings to the nancial
banking partners. supply chain and nancial messaging, both for banks
We are live right now on SWIFT. We are and corporates.
communicating with eight banking partners and we are
using Microsoft's own technology platform to do thaimplementation challenge
We are using BizTalk Server and BizTalk Accelerat@ne of the restraining factors on both sides is
for SWIFT to perform the transformation of the that implementing XML standards is not easy. In
SWIFT messages into and out of our ERP system #mel payment and wholesale banking areas, we see
our other line-of-business applications. signi cant fragmentation — legacy systems, applications
Using BizTalk Accelerator for SWIFT allows us tothat the banks have developed in-house, and the
build our own custom rules and message validatiorpackage solutions they buy.
on top of what is already supported in the applicationEven large banks face challenges to provide support
In certain circumstances, we perform additional  for XML. There are a number of regulatory and
validations or data transformations that add value transaction-related initiatives today and they are still
for us, and we are able to easily do that using the struggling to understand how to prioritise these to best

capabilities of BizTalk Server. harmonise transaction activities.
We believe technology vendors can play a big role
Beyond the pipes here. They can help banks adapt new initiatives and

Enabling communication, which SWIFT does very standards to provide more integrated solutions and
well, is only part of the battle, however. Corporatesmore integrated delivery to their corporate customers.
also need to understand how payments and cash Here, Microsoft is focusing on working with what
management should work across their business the banks already have, while also providing for new
processes. Corporates’ line-of-business or ERP  standards such as 1ISO 20022.
applications need to be able to take in or change tho3@ere is also a real focus on reducing the cost of
messages to automate processes. systems, including treasury and cash management
The existing FIN message-set on SWIFT is systems, and how that cost can be part of a total service
essentially legacy and there is not a lot of further offering to a particular customer, where the costs are
development happening in that space because it isdefrayed in a bundled pricing or service strategy.
relatively limited in the amount and richness of the There is a common view that opportunities remain
data it can provide. in nancial services to take manual or labour-intensive
Getting banks, corporates and system vendors toprocesses and automate them across entire business
support XML, and more speci cally ISO 20022 XMlprocesses, such as cash management and reporting.
is the next big challenge. The richness in the ISO The best way to do that is to leverage content-rich
XML message-set is incredible, as is what you canstandards both across the corporate enterprise and out
do with that data to automate processes and incredsdts nancial service provide#s.
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OPINION | MARTIN WILSON, VOCA

2007:-The:SERA
lanascape-unfolds

Martin Wilson, chief commercial of cer, Voca

Whiclapproachwill banks choose when implementisg B¥eistrategie?
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OPINION | MARTIN WILSON, VOCA

a cautious approach to the advent of SEPA

nd an increase in divergence of opinions.  Paramount drivers. Change
Our discussions with banks have shown that they on a pan—European scale is

are approaching SEPA from a range of viewpoints.

These vary from an approach which places SEPA e@){pensive and it comes at
compliance hurdle to be overcome, through to SEPA

being perceived as a signi cant business opportuni@t(time when banks have to
be grasped. bear the cost for many new

In support of banks as they develop their strategies

for SEPA, payment service providers, including regulations ranging from
ourselves, have been developing their SEPA—readyBasel Il MIFlD and in the

solutions. Last year saw the completion of our own

new Voca Payment Platform to support banks as theyK | Changes as a result of

migrate payments towards SEPA instruments whils

also providing value-added services. This practicalfhe implementation of a faster

focus recognises that banks will have to revisit theipayments service n
payments and sourcing strategies as well as introddice )

SEPA schemes.

Although there will be many different approaches,
all will require exible technology. In the midst  leaving their partner to read, interpret and comply
of all this change however, we must not lose with the SEPA and other industry changes. At the
sight of the fact that the real opportunity arising same time, value-added services such as real-time,
from SEPA is the ability to deliver value to the mobile and online payments are emerging as important
end customer. European businesses have recentpurces of revenue as banks move away from simply
started to make their voices heard, most notably compliance and look towards gaining rapid and
through the European Association of Corporate sustainable competitive advantage.
Treasurers (EACT). Major corporates will be the One concern in the climate of all this
main bene ciaries of the banking industry’s effortsestructuring and development is the risk associated
to implement SEPA and it is pleasing to note thatvith migration and the possibility of a disruption in
they have now found their voice and are starting service. Here too, banks can leverage the capabilities
to contribute to the debate, ensuring that the posof a reliable partner. In Voca's experience, migration
SEPA banking infrastructure is integrated with  programmes need not be unduly stressful. With
initiatives such as TWIST. Voca is also a sponsorthe launch of our direct submission channel,
of the Corporate Action on Standards (CAST) BACSTEL-IP, for example, Voca migrated 100,000
initiative which aims to promote straight-through-corporates onto a new Internet protocol. Likewise,
processing (STP) by encouraging the widespreadn July 2006, over ve billion payments and ve of

I ast year, the nancial services industry displa&§€d0st |S C|ear|y one of the

adoption of industry standards. the world’s largest banks were seamlessly onto the
new Voca Payment Platform.
Resourcing change As banks execute their SEPA strategies, and,

As SEPA strategies move into implementation as the industry begins to focus on the customer
phase, and with most of the groundwork laid, proposition, the impact of SEPA on the payments
the biggest question now is which approach landscape will soon be quite evident. Those service
individual banks will choose. Cost is clearly oneproviders able to leverage their scale economies
of the paramount drivers. Change on a pan- and demonstrate the ability to innovate in a truly
European scale is expensive and it comes at a ttm@mercial model will succeed. Banks meanwhile
when banks have to bear the cost for many newwill either seek minimum compliance or the
regulations ranging from Basel Il, MiFID and, inopportunity to win new business across Europe and
the UK, changes as a result of the implementatiprovide value-added services to their customers.
of a faster payments service. In either case Voca is ready with its SEPA clearing
Sharing the burden of future regulatory change and settlement capability, its value-added services,
with a payments partner is an attractive option, andeach and expertise to ensure banks achieve their
will allow banks to focus on their core business whitsimmercial objectives.
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INTERVIEW |RAFFI BASMADJIAN, FRANCE TELECOM

Raf Basmadjian, group deputy treasurer, France Telecom Photo: Jacques Beauchamp
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INTERVIEW |RAFFI BASMADJIAN, FRANCE TELECOM

Raf Basmadjianis deputy treasurer of the France Telecom Group, which he joined after
completing a masters degree in nance. He has been responsible for organising the grour
architecture and cash pooling and for moving France Telecom to a single treasury applica
accessible from remote workstations using a client server model. Since 2000, he has had
responsibility for the regional treasury centres in Brussels, Washington and Hong Kong. A
successfully integrating the various treasuries acquired as the group has expanded, he is
process of building and implementing a centralised web-based treasury for the group as a
encompassing netting, payments and cash pooling.

Is there any tension between centralising a group so on, people have access to real-time information,
treasury and being able to act with some autonomyndtich itself brings other bene ts.
a local or regional level in a different time zone? Howl he sharing of information is key. If you are the
much can you centralise? treasurer of a small corporate entity, all you need to
| believe it's a matter of culture, in fact. Some do is watch the Accounts Payable and Receivable
organisations are totally decentralised; some are atéhlenow your in ows and out ows for the day. You
other end of the spectrum. Traditionally, few peoplework out the difference between the two and every
thought about the possibility of doing something day you know if you have something to invest or if
in between these two options — partly because the you need to borrow.
technology wasnt there to help you and partly becau¥é¢hen you are in a small group, you do more or
the standardisation to facilitate the information ow less the same thing, You go to the AP and AR of your
was lacking. entity, you ask someone in each of your subsidiaries to

Today it is possible to have what | would descrisend you back the requisite information. You sum up
as a more federated type of localisation. Some taskeything and you know your position.
are better performed centrally. Take netting for France Telecom, however, is a very large group:
example. Only an in-house bank could perform itaround 400 subsidiaries in 94 countries. There’s no
ef ciently. None of the subsidiaries could handle way we can work on that basis. The answer for us
this type of process. Certain other tasks are muchame through technology. You cant expect to be able
better done locally, such as forecasts. So | dont tlemkanage a company of this magnitude without the
corporates are looking for centralisation; theyre new technologies we have like the internet. So we
looking for ef ciency. To achieve that, you need aset up a type of treasury management application
adaptable model. on a treasury portal and we gave access to the

We believe in the model of a federation: centralissubsidiaries.
what can be centralised in an ef cient manner and
leave treasury-related work to the local entities, whétevhat point did SWIFT enter your plans?
it will be more accurately conducted. There's no  For an organisation like for France Telecom, it's
way that from a street in Paris I'm going to be able very easy to set up a portal at a group level. The
to provide totally accurate forecasts for some of myproblem was the communication with the banks.
entities in Hong Kong. The rst thing a treasurer does in the morning is

the reconciliation. To be able to reconcile your

How did you go about the process of centralisationforecasts with the actuals, you need to be able to
Once we had appropriate networking tools, we begamieve bank account statements. That's where the
to consider what we could centralise. By having problems start. When we started this project, and
everyone using the same set of tools, by effectivelys still the case today, there was not one single
becoming an application service provider to the format for bank account statements nor was there
group’s various treasury operations, we saved a one single portal for access to the banks. | remember
substantial amount of money. First of all, you onlyreading something at the time about the SWIFTNet
need to invest in and maintain one tool instead of initiative and it seemed that that could be part of
many. Then what happens is that because everyotie answer. Given that most of the banks in the
is using the same set of tools, the same databasevemidd have some kind of connection with SWIFT,
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INTERVIEW |RAFFI BASMADJIAN, FRANCE TELECOM

| thought it could provide the answer in terms of a
protocol to access the banks.

That was the case, in fact. The problem was the
formats to carry the information we needed from the
banks. There is no standard format for bank account
statements. The MT940 had been designed for
interbank information transfer. It really didn't measure
up to the local formats used between banks and their
corporate customers. For cash positions in fact all you
need to know is the total cash position in the bank.
But it's not usable for reconciliation.

SWIFTNet has changed that. France Telecom is a
retail company so you can imagine that the variety
of the ows we have is very diverse. With FIN you
can only retrieve the MT940. But with FileAct
you now have the opportunity to retrieve whatever
you want, including local formats. We've taken
advantage of that.

So with SWIFTNet we have those two ends. We now
need something in the middle. We have our treasury
management application that accepts one format.

So we began to look for an appropriate piece of EAI
technology, which we now are implementing.

Did you build your own or buy a third party product?
We bought it. We try as far as possible not to
develop anything. When you develop your own
applications, the problem is the maintenance. We
“The rst process we set are looking for some means to help us to manage

all the daily treasury for the group, wherever the

about addressing was netting, entities are. We found the necessary elements

. through a combination of internet, portals, SWIFT
because it was the Only and EAI. Now we are in the implementation phase.

process no one other than the !am hopeful that by June everything will be in

place. And believe me, | will not touch the system

global treasury was able to do. again for perhaps three years!
Everyone COU'd buy a piece Of Once implementation is complete, we will simply

expand the system as necessary. That should be

treasury software and run their relatively easy, because basically everything will become
domestic for us. We use SWIFT and the internet

own Iocal tfeaSUW- Everyone and | have been able to work on my system from
COU|d make Wire transfers to Copenhagen and New York without a hitch. The only

. . piece | was missing was the communication with the

Suppllers, but nettlng, NO. SO  banks. I think that will be broadly resolved by June.
1

we set that Up. The entire project is obviously a step-by-step process.
Is there a best practice for that process? Did you
create it or did you follow it?
No | created it. You have to take into consideration
that, as | said earlier, a part of the issue is cultural and a
part is technical. If you cant communicate with all the
banks, you can't get going. If you cant get information

14 DIALOGUEQ1 2007



INTERVIEW |RAFFI BASMADJIAN, FRANCE TELECOM

from your subsidiaries about what's going on, you “What | was expecting from

a problem. We set that up. Then, however, you have

convince people to get on board. This is not only trfé1@ banks — and am still

in the subsidiaries, but you have to convince every

bod . in f is f
in the group treasury that it's doable this way. My oﬁ,xvpectlng In Tact — Is Tor
view of best practice in this regard is pretty much tq:prEm to understand that

for simple operations at the outset: try to demonstrate

that you can bring ef ciency and can make life casihat | need from them are
for everyone. really bank services and not

That said, the vision of what the treasury could

become is one | had from the beginning. | did the proprietary Systems_ Very
target design. | presented it to the treasurer and

the CFO of the company and what we have today often banks offer their services
conforms to that original design. and the tools to deliver them.

The rst process we set about addressing was

netting, because it was the only process no one otd@®@U can’t have one without the

than the global treasury was able to do. Everyone

could buy a piece of treasury software and run Other‘ ThIS iS Changing! bUt it’S
their own local treasury. Everyone could make wirest||| the case for many banks.”

transfers to suppliers, but netting, no. So we set

that up. It was also more manageable for us because

it's an internal process. We didn't need to be in ~ summed up at night so | don't lose the day value. It's

communication with banks. still basically a question of managing information: how
At the beginning, the only mission statement| can | pool all the information relating to all the bank

had was to centralise liquidity. Then we realised thadccounts in the group so | will know on value date

centralised liquidity means cash pooling. Successfulkhat | am going to have tonight and will be able to use

pooling is a matter of organisation. Let's say you aré in the morning to optimise the use of cash on the

the group treasury, you are in a US bank, you haveappropriate value date.

subsidiary A that wants to pay something to subsidiafyhe only way is to have one single tool with

B. A asks you for a certain amount of money to payallishe information in it by making one treasury

suppliers. The suppliers could be internal or extern@hanagement application available to everyone

You don't know. They just ask for a certain amount through a web portal. We are working on that. We

of money to pay suppliers. A part of that sum is paidave 50-60 mainly French entities already in the

outside. Fine. A part goes to another subsidiary. Thig/stem. We've done a proof of concept with one

subsidiary repatriates the cash. So youre borrowingntity in the Netherlands and one other in the UK.

money in the market, sending it to one subsidiary, We started the process in France because we wanted

which makes a wire transfer to another, which sendbé familiarity of domestic processes. By June, we will

back to you. Why? be able to retrieve any formats. Then we will really
So we decided to get rid of that process by nettingxpand abroad. Each person who has a treasury-

The savings are huge and easy to make. The mainrelated task in each of the subsidiaries will go into the

issue is to convince everyone — which is not obviousystem every day and post the necessary information.

— that you can pay suppliers without a bank accourAll | will have to do is sum up.

You go through the current accounts you have with

your mother company. The second step was to loolCatce you've got to that position and you look back,

external payments. Again, let's say you're a subsidigwImuch will be the result of something that

am sending you money so you can pay your suppliesneone suggested to you at a bank and how much

What if | make the payments on your behalf rather the result of your own vision?

than sending the funds to you through the pipes? Thihat I'm doing is shedding light on all aspects of

is what we have started. The last step is the actual ttassury operations, from payments to cash balancing

pooling. That is something else again. Every night to cash pooling etc. Basically, | am a retail company. As

a bank brings down all the bank accounts to zero. a retail company | need to work with retail banks, but

Everything is summed up on the master account. Bilitere is no bank that is a retail bank in all the markets

I need to know in the morning what is going to be where we operate. The only thing | can do is work with
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“There iS no bank that COU'd Do you still nd resistance from some of your banks

to common protocols?

offer retail locally in 94 Again, it's a cultural thing. Some of them dont
Countries That’s one Of the understand the growing need for standardisation

beyond the traditional interbank world. We see that

reasons for standardisation today with the issue of digital signatures. They're

happy to standardise bank account statements,

and that’s why | have chosen they are okay to standardise the wires. They're

supportive of the standardisation efforts around
SWIFT Some Of the banks ISO 20022, but they seem to regard security as a

we work with have been competitive space.
SUppOI’tIVG Of that’ some At the beginning of the dotcom era there was a lot
others from the beginning of enthusiasm for digital signature schemes. What

, happened to all of that?
were opposed. | don't see Some of those schemes are still around. The problem
Why n was that it was too early. All the pieces of the

technology were not there and each country adopted
its own system, which was a kind of competition, |
guess, but not a productive kind. Now we have SEPA
coming, which will require a lot more supra-national
local retail banks in each of the countries I'm workirggandardisation. | believe we could then go for a
in. What | was expecting from the banks — and am common certi cation authority.
still expecting in fact — is for them to understand thatI’'m not advocating any particular solution, but
what | need from them are really bank services andor me, security means identi cation of the person.
not proprietary systems. Very often banks offer their have an of cial French ID card which is given to
services and the tools to deliver them. You can't hamee by the state, which you could regard as a kind
one without the other. This is changing, but it's still tifecerti cation authority. Everyone in the country
case for many banks. gets one. At the level of Europe it acts as a passport.
If 'm a small company working locally, it could beOnly a state could be the certi cation authority
convenient to work with one bank using their tools.in that respect. If a policeman asks for my ID in
For France telecom in 94 countries, forget it. Thereksance or Italy and | produce it, it's recognisable
no bank that could offer retail locally in 94 countriesand standardised. In the internet world, it’s different
That's one of the reasons for standardisation and tteatd | don't see why. Some people say Rome wasnt
why | have chosen SWIFT. Some of the banks we Waik in a day and it's a long process to develop
with have been supportive of that; some others frora consensus among the banks. Others simply say
the beginning were opposed. | dont see why. that this is in the competitive space. So if | work
with 100 banks, will I need the equivalent of 100
You were an early MA-CUG user. How do you feel ID cards? Why? | dont choose a bank because of
about SCORE? the way it identi es me. | choose it because of its
Although MA-CUGs were a signi cant operational network, its access to clearance, and its ability to
advance for us, from an administrative point of vievhandle all of my consumer ows.
the process was very heavy, not only with regard  In France, the banks did actually agree on one
to SWIFT, but also with each of the contracting security system called ETEBAC. It's a very French
banks themselves. The combination of paperwork solution, but as an initiative, it showed that banks can
and waiting time was unappealing. As a multilateratooperate in the security eld. We may well lose that
agreement, SCORE is certainly going to simplify with SEPA, not to mention that ETEBAC protocols
access. Some of the rules a corporate needs to comphg built on an X.25 network.
with to be part of SCORE still seem a bit strange to My hope was to see SWIFT becoming the
me, for example, the needing to be a public compaogrti cation authority for payments. That could make
There are a number of large companies that are ndBWIFT much more attractive for corporates. We could
publicly listed. On the whole, however, SCORE is ause the SWIFT network and the SWIFT security
much more attractive proposition. within that. That would suit me né&

16 DIALOGUEQ1 2007



REPORT |SWIFT 2007

What liesahead ?

Advancing critical dialogue

Dialogue asks analysts what they expect to rise

up the agenda of the SWIFT community over th
course of this year.

il have a lot to contend such as China and India and by corporates themselves are not

IFT users and members community by emerging markets and IBM. And even though the
3I
ith in 2007, judging by  disruptive technologies such as thactual SWIFT members, SWIFT

comments Dialogue has received next generation Web 2.0. is working to encourage their
from analysts about what to expect The analysts interviewed are:  nancial services organisations
over the coming year. O Nancy Atkinson, senior analyst(FSIs) to join SCORE, thereby
Naturally, SEPA's looming AITE Group working to ensure the community
deadline, the drive for operationalO Brad Bailey, senior analyst,  continues to grow.
ef ciencies, straight-through AITE Group
processing (STP) and standards O Jacob Jegher, senior analyst, Hunt: For me, the primary issue
such as ISO 20022 were all Celent for the SWIFT community in
mentioned. But a number of otherO David Easthope, senior analyst2007 is supply-chain nancing.
newer themes came top of several Celent This involves work ow integration
analysts’ lists. O Rachel Hunt, manager, from purchase order origination
One of these was the growth of  European banking research, and invoice matching to trade
corporate connectivity to SWIFT Financial Insights nancing capabilities along the
and the development of the O Dushyant Shahrawat, senior lines of SWIFT’s TSU for selling a
nancial supply chain. Another analyst, TowerGroup portfolio on.
was a trend towards pan-European Ideally the nancial supply
corporate account consolidation; The nancial supply chain chain would link up trade services,

yet another was the increase in  Atkinson: One of the main trends corporate lending and nance, buy-
banks providing trade processing in 2007 is the greater corporate side collaboration, cash and liquidity

services to corporate clients, access to SWIFT that has been management, and payments and
enabled by SWIFT’s Trade Servicesade possible by initiatives would include risk management,
Utility (TSU). such as Standardised Corporate underwriting, trade logistics and
Also highlighted were the Environment (SCORE), which is a documentation chain. FSls are
opportunities and/or potential gaining considerable traction with working towards this and large
threats posed to the SWIFT large players such as Microsoft corporates are asking for it.
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“While there has
been a rapid
evolution in the
derivatives market
within the US,
SWIFT has planet-
wide connectivity
and many OTC
participants are
already SWIFT
members, making it
a natural venhicle for
trade processing.”

Brad Bailey, senior analyst, AITE Group

FSIs are also looking at the  of standards like ISO 20022 will there has been a rapid evolution
convergence of cash/liquidity  bring electronic data interchange in the derivatives market within
management, corporate lending (EDI) within the reach of smaller the US, SWIFT has planet-wide

and trade services to get an organisations. connectivity and many OTC
integrated view of their corporate participants are already SWIFT
relationships — something that Trade and securities members, making it a natural

cant be done with traditional Atkinson: SWIFT's TSU is an  vehicle for trade processing.
silo systems. There is increasinginteresting development aimed

interest in achieving this, at large FSls with multinational STP and standards

especially from Tier 1 players clients who want to keep their  Atkinson: The goal of the nancial

moving into Service Oriented  bank providers in a central services industry is still STP and

Architecture (SOA)-style system position for trade activity. so0 1ISO 20022 will continue its

re-engineering with open Although it is early days, TSU roll-out despite mixed reactions

standards integration, which is giving FSls the business case from the SWIFT community — an

will facilitate their links with they need to invest in this area, inevitability given the challenge of

corporates at the front end. providing a cost-effective way getting everyone to embrace a single
of interacting with smaller standard. What gives 1SO20022 the

Jegher:Corporate connectivity to corporates via SWIFT. Securitiesedge, however, is that in addition
the SWIFT network will persist  is a growth area for SWIFT, giverto being a standard it also de nes a

as an issue throughout 2007 the emphasis on STP and same-process and a format for nancial
because of its positive impact on day settlement. messaging.

streamlining communications,

enabling corporates to take care aBailey: With the rising usage Easthope:On the operational

their own payment requirements of OTC derivatives across asset side, greater STP in derivatives
and the cost-ef ciencies of an classes, SWIFT is looking at and equities trading are on the
electronic environment. Atthe  the role it can play in the post- agenda this year. One way this is
moment it is geared to the larger trade process, and here there is being facilitated is through the
corporations, but the developmentremendous potential. While SWIFT-led ISO 15022 standard,

DIALOGUEQ1 2007 19



REPORT |SWIFT 2007

“The community

IS looking to

SWIFT to provide
leadership in SEPA,
especially when it
comes to smaller,
low-volume FSIs
that haven't made
the investment in
ACH or PE-ACH
connection. For
these organisations,
SWIFT (typically
accessed via a
bureau) represents
a cost-ef cient
alternative.”

Nancy Atkinson, senior analyst, AITE Group

which is very important for corporate-to-bank connectivity and it is therefore better to harness
achieving ef ciencies within the — all of which are helping to pave the pressure of compliance by
securities markets, particularly the way forward. building it into a more broad-
in the automation of areas like based programme of infrastructure
Corporate Actions. Compliance, SEPA and re-engineering. The long-term
harmonisation bene ts of doing so would include
Jegher:Standards continue Hunt: SEPA, the Payment Servicesncreased competitiveness, agility
to be an issue. The SWIFT Directive (PSD) and the Europeanand responsiveness to market
community needs a single Central Bank's TARGET2 securitiedemands.

corporate connectivity standard plans continue to be among
and ISO 20022 is it, providing  the regulatory issues facing the Jegher:SEPA is another concern for

the basis of an EDI for the masseSWIFT community this year. the SWIFT community, which is

Of course there is also XML Unfortunately, many banks take coping with the need to create more
and various players developing a tactical approach and view streamlined ef ciencies and achieve
other standards: OAGI (Open  compliance as an investment a compatibility of standards — these
Application Group Initiative) burden that takes away from moreare things that must be in place in
which is looking at standards for strategic projects like enterprise time for the SEPA deadline and this
enterprise application integrationdata integration. is a hot issue for 2007.

RosettaNet for open business- But increasingly, the smart

to-business bank standards and players are adopting a holistic ~ Atkinson: The community is
Transaction Work ow Innovation view. They realise that regulatorylooking to SWIFT to provide
Standards Team (TWIST) for mandates aren't going to go awayleadership in SEPA, especially
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“On the operational
side, greater STP
in derivatives and
equities trading
are on the agenda
this year. One

way this is being

facilitated is
through the SWIFT-

led ISO 15022
standard, which

IS very important
for achieving

ef ciencies within
the securities
markets.”

David Easthope, senior analyst, Celent

when it comes to smaller, low-  Operational ef ciencies renewing their commitment
volume FSIs that havent made  Jegher:Banks with silo-based to slashing costs and achieving
the investment in ACH or PE- core systems cant just rip out greater operational ef ciency. And
ACH connection. For these and replace them, as this invites because it is being undertaken

organisations, SWIFT (typically too much risk. However, there in a climate where times are
accessed via a bureau) representssegrowing need for enhanced good, this hopefully means these

cost-ef cient alternative. SEPA and other functionality to  organisations will be in a position
be tied into the core technology. to succeed when the next cyclical

Hunt: Traditionally, European FSls Increasingly, SOA is being downturn occurs.

have been fragmented by local  employed to overcome legacy

market speci cs. Cross-border limitations. By creating reusable, Emerging markets and new

banking is now creating a more  exible components that can connectivity options

harmonised market, enabling interface with all existing systems,Shahrawat:While the traditional

corporate customers to consolidateSOA enables data to be integratedocus of the SWIFT community

their bank relationships and across silos. Currently 80% of has been largely Europe- and US-

negotiate volume-based pricing  North American banks use SOA oriented, shifting growth patterns

advantages, while allowing the bartkeehnology, but mostly in a mean there is an increasing need to

to achieve economies of scale. In minimal way. By the end of 2007 address emerging markets such as
fact we are seeing two trends: moreve expect most banks will be usinBRIC (Brazil, Russia, India, China)

M&A activity among the big banks some form of SOA. and the Middle East.

on the one hand, and the emergence If we look at Citigroup for

of niche players providing tailored Easthope:This year, both banks example, 40% of its retail revenue
services on the other. and brokerages have been is in the US while 60% is now
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“While the
traditional focus
of the SWIFT
community has
been largely
Europe- and US-
oriented, shifting
growth patterns
mean there is an
increasing need to
address emerging
markets such
as BRIC (Brazll,
Russia, India,
China) and the
Middle East.”

Dushyant Shahrawat, senior analyst, TowegrGroup

overseas. After all, there are only sach as BT Radianz. Up to now, involving issues such as technology,
many credit cards you can sell to SWIFT members have been willingompliance and harmonisation.

the domestic market and it takes do pay a premium because of And while emerging markets

lot of incentive to convince peopleSWIFT’s reliability and guaranteedand internet technology pose

to switch. delivery. new challenges calling for a
By contrast, China is a new market However, even though SWIFT nimble response by SWIFT and
and consumers feel honoured just has been reducing its prices, its members with potentially

to be offered a credit card. There is everything else has been going rewarding results, the traction

a huge untapped potential in these down as well, so that the cost gapamong corporates and increased
growing markets, and so with placess actually widening. At the same support for securities services point
like China and India playing a greatéime, the latest internet technologyto a parallel growth path for the

role in the global economy, the in the form of Web 2.0 now community.

question for SWIFT and its membersffers a lot more capability. So, As Rachel Hunt of Financial

this year is: how are they preparing another question for SWIFT — an Insights puts it: “When all is

for the next decade? organisation that sits squarely in tis&aid and done, the community
middle of the connectivity space will continue to want SWIFT

Shahrawat:There are also —is: how does it plan to leverage to leverage what they have so

cost issues facing the SWIFT Web 2.0? they can communicate with

community. While safe and secure, each other more robustly, add

SWIFT comes at a high cost of What does all this tell the SWIFT value to their corporate client

entry compared with the internet community for 20077? relationships and generally make

and alternative private networks Many of the issues are perennial, business better and easi®r.”
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Banks get serious
as corporates engage

Advancing critical dialogue

Is SEPA How is the Could SEPA
where it delay of the pave the way

should be? PSD affecting for further
progress? integration?

Single Euro Payments Areathe nal report on its inquiry into age the emergence of a low-cost

SEPA). “We're shifting fromretail banking and payments and European card scheme.
the design phase to the implemenstepped back from further regula- The EPC has not expressed a
tation phase,” says Charles Bryantion — for now. Despite its con-  view on whether there should be a
secretary general of the Europearcerns, the directorate recognised third scheme for Europe. “Three
Payments Council (EPC), which the progress that has been made years ago there was no appetite
has been driving the process on b lowering the high fees charged to create a new schedule,” says
half of the banks. “We have to stojn some member states, such as Gerard Hartsink, chairman of the
debating and focus on delivery.” Austria and Portugal, and the likeBePC and senior executive vice-

Still, the debate goes on both  competitive bene ts of SEPA. Thepresident at ABN AMRO Market

at the political level and with emphasis is now very much on thénfrastructures. “That is why we
corporate clients and their advo- industry to address the issues raisgeéated the SEPA Cards Framework
cates in the banking community. but a threat still hangs over the cawdth principles for banks, for card

I his is the crunch year for theeuropean Commission published further intervention to encour-
(

Meanwhile, major re-engineering interchange fee. schemes and for card processors.”

of the payment system plumbing is The eurosystem also published The EPC is now working on

moving forward. a report expressing concern that more detailed standards for POS
SEPA could lead to closure of maiayd ATMs, as well as other do-

Political debates popular national debit card scheme®ins across the card payment

At the political level, two key de- in favour of the international process. “More banks seem to be

bates appear to have been haltednatworks of Visa and Mastercard. interested in creating a European
least for the moment, to give SEPMdeed, some banking communi- cards solution,” says Hartsink.

a chance to prove itself. ties have already indicated such “These additional standards are an
In January, the Competition intentions. The report stimulated important building block of any
Directorate-General at the vigorous debate when it called forscheme.”
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“We are concerned about interoperability
between the ACHs. Without it we can’t
guarantee reachability. We just don’t see
concrete progress here.”

Jean-Yves Garnier, head of interbank relationships at Natixis

That seems to have satis ed thecols that are currently supported
eurosystem and the ECB for the across the EU.”
moment, who are watching the
progress of the Euro Alliance of The Payment Services Directive
Payment Schemes (EAPS), set uplrhe most important political
last September to ensure integratidabate, however, continues in the
of some of the largest local schentesropean Parliament and Counciland transposed into local law across
“The Berlin Group’s approach ofof Ministers over the Payment  the EU. There is talk of some banks
interoperability for existing debit Services Directive (PSD), the newproviding a more limited local
card schemes is a good rst step, &gal framework that will underpinservice for SDD. However, Bryant
though progress has been too sloBEPA, clarify responsibilities alon@t the EPC believes that, “It will
says Michael Steinbach, deputy the supply chain, and improve thebe too costly and complex for the
chairman of the board of Equens, competitive landscape. banking industry to establish the
the pan- European payment procesMany had hoped this would be necessary bilateral and multilateral
sor formed from the merger of  approved by the end of last year, agreements throughout SEPA in
Interpay in the Netherlands and but views on key issues are hardeadvance of the PSD.”
Transaktionsinstitut in Germany. ing and a compromise is not likely Although not a disaster, the delay
He also supports the EPC’s wotefore the summer. There is evento the PSD could make life more
on common standards for ATM talk of the PSD slipping back to dif cult. “The delay of the PSD
and POS, adding, “We can't eon 2008 if a compromise cannot be isn't a major operational issue,
tinue with the 30 or more preto found for Title I, which recognisesbut it adds to the uncertainty,”
a new category of payments institgsays Geoffroy de Schrevel, head of
tion with a lighter regulation than payments market & solutions at
the banks. SWIFT, who points out that testing
The EPC has now declared thatof all the schemes including SDD
SEPA direct debits (SDD) will be will go ahead. Nevertheless, he
delayed until the PSD is signed offvarns, “Firms will lose momentum

“EBA is the only ACH with pan-European
reach. But we are talking to them about
their value proposition. We're having a
robust dialogue with them and others.
The focus is very much on value and
reach.”

Alan Koenigsberg, core cash product company executive for EMEA and Americas at JPMorgan Treasury ¢
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“Visa and
Mastercard have
already reorganised
their scheme

and processing
function to comply
with the SCF, and
several processors
are meanwhile
consolidating and
bringing new pan-
European offers to

if they cant launch their products. reorganised their scheme and process "
There will clearly be an impact.” ing function to comply with the SCF,m arket.
and several processors are meanwhile

Infrastructure dynamics consolidating and bringing new panGerard Hartsink, chairman of the EPC and senior
It was probably inevitable that suckuropean offers to market.” executive vice-president at ABN AMRO Market
a grand initiative would struggle to Marc Temmerman, executive  Infrastructures
achieve its tight deadlines. What vice-president, SEPA, at Visa
is impressive is the change that Europe, explains what was involvedJohn Chaplin, European payments
has already taken place and that “From the beginning of this year, adviser and SEPA specialist for First
continues to reorder the payment we have one tariff structure acros®ata International, adds, “We're
landscape. all 36 countries that resort under starting to see a lot of RFPs from

Payments markets have alreadyisa Europe,” he says, explaining organisations that want to run cards
restructured into wholesale and how tariffs no longer distinguish as a single pan-European business.”
retail players and scarcely a moriiatween domestic and cross-borderAs more and more banks have
passes without major merger and Visa has also removed the activities in multiple markets,
acquisition or outsourcing aetiv obligation to process cross-border
ity. Two of the most recent large transactions via VisaNet. “Banks
deals were the merger of Link arette now free to pick their preces
Voca in the UK and the merger sor of choice, regardless of where
of SIA and SSB in Italy. Clearly the transactions happen,” says
things are changing. Temmerman. “This effectively

“The SEPA Cards Framework  separates the card scheme from the
(SCF) has already had a huge processing and makes us fully-com
impact,” says Hartsink at the EPC. pliant with the SCF one year ahead
“Visa and Mastercard have already of the deadline.”

“SEPA will ... be a catalyst for
medium-sized companies to expand their
activities cross-border.”

Edith Rigler, programme director for SEPA at HSBC
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“It has been a huge achievement to get consensus across
thousands of banks with very different business perspectives
and practices.”

Charles Bryant, secretary general of the European Payments Council

their relationship with individual Bjorn Flismark, senior vice-  payments strategy and infrastruc
nationally-based processors ineviresident of global transac tures at Deutsche Bank. “We shall
tably starts to change. “What is tion services at Skandinaviska need to review the old services once
clear is that banks are increasindiyiskilda Banken (SEB), agrees. SEPA volumes ramp up.”
starting to examine alternative “Does it make sense for a bank in However, it is not clear who
business models and new providGermany to use the local ACHs will be the winners. Currently,
ers,” says Chaplin. “We think ourin other countries when they caneveryone is talking to everyone.
recent multi-country deal with  send all SEPA payments throughAlan Koenigsberg, core cash
Société Générale is a signpost tmne channel?” he asks. There arproduct company executive for
the future.” the constraints on settlement EMEA and Americas at JPMorgan
However, these headline deals d@rmes imposed by the RulebooksTreasury Services, is a good
only the beginning. “We under  and the PSD to consider. “The example. “EBA is the only ACH
stand that banks are segmenting corporates are doing the same with pan-European reach,” says
their volume between internal paycalculations,” he adds. “We couldoenigsberg. “But we are talk
ments, bilateral agreements for theee quite rapid moves towards ing to them about their value
major ows, and then a couple of consolidation as a result.” proposition. We're having a robust
big ACHs and EBA Step 2 for the Smaller ACH providers may soodialogue with them and others.
rest,” says de Schrevel. “This couli¢el the pressure. “Maintaining loc&he focus is very much on value
signi cantly change the payments infrastructures increases our costghd reach.” Competition is likely
infrastructure across Europe.”  says Christian Westerhaus, head ¢ heat up.
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“The testing
programme will
launch on 1 July
2007, in strong co-
ordination with the
EPC. The EBA and
all national ACHs
have been invited
to participate and
several, such as the
EBA, have already
joined.”

Geoffroy de Schrevel, head of payments market &
solutions at SWIFT

Market coverage Steinbach at Equens, for example Further con rmation comes from
A key issue for infrastructure  is working with the European  de Schrevel at SWIFT, whose test
rms is ‘reachability’. “We are  ACH Association to de ne these ing programme will ensure com
concerned about interoperabilityinteroperability standards based pliance and end-to-end readiness
between the ACHs,” says Jean- on the EPC agreements. He saybefore live operation. “The testing
Yves Garnier, head of interbank these will be available in the secprogramme will launch on 1 July
relationships at Natixis. “Withoutond half of the year. 2007, in strong co-ordination with
it we can't guarantee reachabil  “To get full reachability we needhe EPC,” he says. “The EBA and
ity. We just don't see concrete to interoperate with local clear all national ACHs have been invit
progress here.” Nevertheless, wanks,” says Gilbert Lichter, chief ed to participate and several, such
is continuing in the background. executive, EBA Clearing Compangs the EBA, have already joined. We
the pan-European ACH (PE- expect most will follow, encouraged
ACH). “There will always be smalby their banks.”
banks that will not want to route  However there is still a long way
their payments through a large  to go. “At the moment no one is
competitor to get to us, nor will reachable through SEPA,” says
they have the resources to move Flismark at SEB. “In 45 weeks
their domestic volumes. So we everyone should be reachable.” He
are in discussions with local ACHbelieves it is important for banks to
organisations to build bridges.” sign up to SEPA and understand

“Does it make sense for a bank in
Germany to use the local ACHSs in other
countries when they can send all SEPA
payments through one channel?”

Bjorn Flismark, senior vice-president of global transaction services at Skandinaviska Enskilda Banken
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“We can’t continue with the 30 or more
protocols that are currently supported
across the EU.”

Michael Steinbach, deputy chairman of the board of Equens

already have a strong solution Deutsche Bank is also running a
used by large and small compa major communications programme
nies alike. “What will happen to focused on different customer
reference data is the rst question segments. “Those with centralised
| am asked about SEPA,” says payment factories are showing a real
Erkki Poutiainen, head of strategyinterest,” says Westerhaus. “Others
and infrastructure at Nordea Cashjust want to be ready when they
Management. need to upgrade their ERP systems
Gianfranco Tabasso, chief execlor are looking for opportunities.”
tive of the European Association dsimilarly Edith Rigler, programme
their responsibilities. “It's a huge Corporate Treasurers (EACT) ex director for SEPA at HSBC believes
undertaking,” he says. “If we receiy@ains the challenge. “The EPC saymt, “SEPA will also be a catalyst
a SEPA credit transfer and forwardtlte remittance data is a black boxfor medium-sized companies to ex
to a PE-ACH, if then the receiving which banks will just pass on,” he pand their activities cross-border.”
bank is unknown, the payment willsays. “However, it is necessary thatThe stakes are high and momen
be returned and we will have to fallwe de ne rules for how ERPs mustum is starting to build. Indeed,
back on costly, manual methods.” extract reference data and popu many players are already talking
The EPC will be publishinga late a payment le which contains about a second wave of European
list of which banks have accepted SEPA and non-SEPA payments. limtegration to follow SEPA. I
adherence to the various schemesurn, the originator and the report believe very much that something
and SWIFT will also be offering ing bank must know what rules  around e-invoicing will follow
an online directory for adherence and conventions we use in order t8 EPA as a sort of ‘SEPA wave 2',"
and accessibility routing, but cleartpute and process payment les arsdys Garnier at Natixis. “However,
there is a lot of hard work ahead textract data for reporting purposestie corporates, rather than the
make it happen. Moreover, many Although the EPC is working  banks, will play the lead role in
small banks may need to amend closely with the EACT on refer  this.”
their BIC identi ers, which they  ence data, there are some doubts Poutiainen at Nordea agrees that
currently share, so the administra that any one standard will be ablerecent European developments

tive burden is large. to meet all sectoral and local needsive credibility to the belief that
Once a standard is agreed, howeweinvoicing will happen in a second

The corporate community the EPC has con rmed it will workphase. “People are now talking

“It has been a huge achievement with the EACT to promote that  business,” he says, pointing to the

get consensus across thousands standard. task force set up by the European

banks with very different business Expectations are beginningto  Commission. “There is a momen

perspectives and practices,” says build. Banks’ communication tum to do something concrete and

Bryant at the EPC. Such consen programmes for the multination ~ practical. We are very involved in
sus was important to achieve, he als began last year and will focus otthe European processes here.”
argues, before engaging with the smaller rms later this year. FeedbackTom Buschman, founder, chair
corporates and other users, with is promising. “There has been hugeman and CEO of TWIST Process
their diverse interests. interest in our client reach-outpro Innovations (TWIST), a corporate-
A key area to achieving buy-in gramme on SEPA,” says Koenigsbehgven standards organisation, sees
from the corporate sector is the at JPMorgan. “2,500 people attende€sEPA payments very much as a
successful automation of paymenbur three webinars in quarter four lastilding block for the larger e-in
reconciliation with invoices. The year. Global corporates are particu voicing framework. Last November,
Nordic countries, for example, larly interested.” TWIST and the EACT signed an
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“It is necessary that we de ne rules for how ERPs must extract
reference data and populate a payment le which contains
SEPA and non-SEPA payments. In turn, the originator and the
reporting bank must know what rules and conventions we use
In order to route and process payment les and extract data for
reporting purposes.”

Gianfranco Tabasso, chief executive of the European Association of Corporate Treasurers

MoU, covering inter alia European industry is on the decisions, and the rest will follow.”
co-operation on the EACT’s new move, as SEPA comes ever closebespite all the debate, and the
CAST (Corporate Action on to implementation. There are  enormous challenges ahead, the

Standards) intiative. “Apart from ouplenty of challenges and almostmood is positive. Bryant at the EPC
work with the EPC on payments,” certainly some setbacks ahead.is right when he declares simply,
says the EACT's Tabasso, “our ~ But momentum is building, and “Let it now happent

CAST initiative should really createthe reality of SEPA is starting to

more enthusiasm for SEPA, becausmk in.

it tackles areas like e-invoicing, e- “As long as we can achieve reach
signature and e-reconciliation, wheldity, | am very optimistic on SEPA,
banks and corporates can reap greain rms Poutiainen from Nordea.
bene ts from more standardisation “Large players who see huge oppot
and end-to-end STP” tunities will start voting with their

This article was contributed by
Bob Giffords, an independent
banking & technology analyst.
Feedback is welcome to:

Bob.Giffords@BTinternet.com
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Pllots

Advancing critical dialogue

What has been What bene ts What is the

the corporate have signatories likely expansion
response to seen? path for
SCORE so far? SCORE?

ave signed up to SWIFT’s them. SCORE reduces the numberUsinor created EUR3O0 billion steel
Standardised Corporate of platforms a corporate has to use, rm Arcelor, which in turn went on
Environment (SCORE) since it wenmaking it easier to keep security tigh, merge with Mittal in 2006. This
live in January. Take-up to date, sayand so reducing risk. created a large, diverse treasury.
Luc Meurant, head of the SWIFT The almost immediate move
corporate access programme, has The multi-bank conundrum to centralise treasury operations
been “faster than expected”. The member-administered closed— including processes, data quality
So what is the appeal? Accordingser group (MA-CUG) introduced and security — was designed to en-
to Meurant, SCORE'’s value propoin June 2001 allowed corporates table expansion and the addition of
sition includes greater ef ciency link to SWIFT. But for those with new bank relationships that would
and higher levels of standardisatianultiple banking relationships it otherwise have been time-consum-
which result in cost-savings and meant signing up to several. ing and costly to implement. Its 40
richer information, with greater “Today, corporates are typically bank messaging systems each cost
visibility feeding into new demandsulti-bank, using speci ¢ propri- EURZ20,000 annually.
on corporate treasuries. etary servers and communication SCORE has made life easier
More broadly, demand from channels to connect with each  for Arcelor, according to Pierre
banks’ customers has driven take-upank,” says Meurant. “You could Boisselier, the rm’'s general manager
SWIFT's offering has moved on to have a speci c system for pay-  of middle of ce & treasury optimi-
keep pace with advances in the corpments with one bank and other  sation projects. “You dont need to
rate treasuries themselves. Changesystems to communicate with nineset up a new contract when you add
at treasuries have been prompted bgther banks. SCORE allows for a new bank, and it meets corpo-
the need to improve ef ciency and the dismantling of these 10 speci cates’ operational needs in terms of
visibility; reduce operational risk, in-communication channels.” cash management and reporting,”
cluding the risk of manual error; keepFor steel giant Arcelor Mittal, thehe says. “It offers standardisation
regulators and shareholders happy;multi-bank dimension was in itselfcompared with what we had before.
and strengthen security to prevent good reason to sign up. The 2002 There used to be a difference be-

irty banks and 15 corporatedraud. SCORE cuts across all of  merger of Aceralia, ARBED and
I h
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“You don’t need
to set up a new
contract when
you add a new
bank, and it
meets corporates’
operational needs
in terms of cash
management and
reporting. It offers
standardisation
compared with
what we had
before.”

Pierre Boisselier, general manager of
middle of ce & treasury optimisation
projects, Arcelor

tween messages between banks andometimes at the expense offuncThe commercial moment has
those between banks and corporatiésnality and value-added servicespassed for connectivity as a source
Now that's been standardised.”  for customers. SCORE, in contrasbf competitive advantage. The

He adds, “If we can show man will mean banks focus on differentiemoval of channel as a means
agement of liquidity, cash and riskating their offerings around capa towards differentiation has put the

that's great progress.” bilities and features. onus on banks to develop new ways
In this sense, SCORE has signi of distinguishing their offerings.
Bene ts for banks cance beyond a functional solutionWhat banks might once have feared

The standardisation of platforms, to a technical problem. “I think as a step towards disintermediation
messages and security protocols most people agree this is where théas instead provided the impetus to
effectively enables corporates to focus should be and it will in turn increase their value-added services.
choose their banks based on needreate better solutions for custom Because SCORE offers not only
and best value, rather than becauses,” says Murphy. “It will help message standardisation but also
they're locked in to agreements  banks unlock cost savings around standardised connectivity and se
involving proprietary platforms.  reducing customisation efforts for curity, banks will be able to market
John Murphy, head of trade and large corporates, displacing banks'their own applications and services
transaction services at Australian proprietary systems over time (and- which means SCORE offers them
bank ANZ, points out that banks avoiding additional investments) the potential for developing new
have competed on channel in the through broad adoption and by  functions.
past and have therefore made sigallowing banks to focus energy and This is highly likely to increase
ni cant investments in the channelinvestment on value-added servicdster-bank competition, because
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“We have corporates
Interested in joining
SCORE and a few
already in the
process. There

are privately-
owned companies
Interested, too, but
MA-CUGSs support
those companies.
Both SCORE and
MA-CUGs will co-
exist as solutions
for different types of
corporates.”

Jonathan Roy, director of global transaction services
at Citigroup

it makes what banks are offering He adds, “The advantage of this it, for instance, reach unlisted
their corporate customers instantlypr customers is the comparison of and tier-two corporate custom
comparably visible. services offered by the different bards? If the take-up to date has
“The bene t of SCORE is that —instead of a comparison of technatxceeded SWIFT’s expectations,
it provides a standardisedreli  ogy, as is often the case today.” the question now is how to expand
able, secure channel,” says Tim SCORE to reach more corporates
Veyhelmann, products and advi Target markets with more offerings. It will mean
sory payments, UBS. “It means Beyond the eligibility criteria —in expanding the services offered; but
corporates can get rid of the-pro cluding a listing on the bourse of it could also involve broadening
prietary technology, communica a country that is a member of the access to new corporate categories.
tion and security set-up they needFinancial Action Task Force (FATF) Certainly a majority of participants
today with their different banks.” — SCORE corporates are tier- (62%) at a Sibos session in Sydney
The SCORE implementation one global rms, with centralised last year backed the suggestion that
guides for FIN and FileAct go evemneasuries, multiple bank relation SWIFT should encourage the partici
further. The message exchange tships and signi cant movement pation of smaller corporates.
different banks is more standard of high-value payments. Typically, The number of SWIFT-cen
ised than it is today in the differerthey have annual turnovers of momected corporates that are large
MA-CUGs, he points out. “Soonethan EUR 500 million. enough to be eligible for SCORE is
or later these rules will also be But does SCORE have the relatively modest — fewer than 200
standard for the entire customer- potential to expand into a much — but ANZ's Murphy sees more-nu
to-bank traf c.” larger corporate market? Could ances than the numbers suggest.
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“The bene t of SCORE is that it provides
a standardised, reliable, secure channel.
It means corporates can get rid of the
proprietary technology, communication
and security set-up they need today with
their different banks. Sooner or later
these rules will also be standard for the
entire customer-to-bank traf c.”

Tim Veyhelmann, products and advisory payments, UBS

“Speaking as someone who  SCORE into third-party provid considerable augmentation of
works for a regional bank, the sizers’ own offerings. services. Now the standards are in
of the corporates in a number of “Id like to see economic conditionplace, more services will be added.
the markets we operate in are-oblinked to the solution — for instance,SCORE will include securities by
ously not of the same scale as the& terms of connecting,” he says. “Itthe end of 2007 and trade nance
GEs and Microsofts of this world,ivould be a bene t, for instance, to in the course of 2008-2009.
he says. “Having said that a lot ofadd what vendors should do to offer A second Sibos session poll last
the corporates are multi-banked SCORE connectivity through their year found that 30% of participants
and therefore there will be bene tsolutions.” SWIFT is currently werk wanted to see remittance and rec
from SCORE for those that are ing with vendors, through its partneonciliation added, 22% e-invoicing,

already listed.” solutions programme, to ensure  13% secure document transfer, and
He is also cautious about the  support for SCORE standards and 12% support for securities issuance

expansion of SCORE to smaller messaging services. and processing.

corporates, not least because the Inthe meantime, at leastin the But how much do corporate

eligibility criteria are at least in parshort term, SCORE and MA- treasuries care about the new

there to ensure the robustness of CUGs will coexist to capture services to be added? As far as

the system. “I think it is too early maximum corporate participation. most are concerned, the more the
to talk about unlisted or tier-two  “We have corporates interested inbetter. Both banks and cofpo
customers,” says Murphy. “The fo joining SCORE and a few alreadyrates largely support the eventual
cus needs to be on getting adoptiam the process,” says Jonathan  expansion of SCORE outside the
based on the current criteria, whicRoy, director of global transaction current narrowly de ned eligible
are quite open, while preserving tiservices at Citigroup. “There are corporates.
integrity of SWIFT.” privately-owned companies inter  Boisselier expects to see “huge
Yet Veyhelmann at UBS and ested, too, but MA-CUGs supportbene ts” from the addition of secu
Boisselier at Arcelor both expectthose companies. Both SCORE anities and trade nance capabilities.
to engage in conversations soonkrA-CUGs will co-exist as solutionkle is not alone in his enthusiasm
rather than later about the incor for different types of corporates.” for the new services.
poration of mid-sized corporates. “We feel encouraged in general
“We should address the issue,” The next step by the take-up,” says Meurant.
says Boisselier, who posits reaclif the market for SCORE remains “Now we're committed to making
ing corporates through new routesstricted for the immediate futurethe value proposition even more
such as the incorporation of corporate signatories can expect compelling.’®
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The scramble
for compliance

Advancing critical dialogue

Why is reporting so Does the industry  What will be the

important to MiFID? have what it needs directive’s long-term
to implement MiFID? bene ts?

in Financial Instruments nancial community. It involves  to reassess best business practice

Directive (MIFID) initiative virtually every aspect of the nan- and make choices about how they
was unleashed on the world as pactal supply chain from the integra-de ne their response to their clients
of the European Union’s drive to tion of disparate legacy systems and the regulatory bodies.”
create a single nancial market. Thie STP and the reporting and the  While trade settlement reporting,
directive contains 73 articles whiclkforage of massive amounts of trafypically based on ISO standards, is
for the most part, focus on investoinformation. And it all has to be already a reasonably well-oiled ma-
protection and contain require- implemented by the non-negotiablehine, when it comes to transaction
ments for best practice in transac-deadline of 1 November 2007.  reporting MiFID promises to add a

ree years ago, the Marketsto the front of ce and across the acting as a catalyst, causing rms
I [

tion execution, market transparency new galaxy of complexities.
and increased competition betweeddringing it all together “There are 30 different coun-
markets. Reporting is a key part of MiFID’s tries affected by MiFID — the

MIFID is a sweeping project,  aim to improve transparency and Eurozone plus Norway, Iceland and
affecting all players in the securitiescountability. “Of the fourteen  Liechtenstein,” says Chris Pickles,
market that are involved in tradingimperatives for change contained chairman of the MiFID Joint
nancial instruments. This includesvithin MiFID, at least four of Working Group. “Each country
investment banks, asset managerthese involve reporting,” says PJ has at least one regulator and they
brokers/dealers and others, and Di Giammarino, co-chair of the all need to gather up and exchange
covers most asset classes includiiguropean MiFID Joint Working  information.”
bonds, equities, commodities and Group. “People have begun to re- Moreover, various members of the
derivatives. alise that it is at the reporting stag€ommittee of European Securities

Implementing MiFID has been, where everything, from best execiRegulators (CESR) have different
and continues to be, a big under- tion to change forecasting, comesreporting requirements, as dictated by
taking at every level from the backogether. In this sense, MiFID is how they plan to use the information.
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“People have begun
to realise that it
IS at the reporting
stage where
everything, from
best execution to
change forecasting,
comes together. In
this sense, MiFID
IS acting as a
catalyst, causing
rms to reassess
best business
practice and make
choices about how
they de ne their
response to their
clients and the
regulatory bodies.”

PJ Di Giammarino, co-chair of the European MiFID
Joint Working Group

Agreeing the what and where cause decisions are still being madéttempts are being made at
A typical transaction report com about where to deliver it. reporting exibility. “If a trade is
prises 50% reference data (source “At the moment, lots of transactiorbooked in London, for example,
and delivery information) and 50%eports are just going to the exchang can be reported to the FSA even
transaction information (what, es, but the point of MiFID is to openthough the rm’s home state may
how many, at what price, when, up market competition by directing ibe in Germany,” notes Thomas.
and so on). MiFID adds a range to regulators,” says Lindsay Thomas$However, in the case where a rm
of regulator-required data, which product manager at Euroclear has its back of ce in the UK, but
varies according to country. Whileand member of the SWIFT-initi trade execution is done in Spain
MiFID requires 23 key data elds, ated Standards Protocols Subject or Romania, reports must be sent
Ireland, the UK, the Netherlands Group (SPSG). “With MiFID, a to the local regulators in Spain or
and Scandinavia, for example, wamtultinational nancial institutions Romania. Entities based in London,
to add an extra eld for client ID EU branches will send their trade for example, may need to report to
elds while Germany has, to date, transaction reports to the host stateseveral regulators if they support
identi ed 59 data elds to allow foras compared with the situation todagan-European operations.”
extra auditing features. where most nancial reporting goes Given all the variables, the only
The complexity of sending out alio the home state [where the com way to achieve harmonisation is
this content is equally daunting; beany is headquartered].” standardised messaging — a task that
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“There are 30
different countries
affected by MiFID
— the Eurozone plus
Norway, Iceland
and Liechtenstein.
Each country

has at least one
regulator and they
all need to gather
up and exchange
information.”

Chris Pickles, chairman of the MiFID Joint Working
Group

has been keeping SWIFT and its with other back- and front-of ce  and worked out what was needed

working groups up at nights. protocols and methodologies.”  to meet the deadline,” says Juliette
Pickles meanwhile questions theKennel of the SWIFT Standards
The next generation need for an all-inclusive approachGroup. “We've also set up a proactive

ISO 20022 has been gaining-rac to re ning the necessary standardsvorking group [SPSG] to help regu
tion as the next-generation standdiichieving a single global consendatrs de ne their standard messages,
for transaction reporting. “You canisn't necessarily the way to meet and will be validating and testing
shoehorn most of your transactiormarket changes,” he says. “The idbase over the summer.”

data into ISO 15022 formats, but isnt to invent a new grammar and

what is really needed is a purposesyntax, but rather to take account Waiting for the regulators

built messaging standard designedf local differences and make the The Community of European

to capture all relevant information small xes needed to enable existiBgcurities Regulators (CESR) has

in preset formats,” says Thomas. standards — e.g. SWIFT, TWIST done a lot of work since MiFID

“In our standards working group, and FIX — to work together.” was introduced. Ironically, it now

we have been accelerating ISO For its part, SWIFT is doing what seems the regulators are bringing up
20022’s development to create a ever it takes to ensure interoperabilitiye rear in MiFID implementation,
exible standard, with optional  “We took the MiFID directive and  with national interests and divergent
elds to meet all the reporting applied it to the whole set of existingeporting requirements hampering
regulations, that is interoperable 1S015022 and ISO 20022 messagéekeir agreement on standards.
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“At the moment, lots of transaction reports are just going to
the exchanges, but the point of MiFID is to open up market
competition by directing it to regulators.”

Lindsay Thomas, product manager at Euroclear and member of the SWIFT-initiated Standards Protocols Subject Group

While CESR says it does not  tion path. “Even having received theational variations in reporting,
want to force a standard on the initial speci cations, these are bourehd there are also other areas yet
nancial community, it is only now to change as ongoing issues are to be sorted such as the allocation
de ning one in detail for its own clari ed around who the customersof unambiguous bank identi er
inter-regulatory communication are, where they are, what businesscisdes.” Another dif culty is that to
network, a critical point when eon being transacted and how should ibe MiFID-compliant, companies

sidering the vast data volume it wibe reported, he says.” need to rely on information from
be sharing once MIFID goes live. external as well as internal sources.
In addition to its decisions on A moveable feast MIFID having to be implemented

standards (CESR may comment o0, does the industry have what italongside other regulatory systems
ISO 20022 imminently), many reg needs to implement MiFID? Someis also going to be a challenge, says
ulators have not yet posted their ddielieve it could be a push to meetSeiden. “Most rms are working on
speci cations, which were due at ththe November 2007 deadline. MiFID and if the regulatory details
beginning of the year. This poses a “From the implementation point are nalised very soon, then they
challenge to securities rms’ I'F de of view, it will be tough to get should stand a good chance of being
partments or outsourced developerverything done in time,” says Tomeady on time,” he suggests. “If there
because, as Di Giammarino pointsSeiden, chairman of ISITC Europeare delays in the regulators specify
ou, the regulators’ requirements arélT Group. “Some of the details  ing all the details, then rms may
determining MiFID’s implementa still need to be nalised, including have to go for some quick xes in
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“If there are delays
in the regulators
specifying all the
details, then rms
may have to go for
some quick xes
In the knowledge
that some things
will have to be re-
done in the future
or it may not even
be possible to
Implement some
functions in time.”

Tom Seiden, chairman of ISITC Europe IT Group

the knowledge that some things wilk realistically going to take place ifong-term business bene ts make it
have to be re-done in the future or fthases as systems are upgraded iworthwhile.
may not even be possible to imple two- and three-year cycles,” he saysOne of the gains is control.
ment some functions in time.” “This means that widespread adopMiFID will put in place the

Despite the non-negotiable tion could take up to ve years.” mechanisms needed for greater
deadline, some feel MiFID com Companies that implement quicloversight on matters such as
pliance will be a work in progress xes to hit the deadline will soon bderivatives activities. An enhanced
even after the deadline has passednder pressure to put in place moman-European nancial supply
“The industry generally hasn't beepermanent measures. “Initially, chain is another obvious advan
receptive to change so right now itens will do the minimum neces tage, especially in view of the fact
a bit of an ‘M-Day’ scramble,” saysary to comply, even if it's a ‘stringthat transaction reports have a T+1
Di Giammarino. “But MiFID is an and sealing wax’' approach, yet evdelivery pressure.
evolutionary process and should ligone knows they need to sort out aThen there is the investor com
viewed as a moveable feast, unfoldng-term solution,” says Thomas.munity, the ultimate bene ciary of
ing according to the region and théEven by today’s estimate there MiFID and who the directive is-de
competitive landscape. Unlike othare some 10 to 15 million transac signed to serve. It is worth remmem
regulatory mandates that have a tions a day crisscrossing Europe, bering in the compliance scramble
black and white cut-off date, with and with the growth of algorithmicthat MiFID is not about keeping
MiFID we expect that some rms trading and derivatives, we can oniggulators happy. It is about achiev

and countries will move in at differassume this volume will grow.”  ing best business practice and a
ent times.” competitive edge. It is about giving
Thomas concurs. “While most  The business case increasingly sophisticated customers

organisations will have basic reporfThe general consensus is that  what they need when they need it
ing requirements in place by the although MiFID may cause someto ensure they dont take their busi
deadline, full MiFID functionality — stakeholders considerable pain, theess elsewhete.
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SWIFT'$uy-side
journey

What are the Is there suf cient What is the asset
buy-side’s dialogue between  management

messaging SWIFT and the community’s
requirements? securities front assessment of
of ce? SWIFT’s product
offering?

WIFT has had an intermit- the tension was still evident, this

ently strained relationship  time as session after session beratddlNd Man agers
with the asset management com- asset managers themselves for bei
munity. Those delegates who were the major roadblock in the indus- Igrou nd the table
present at Sibos 2002 in Geneva stiltry's quest for STP. However, Brett noWw for several
talk of the securities storm caused Goodin, president of the Asia-Paci ¢ .
by Donald Brydon, chairman, AXA and Japan region, Fidelity Investmeytears belﬂg part Of
Investment Managers. Speaking at ttanagement, reiterated the chargethe input Because
securities plenary, Brydon questionethat asset managers had been ne- )
SWIFT’s commitment to the buy-sidglected by SWIFT: “It is only recentlth ey are InVO|Ved
in no uncertain terms, declaring thatthat SWIFT has wanted anything
asset managers had little incentive téo do with the investment manage- at an early Stage’
participate in_ industry initiatives to  ment com_muni_ty," he told delegateste”ing us what
improve straight-through processing“If you believe in STP, and you care
(STP) in the absence of a clearly ar-about asset managers, please breakh ey need, th ey are
ticulated business case: “The rst visdown the barriers in your organisa- ; ;
| had from SWIFT was a few monthgions and help us get connected.” al ready InVOh_/ed In
ago and I've been in the industry for - While Teresa Nolan, global head dfhe early deS|gn_”
30 years,” complained Brydon. “Ten sales, fund management, SWIFT, ac-
years ago, you didnt even want to talepts there was plenty of “murmuringesa nolan, global head of sales, fund
to us.” in corridors” four or ve years ago, management, SWIFT

Oer the past two decades, A year later, at Sibos in SingaporeSV\” FT h as h ad
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“From a fund manager’s point of view, to get trading
connections going should be a ve-minute job. To do it with
SWIFT, it's not.”

Chris Sims, head of development, Gartmore

she insists the relationship betweensign. SWIFTNet Funds for examplen such areas as payment, FX, re
SWIFT and the fund management is product of this process. “Three oporting, funds, and collateral man
community is on a far rmer feot ~ four years ago, we got tier-one fundgement, pilot schemes are current
ing these days. Barriers have indeethanagers around the table, sayingly in progress for Swaps via FPML,
been broken down, she says, pointifithis is what we want to do, what igroxy voting, and FIX over SWIFT,

to the fact that more than 20 fund your requirement?”” an alternative FIX Hub service; op
managers are joining directly to the erated by Ullink. Meanwhile, a new
SWIFT network every year, with an Deepening dialogue derivatives project is being launched

even higher number joining indi  This closer relationship between this year, with PIMCO, Barclays
rectly through other members. SWIFT and the buy-side has beerGlobal Investors (BGI) and State
“One thing that has remained  re ected at Sibos with the setting Street Global Advisors (SSGA) on
consistent over the last couple of up of annual investment managerboard as pilots.
years is that fund managers are stifbrums to debate a range of is “There are pilots underway for
connecting to the SWIFT cem sues. Although the forum did not a number of different products,
munity which means they want to take place at Sydney last year, onand several other products that
automate parts of their business,” is planned for Boston in October. are now in live use,” says Gourlay.
says Nolan. “SWIFT has had fund Furthermore, Bill Gourlay, funds “This should cover the complete
managers around the table now fomarket management, SWIFT,-em transaction ow for the investment
several years being part of the inpyghasises the ever-increasing raft ashanager.” He describes the cur
Because they are involved at an eabjutions that SWIFT has broughtrent stage of the relationship with
stage, telling us what they need, thieythe table, aimed at the buy-sidethe buy-side as “the growing-up
are already involved in the early de Having been live for several yeatine” for SWIFT in this customer

DIALOGUEQ1 2007 43



REPORT |BUY-SIDE ATTITUDES

“What is happening in the front-of ce space is that there
are massive, massive volumes of data ying around. In
the front-of ce space you need more real-time trading
systems.”

Barry R Marshall, founder, BidRoute

segment. “We've had the ideas, amdanagement, believes that SWIFTabout communication protocols,
now we are actually rolling these has been vital to asset managers. they think FIX, because FIX is the
products out,” says Gourlay. “Somt&WIFT has enabled many people dominant protocol in the front-of
are in a live environment and somt progress away from a paper-basee,” says Jeromee Johnson, senior
are piloting. But the good news is environment to a faster, more au analyst, TABB Group. “Where
that there are very few that are jusbmated and less risk-prone proc they're looking to use SWIFT today
sitting on the drawing board now.”ess,” he says. “More than the actuas still primarily in the post-trade
network, it has assisted the buy-siderena — con rmation, allocation,

Past experience by promoting the use of standards settlement, custody, eftis seems
Certainly, for some people on the within the industry.” to be SWIFT’s natural tin the
buy-side who have already-con Not everyone, however, is<on trade lifecycle.”

nected to SWIFT, there is recegni vinced that SWIFT has made such According to Johnson, there re
tion that SWIFT'’s solutions have signi cant headway — especially mains a general impression among
brought signi cant business bene tsvithin the front-of ce. “SWIFT asset managers that, with SWIFT,
Brian W Mitchell, head of dealing still doesnt mean much to the avetheir community is sitting “second
and portfolio control, Baring Asset age asset manager. When they thicikair” to the banking community.
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“SWIFT has enabled many people to progress away from

a paper-based environment to a faster, more automated and
less risk-prone process. More than the actual network, it
has assisted the buy-side by promoting the use of standards
within the industry.”

Brian W Mitchell, head of dealing and portfolio control, Baring Asset Management

“There is some truth to that, just Fusion, the hub was piloted in 2002live without SWIFT” when it comes
because of the make-up of SWIFMsth 15 rms, including Fidelity to settling trades, Sims is forthright
business — only roughly a third is Capital Markets, Dresdner RCM  in his assessment of its front-of ce
securities driven,” he suggests. “A&lobal Investors, and Gartmore  value. “For back-of ce processing,
regards making headway, when Investment Management. Atthe  SWIFT is absolutely essential. From
SWIFT launched their funds prod time, Chris Sims, head of develop a front-of ce point of view, it's got
uct a few years ago, they worked ment, Gartmore, saw the hub as anpretty much no part to play at all.
very early on and had good tractioopportunity for institutions to use a And that's SWIFT’s fault.”
with a nice group of asset managesisgle trusted supplier for securities According to Sims, the blame lies
from across the globe. Beyond themessaging across the whole transapartly with SWIFT’s “big, heavy”
quick initial uptake, | would say thé&on lifecycle, from trading through infrastructure. “From a fund man
adoption has been limited.” to settlement. The honeymoon, ager’s point of view, to get trading
A similar charge is levelled at however, was soon over. “We were cannections going should be a ve-
SWIFT's efforts to enter the securi as a pilot for a while,” he notes. “Buminute job. To do it with SWIFT,
ties front-of ce via the SwiftNet SWIFT didnt get any coverage.” it's not,” he says. “SWIFT is too
FIX Hub. Powered by Financial While conceding that “you can't slow, too late to the market.”
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“Where they [asset managers] are Europe, 1 buy-sd s eer o o
looking to use SWIFT today is still than in the US,” he adds. SWIFT,

; H N _ McDowall suggests, has been unfairly
prlmarlly In the pOSt trade arena maligned by the buy-side. “SWIFT
— con rmation, allocation, settlement, has tried to put its hand out discreetly

several times before, but | don't think

CUStOdy, etC- ThIS Seems to be SWIFT,S its been Warm|y shaken. There will
natural tin the trade Iifecycle.” be more automation because of the

volumes and because of the complex

nature of some of the business. |

believe SWIFT is well-placed to take

advantage of this move to increased
Barry R Marshall also worked at of ce community,” he acknowl automation.”

Gartmore until leaving in 2005. He edges. “However, this a strongly ~ SWIFT is hoping that this proves

has recently set up BidRoute, a rmcompetitive environment and we to be the case. SWIFT’s 2010

which aims to help asset managershave now adapted our approach vérategy, meanwhile, incorporates

achieve best execution, a require a partnership with Ullink.” Ullink active support for the pre-settle

ment of the EU MIFID Directive offer their own FIX Hub service ment space as served by the front

(see page 36). “What is happening which is now being made availablend middle of ce. “SWIFT’s goal

in the front-of ce space is that thereto SWIFTNet FIX customers so is to provide standards, messaging

are massive, massive volumes of détay can use the SWIFT network tand value-added services across the

ying around,” he says. “In the front-access Ullink and the Ullink com full securities transaction lifecy

of ce space you need more real-timmunity of users. cle,” says Del Col. “We are actively

trading systems and | would be Others also disagree with the  working with Omgeo who have

surprised if SWIFT offer an awful lonhotion that SWIFT has come up made a submission to ISO in-sup

in that respect. Yes, in the back-of ceith too little, too late, proposing port of 20022 messages within the

space, you need secure messagingnstead that the buy-side is culpa pre-settlement space. We intend to

but it's not time critical.” ble because of its late-adoption ofenhance services to the front of ce
Mark Del Col, managing director,new technology. “The buy-side is and middle of ce, and to partner,

Broker Dealer Services, Securitiesnotoriously slow at coming to the where appropriate, with key previd

Industry Division at SWIFT, does table to express their requirement®rs to the front of ce in order to

not accept this downbeat assessmantl less than keen to share ideasdain critical mass. At the same time,

of the organisation’s front of ce-rel progress,” argues Baring’s Mitchellve will continue to explore strategic

evance. “SWIFT has been involved Bob McDowell, senior analyst,  opportunities to seamlessly link

in the front of ce for many years,” Tower Group, concurs with this viewfront and back of ce processes, and

he notes. “We developed standard$As a general rule, in the UK and maximise STP#

in 1995 for trade initiation and con

rmation (TIC) activities and have

been supporting these on the FlNu_SW”:T has tried to pUt its hand out
service. In fact, we are seeing confijiscreetly several times before, but |

ued growth in usage of these-mes

sages, especially the MT515 tradedON’t think it's been warmly shaken.

con rmation message.” The MT51

s a legally binding con rmation in There will be more automation because of

many markets and also the pointothe yolumes and because of the complex
inter-operability between FIX and

ISO messaging. It is, says Del Qol,nature of some of the business. | believe
awidely supported message with Q\\/|FT s well-placed to take advantage

more than 2,200 receivers.

“It is to our regret that the of this move to increased automation.”
SWIFTNet FIX Hub never

achieved critical mass in the front'Bob McDowell, senior analyst, Tower Group

Jeromee Johnson, senior analyst, TABB Group
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Shaking up
Asian networks

Advancing critical dialogue

How were Taiwan’s What lessons can  Will the
communications be learned from earthquake force

systems affected  what happened? changes to Asian
by the recent communications
earthquake? networks?

roviders have acknowl-  quoted research note published at tRer those nancial institutions

dged, Taiwan’'s earthquakend of 2006 by Standard Charteredexperiencing signi cant dif culty,
of December 2006 had a signi - estimated its likely cost at “hundredsiotably in such activities as FX
cant effect on the communication of millions of dollars” and spoke of where data latency of even “a mat-
networks of several Asian countrigbe “increased fragility” that had beeer of seconds” cannot be tolerated,
The undersea tremor hit 7.1 on theevealed in Asia’'s nancial markets. the rst lesson of the earthquake
Richter scale, prompted warnings Afparticular concern at the time wasvas the degree to which their
an imminent tsunami, and knockethe extent to which critical bre-op- in uence — and control over the
out some “98% of communica- tic cables in the region lay across, asituation — can be limited by a
tion” between Taiwan and Malaysialong, known earthquake fault linescrisis. The earthquake did prove
Singapore, Thailand and Hong  under the sea. the worth of regulatory initiatives
Kong, according to the island’s At the infrastructure level, how- obliging institutions to undertake
Chunghwa Telecom Company. ever, service providers tended to business-continuity planning, but

Aa number of telecoms  on their operations, although a widel{ey lessons

China Telecommunications be, and still are, upbeat. “We were what came to light, to the evident
Group also pointed to “severe able completely to reroute traf ¢ surprise of some parties, is that
disruption” of its internet con- without disruption,” says David  post-disaster recovery is also sub-

nectivity with Europe and the US, Guerineau, director of operations ject to regulation.
with phone and business traf ¢ for Asia at Etrali Business Services. An apparently frequent year-end
also affected “to some degree”. In“Our network was not affected experience in Asia was the “dif-
the event, cable damage took fty thanks to our redundant architec- cult” conversation between bank
days to return to its pre-earthquakeire.” As Guerineau concedes, Tai@id telecom/infrastructure provider
functionality, against a forecast  did disappear from trading screensin which the bank had to be told
three weeks, thanks to weather when the earthquake hit, but “only that no, it could not jump the
conditions, faulty repair vessels aridr a few hours”. Network disrup- queue to get back up and running.
the holiday season. tion lasted “a matter of seconds” arid the period immediately after a
Few nancial institutions are will- many users remained unaware of thigsis, the government mandates the
ing to discuss the earthquake’s impalisruption at the time it happened. order in which essential services,
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“If you can't get
through Asia, you
can still go the
other way round
the world.”

Karolos Michael, director of network
operations and services at
Colt Telecom

such as infrastructure and banks, 30-35% of Asian companies still the other way round the world.”
are brought back into operation. use point-to-point — and thus earthvou might lose Taipei, but you can
At the end of the queue is the requake-vulnerable, asynchronous still trade with the rest of the world
tail internet; hence the widespreadransfer mode/frame relay (ATM/ — unless you're in Taipei and you've
media coverage of the earthquakd=R) connectivity rather than IP. Bubeglected to set up redundancies
and the proliferation of Asian blogd ATM/FR is stripped out of the elsewhere.
bemoaning their inability to con  picture, the performance record of Guerineau describes Etrali's
nect internationally. Hence also thenodern multiple-streamed solu  Vision solution, whereby traders
joke that business-continuity plan tions is proportionately improved. can install basic trading software
ning should include taking on at  Describing Japan-based sister on their home PCs, or at other
least some government business.company KVH'’s invocation of jointlocations, and get into the market
A related lesson, or reminder, w&3/H/Colt Telecom disaster-reeov even if they cannot get into work.
that business-continuity planning ery plans in 2006, Karolos Michaegomething like that might be worth
has to extend beyond the enterprisiirector of network operations  packing in the ight bag.
to critical business partners and and services at Colt Telecom, says, But the nal irony of the Taiwan
suppliers. “You've got to look at th&inally, the simple question was, earthquake was that it happened
operational-recovery capability of which services can we take over while the region’'s disaster-recovery
suppliers,” says Terry Quigley, hedtbm KVH on a short-term basis?”planners were looking the other
of the nancial services sector at way. A key feature of disaster-re
Colt Telecom. “If you've got a criti Sharing the burden covery planning is that it splits
cal application being provided by At this level, the nal item on theinto generic planning, which is
two men in a garage, you might be&lisaster-recovery planning agendaplicable regardless of the nature
in trouble.” is knowing which of your other of the disaster, and scenario-speci ¢
Quigley’s point is not that major licensed operator (OLO) partnerglanning, which identi es likely
international banks typically sourcwill carry the load that you can threats and adjusts the generic-plan
their mission-critical systems in  not take. ning accordingly. There’s a risk with
lock-up garages, but that critical ~ With multiple providers main  the latter of getting too focused on
suppliers might not be as high up taining multiple streams on a basishe ‘fashionable’ scenario of the day.
the local get-back-up-and-runningof mutually guaranteed bandwidthindeed, while the tectonic plates
order as the bank itself. You canneia OLO partners as necessary, were grinding up bre-optic cables
open for business if the data feedsransit connectivity would have to off Taiwan, the signs are that the
do not work. take a big hit to go down. Indeed, region’s planners were working on
Among other revelations broughanother lesson of the Taiwan earttwhat would happen if too many
on by the crisis was the extent to quake is that disaster recovery hastaff caught avian u from their
which Asia is still using yester ~ become more of a local/regional turkey sandwiches.
day’s communications technology.planning issue than a globalchal The lesson is: keep your eye on
Quoted gures (notably from BT lenge. Michael says, “If you cant the ball, but don't ignore the rest of
Asia Paci c) suggested that some get through Asia, you can still go the playing eld#
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EARTHQUAKE LESSONS

Taiwan’s earthquake reveals a digital divide

By Cesar Bacani

Asia Paci ¢ Customer Services at Swifimmunications, suggests Mortensen. In particu-This is the
(Society for Worldwide Interbank Fiar, nancial institutions, logistics companies, global

nancial Telecommunication), was unfazed whemtamaufacturers, Asia-headquartered conglomeratehiggest cable
learned in December that an earthquake had sawe multinationals should take a closer look at their
ered sub-sea cables off Taiwan. He was con deammunications systems. “It's a matter of signing udisaster I've
that Swift’s 8,000 or so banking and corporate clienith a service provider that can assure you it has
around the world would be able to send and receivack-up and redundancy systems,” says MortenseBE€e in my 30
their usual 11m electronic messages a day witholsoanebody who is able to re-route traf c in case
hitch.“And | was right,” says Lodge.“Our system was of the cables break down, which is usually in fayealrs in this
not affected at all.” vor of IP-based technology.”

Not everyone fared so well. Especially hard hiNot surprisingly, BT, AT&T, and other service pro-bUSineSS."
were those wired through the legacy technologglers are looking to capitalize on the cable problem
known as ATM/FR (asynchronous transfer motiegrow market share.“This is the biggest cable disagllen Ma, president of
frame relay).“Non-IP based systems like leased terds/e seen in my 30 years in this business,” says BB$ Asia Paci c.
and ATM don't have the kind of exibility that yoMa.“This should send a signal to legacy customers to
nd in IP-based services,” explains Claus Mortenseve to MPLS” — that’s multi-protocol label switch-
research manager of Asia Paci c communications@tan IP-based network system that BT developed
technology research organization IDC. They seuiith router industry leader Cisco.
their data via the shortest path between two pointsSwift, which uses BT as one of its service provid-
and cannot re-route easily when that particular ess, also hopes to sign up new clients. It is trying out
ble is severed. SwiftNet Mail, a new email service to complement

Indeed, the Taiwan quake revealed a digital diiisleore messaging offering. “When you look at what
that still exists in Asia, between those that commur@ppened on the internet, where there has been a
cate via an IP (internet protocol)-based technoldgyof a muddle for a few days, certainly this would
on one side, and those that use non-IP systemdhame been an instance, from the resiliency point of
the other. view, where SwiftNet Mail would have been seam-

A surprising number of companies still use the lelsls,” says Brian Haughan, head of Swift's customer
technology. “We've been migrating customers toofferations division.
but about 35% of them are still on ATM/FR,” say8ut beware. Not all IP-based service providers
Allen Ma, president of BT Asia Paci c. They inclade created equal. Before the quake, telcos and ISPs
price-sensitive ISPs that buy bandwidth in bulksfsore up and down that they had back-up systems
resale to businesses and individual users. Cost iambbther contingency plans to prevent disruptions.
the only issue. Some IT departments maintain thairned out that the business continuity agreements
ATM is more stable than IP, since data is sent dirsctige had with the cable companies were not rm
from end to end, not broken down into packets,it took days before they were allocated bandwidth
routed separately and then reconstituted at the des-alternative cables.
tination. And not every company needs to be onlineSwift's Lodge says its service providers — AT&T,
all the time."“People in many Asian countries are uSednge Equant, BT Infonet, and Colt — performed as
to disruptions in communications,” says Mortensgmomised. But, as a major customer, Swift enjoyed pri-

Still, the Taiwan quake has many organizationsatgi-How high you are on a provider’s totem pole, as
ing whether they are on the right side of the digitadasured by the level of service you signed up for, is
divide. The question matters most for any busingssanother factor in surviving a future cable dxisis.

W hat catastrophe? Kevin Lodge, headtludt can’t survive without instant and always-on
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Connectivity and beyond

What are the What are the What added-

connectivity options current drivers value services
for new SWIFT for service bureau can such
members? take-up? bureaux offer?

IFT2010, the SWIFT been coming from mature markets,
o-operative’s strategy for thpossibly with an eye on corporate
est of the decade, envisagesonnectivity and securities players.”

an expansion of SWIFT's reach,
both geographically and into areaskdirt of the community
the corporate and securities marke&ervice bureaux are in themselves
While some of these new customerst new in the SWIFT context.
will no doubt want to implement  There are some 110 SWIFT-ap-
the direct connectivity that tradi- proved service bureaux, of which
tionally has typi ed SWIFT’s bank only 25% are in emerging markets.
membership, others will be seekingout of the 8105 SWIFT users,
other options. “When you add up 19% are connected indirectly.
the hardware, software, mainte- “In emerging markets, SWIFT Colin Kerr, senior analyst, Global Payments at
nance, licences, annual upgrade customers connecting through a TowerGroup.
costs and all the necessary domairservice bureau are typically smaller
expertise, it is rarely feasible for loyplayers,” says Stahle. “They may membership,” says Stahle. “The
volume nancial institutions,” says not have the technical resources application goes in the rst instance
Caoalin Kerr, senior analyst, Global in-house to devote to SWIFT con-to the Board secretariat. We seek the
Payments at TowerGroup. nectivity. They would rather focus approval of the national member or

At the same time, as SWIFT on their core business than dedicateer group in the country where the
extends its corporate, institutional staff to running the SWIFT inter- bureau will be based. Once an appli-
and geographical penetration, a nefiace.” Globally, he notes, differentcation is accepted, there is a regular
wave of service providers is aimingconsiderations may apply. “We haaenual control mechanism for those
to put the bene ts of membership mid-sized or even large nancial service bureaux not owned by mem-
within easier grasp of smaller and institutions in mature markets thatber banks to ensure compliance with
mid-sized organisations. “At the timgre connecting through service the established service framework.”
of SWIFTNet migration, we had a bureaux,” he notes. In mature markets such as the US
wave of new service bureaux com- To ensure that the choice is basednd Europe, SWIFT service bureaux
ing on board more for connectivity on business need, SWIFT has look set to expand at an average of
than for additional services, nota- established comprehensive Servicé0%-15% over the next two years,
bly in emerging markets,” says PerLevel Agreements (SLAs) with all according to Simon Murby, direc-
Stahle, manager, business solutioreccredited service bureaux. “The o, SMA Software & Consulting, a
payments, Commercial Channels boarding process for a new servicesSWIFT business partner and service
and Developing Markets, SWIFT. bureau is quite similar to how we abureau focusing on the UK market.
“More recently, applications have sess nancial institutions for SWIFTn developing countries, where the

52 DIALOGUEQ1 2007



REPORT |SERVICE BUREAUX

Photo: Robert Aberman

“We offer a fully
automated platform
so clients can buy,
sell and settle
through a single
interface.”

Simon Murby, director, SMA Software & Consulting

outsourcing model is already well- back of ce, many rms choose, for Recognising this, many of the
established, service bureaux use ixample, to outsource mission-critnew breed of SWIFT service bu
growing at a faster rate, primarily cal processes for disaster recoveryeaux offer more than just the basic
for reasons of cost and the need for For a nancial institution or cor IT and network services; they have
external expertise. In June 2005, fggorate deciding whether to opt foralso developed a portfolio of added-
example, Allied Engineering Groupservice bureau access, several fast@ge options that include such
(AEG), a SWIFT business partner will need to be considered, inelud functionality as message validation
for the Middle East and North ing current and future messaging and testing, data transformation
Africa, was the rst to sign up 100 volumes, diversity of messaging and integration to move nancial
members representing 24 countriesequirements and complexity of messaging data from the network
to its service bureau. Today AEG’sintegration with internal processedo back-of ce systems to populate
service bureau connects some 190 “We have positioned service  ERP applications.

customers across 40 countries in therreaux as part of the SWIFT con For Murby, this value-added

Middle East, Africa and Asia. nectivity portfolio,” Stahle explainscontent is strategic to his compa
“When sales people go out to ny’s growth, particularly among
The rise of outsourcing customers, they should really looksecurities market participants. “We

What swings the decision one wayto the needs of the customer rathesffer a fully automated platform
or another for a mid-sized bank  than pushing one connectivity  so clients can buy, sell and set
could involve a range of factors, sagption over the other. We support tle through a single interface,” he
Stahle. There isnt one answer, he both direct and indirect conneetiv says. “We are looking at bringing
notes. “If, for example, a nancial ity. It's the customer’s enterprise in smaller asset managers who
institution has a broader strategy o€onnectivity strategy that will deteare currently hardwired into the

outsourcing, then connectivity maymine their choice.” big fund managers and custodian
well be one element of that.” banks and are still using segmented
In recent years, both nancial anBeyond connectivity connectivity channels like faxes
corporate entities have turned to Connectivity considerations may and email.” Since faxes require
outsourcing to achieve operationafeature strongly in the initial manual handling, this inhibits-au

ef ciencies and free up resources ttecision to take the service bureatomation of the supply chain. Use
concentrate on their core compe route. As TowerGroup’s Kerr point®f a service bureau will, by contrast
tencies. With mounting pressure out, however, it does not neces *“ enable thousands of new SWIFT
to prepare for a plethora of new sesarily make sense to outsource thenembers, from a bank down to
curity and other EU requirements,connectivity piece alone, since thehe smallest fund manager or IFA
some organisations are choosing interfaces between SWIFT and a in the Channel Islands, to connect
to pass on this pain to business company’s business applications into the market and achieve all the
partners. Even with a full in-housewill still need to be developed.  bene ts of STP,” says Murl#.

DIALOGUEQ1 2007 53



INDUSTRY ROUNDTABLEDERVATIVES PROCESSING

Derivatives: theart
of the possible

An article in the last issue of Dialogue explored the challenges of autc
OTC derivatives processing. Here, six industry participants consider h
much has been achieved so far, where further effort is needed and wl
priorities for future initiatives should be.

To begin at the beginning, if we end-to-end automation covering  However, FpML and a reasonable

accept that ‘the best is the enemytrade capture, matching and the  set of taxonomies are important

of the good’, what would be a downstream recons. There are to accelerate us along the learning

realistic end-goal for automation standards in place, notably FpML, curve. History shows how

of OTC derivatives processing? that can be leveraged and built upommportant it is to choose the right
The vanilla products that Karel ~ formalisms to encourage innovation

Karel EngelenTwo main refers to are where the big volume ignd ef ciency.

conditions for automation are the for us. There isnt as much volume

ability to standardise the product in the more complex structured Fabian VandenreydtAutomation

and the fact that there is enough products. However, volume will groven a large scale does indeed

volume to make investing in and as it does so will the standards.require the right formalism to be

automation worthwhile. After all, if you go back a few years,in place to describe the products
The market for vanilla what is now vanilla looked incrediblyn a standardised fashion. But this

products will reach a high degree complicated, but standards have is not suf cient; the transaction

of automation in post trade evolved. Volume is the driver for  lifecycle and the assorted market

processing. In the ISDA operationautomation and standards. practices and rules need be agreed

benchmarking survey, we de ne upon too, allowing for ef cient

vanilla as ‘a product that can Bob Giffords:In the short term, management of the work ow

be matched or af rmed on a there are more limits to automatiofetween counterparties and easier

commercially available matching than further down the track. integration in users’ middle and

or af rmation service’. At the sameOnce we have a critical mass of back of ces systems.

time there will always be a part of automated components with

the market that is highly structuredrusted legals and joined-up ows, Genevy DimitrionAbsolutely.

with a lower volume and where  there will be a greater tendency toMarket practices and rules need to

automation is less of a requiremertte ne new complex products in  be agreed upon for successful end-
terms of the components. It will  to-end automation to occur.

GenevyDimitrion: The process so  be more cost-effective to do so and

far has been very manual and so we shall be able to de ne a more Bob Giffords:l think that as more

automation has enormous value  granular packaging of risk. buy-side rms get involved, those
for us. Generally, for the vanilla To nd the right set of market rules will start to emerge
derivatives, there’s agreement that components, however takes time. to facilitate outsourced service
we can absolutely reach the goal ofThere’s a bit of trial and error. delivery.
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The participants

Genevy Dimitrion , Karel Engelen, Bob Giffords, John Owen, Frank Reiss, Fabian Vandenreydt,
vice president, policy director and independent nancial COO, wholesale director, head of head of FX and
product and head of FpML, ISDA and technology bank, operations equity and derivatives derivatives markets,
technology solution, analyst & IT, ING Bank product management, SWIFT

State Street and Euroclear

vice-chair, ISITC

John Owen: | could not agree more John Owen:In short, yes, though | bene ts, they will work together to
with everyone; we must be able to think in the emerging markets themome up with the standards.
get to an end-goal of full internal is a need also to look to accounting

and external STP for the high- standards and legal structure. Bob Giffords:This market-led
volume products. The timing of the approach has certainly been
automation of the products should Genevy Dimitrion:! would say important in an industry that

get quicker and quicker as the regulators are looking at the right depends so much on innovation.
framework matureswe must build issues. They have a handle on  The regulators have been pushing
it so it is modular and exible or wewhere the problems are. From  on an open door, since investment
will always be chasing our tails.  our perspective, with transaction rms have themselves been

| also think that it is a realistic  noti cation, collateral and only too aware of the risks and
goal to want to automate the post+econciliations being the focus, inef ciencies.
con rmation events in the lifecyclethey're de nitely pushing in the However, in the next round there
of the trade. Novations, exercises right direction. may be more debate over what is
buy-backs and corporate actions, needed. Things are moving very
for example, should be integrated Karel EngelenThe focus from fast with new instruments and cross

in the same electronic matching the regulators on outstanding asset-class effects. Moreover, we
mechanism as con rmation. You con rmations has led to a focus mustnt forget that the regulators
could even go one step further  from the industry on automation are also encouraging the growth
and have cash- ows payments and a re-engineering from the  of the market by permitting
(premiums, xed or oating legs, processing cycle with, for examplegr indeed sometimes requiring
etc) electronically reconciled priorthe introduction of a central data investment rms to use these

to the payments to avoid nostro warehouse. The way the regulatorsomplex instruments to meet their
breaks and claims backlogs. And, lzdve tackled this — bring a problemegulatory obligations. It's the
course, there is the overall collatetalthe attention of the industry,  systemic risks that will be more

and portfolio side as well! and let the industry come up with challenging.

a solution — has worked extremely
Do regulators have a handle on  well. Given the recognised achievements
where the real problem lies? Are of the industry in dealing with the
they nudging the industry in the Genevy Dimitrion] agree. When  credit derivatives backlog, where
right direction? Does the industry you present the industry with do think the greatest operational
need nudging? a challenge and highlight the pressure is now? ¥
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“When you present the industry with a
challenge and highlight the bene ts, they
will work together to come up with the
standards.”

Genevy Dimitrion

Genevy DimitrionGreat progress  buy-side, more comprehensive  standards, though there is some
has been made in the industry  solutions will emerge. Moreover, thevay to go in encouraging all

around transaction noti cation.  intellectual demands of OTC are counterparties to adopt FpML.

Our next focus is the portfolio very high and, as Genevy suggests, We see risk monitoring as an area
reconciliation and the linked there are shortages of quali ed stafthat requires attention. Can our
collateral. We also see more both to process the ow and to clients accurately assess where the
investors entering into this space, invent new automated solutions. risk is on a particular trade? How
so having de ned standards is  When rms are negotiating their ~ can monitoring be enhanced prior
critical in being able to support thestructured products, they need to to reconciliation?

increased volumes and focusing dme incentivised to choose structures It also seems that bank-to-client

the more complex issues. that are more easily supported.  issues have been the main focus so
Additionally, both we and our ~ That means better market data andar, but banks have to hedge their

clients are nding it a challenge  benchmarking. positions with counterparties. To

to keep the best staff and properly date, this bank-to-bank area has

train them and subsequently Frank Reiss: At Euroclear, we've  received relatively little attention.

keep their training and market  not so far been active in OTC
knowledge current. This will be a derivatives processing, but we've KarelEngelen: From the regulatory
signi cant challenge to the buy sideeen studying the market to see perspective, the focus has shifted to

as we move forward. where we might be able to bring the equity derivatives space where
value to our clients. Industry effortthere is a backlog of con rmations
Bob Giffords:We seem to have so far can be grouped around as well, although not of the same

islands of ef ciency still surroundedreconciliation, risk monitoring and magnitude as the credit market was
by labour-intensive processes. As standards. ISDA has been doing experiencing in September 2005. The
the use of FpML increases on the well in developing the necessary challenges for equity derivatives are

“Today, utilities tackle different products
In isolation ... providing best-of-

breed solutions for each asset clas
separately; what people are looking fo
IS a standardised way to reach utilities
trading counterparties and clients.’

Fabian Vandenrey
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“The timing of the automation of the
products should get quicker and quicke
as the framework matures — we mus
build it so it is modular and exible or we
will always be chasing our tails.”

John Owen

different from the credit derivative things—- maybe we need better Bob Giffords:l agree with Karel.
challenges. In equity, a lot of the  management and compromise?  Many tools are there, but from

focus, through ISDA, is currently on my talks with the buy-side, it is

the different Master Con rmations, |Is there a best practice emerging still early days. There is a lot of

which vary by product and by regiomn the creation of new OTC experimentation. | think best

You need to have standardised instruments, drawing, for examplepractice and some worst practice

documentation in place though on ‘componentisation’, that will emerge and people should bear

before you can automate. facilitates automation? it in mind, but we have more basic
issues to address at the moment.

Fabian VandenreydtEquity GenevyDimitrion: The reality is

derivatives is indeed the next there are always going to be new Fabian VandenreydiTo refer

step, but as Karel points out, the types of derivative instrument. |  back to the rst question, | guess
supporting documentation rst personally havent seen any best best practice now needs to be
needs to be in place. | think better practice in terms of adoption of newsroadened further than in relation
servicing the buy-side in terms of products. | dont think we're there to the standardised description
cross-product noti cation to serviceyet. At this point we're essentially of the instruments. Work ow
providers is an important topic of reactive, trying to meet the needs management is key to automation.
which we only scratched the surfaa#.those products that are out there

The management of the exposuie terms of achieving automation. Does the industry now have the
that Frank alludes to vis-a-vis Once we have the end-to-end piecatilities it needs to tackle these
trading counterparties is indeed amle ned, that might introduce the  tasks?
important issue not only for dealempportunity for best practices.
to-dealer ow, but also with regard Karel EngelenA lot of attention
to the relationship between hedgeKarelEngelen: Financial products  has gone to the con rmation/
funds and their prime brokers.  Markup Language (FpML) which isaf rmation process and the utility

the industry standard for derivativeproviders have done a tremendous

John Owen: | think all my colleagues’and structured products has the amount of work in providing tools
comments are spot on. | would addbuilding block idea as one of its  in this space. Both downstream and
however, that we must really start tacentral concepts. It allows for rapidupstream, though, there is room for
address the ‘time to market' of someepresentation of new products in additional utilities and tools.
of these initiatives. We as an industigy certain asset class and provides
do seem to take an inordinate maore consistency across asset classask Reiss: The DTCC's Trade
amount of time to get some pretty When the FpML CDS working Warehouse and other trade-
simple things agreed. | certainly do group developed the single name recognition initiatives will bring
not have the answer to this, other CDS representation in FpML, signi cant value over time. The
than maybe actually discussing the for example, we used parts of the question is how fast they can be
processes we seem to go through interest rate speci cation to be ablerolled out and accepted by all
withindustry committees and then to quickly represent a complete fegparticipants. The market needs to
asking our technical people to agreéeg structure for credit derivatives. accelerate adoption. ¥

DIALOGUEQ1 2007 57



INDUSTRY ROUNDTABLEDERVATIVES PROCESSING

“The market for vanilla products will
reach a high degree of automation in
post trade processing. At the same time
there will always be a part of the market
that is highly structured with a lower
volume and where automation is less of
a requirement.”

Karel Engelen

Genevy DimitrionDTCC’s Trade  in the case of derivatives. It can basset servicer, we have to keep

Warehouse is certainly moving in enhanced to cope with the entire exibility as a key service tenet and

the right direction. The industry trade life cycle. differentiation factor in mind.

itself should be de ning the

standards that all of these utilities Bob Giffords:It has been said that Fabian VandenreydfToday,

adhere to. DTCC is de nitely the back of ce is the new front  however, utilities tackle different

going in the right direction, but  of ce. Traders and sales staff needproducts in isolation, indeed

there are others that are out thereto be more sensitive to the post- providing best-of-breed solutions

and we need to ensure that they arade impact of their deals. Both for each asset class separately;

actively working together. outsourcing and shared utilities what people are looking for is a
The rst crucial thing is that are evolving. This should be seenstandardised way to reach utilities,

FpML has been embraced as the however, as part of the larger trading counterparties and clients.

standard. Initially it was adopted bgcosystem that includes analysts, Interoperability between these

the buy-side and the sell-side, butrating agencies, indices and utilities is key. That's where

now custodians too have embracdsenchmarks. standardisation at all levels (product
it, the logic being, it's an existing description, work ow and technical
standard, let's enhance it to satisfy\Genevy Dimitrion:There is indeed integration) is paramount.

our needs. a great deal of pressure regarding

As an industry, we want best of what functions are considered  JohnOwen: To keep my theme of the
breed. We want to leverage what'front, middle and back of ce and overall Industry framework going, |
out there. The last thing | want to which players should perform the concur with Fabien's pointve must
do is build something from scratcHunctions. Clearly the distinctions get all the different utilities to work
FpML was the recognised standardre being blurred and as an together and in harmor!

“It has been said that the back of ce is
the new front of ce. Traders and sales
staff need to be more sensitive to th

post-trade impact of their deals.’

Bob Giffords
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