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Value chain of a security

The key success factors / \

To get an attractive
market , the 4 steps must
be considered :

Trading » Trading :,solid regulatory

framework

Clearing (when applicable) > Clearing : central

counterparty securing the
transactions

Settlement > Settlement : real time
gross settlement system

» Cash : Central Bank
Money

- /
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Structure Evolution

/ Before the Custodian Role , After the Custodian Role

v When securities existed only in paper P:’ ebs“scuf‘g ?orggglliotrg . v’ Custodian have economies of scale to
form, investors keep them , either be &arket provide services to their customers at a
their own premises or those of a price that is less than what the customer

safekeeping service provider would spend

v Severely delayed settlement of “ v Specialized services that cater to
securities transactions rised to liquidity different customer segments.
problems in the financial markets.

v One single participant performed all the
steps in the chain

Automatization and
pressure Cost

B Purchaser of Service @ Supplicr of Service

*Source: ECB
Occasional Papers :
The Securities Custody
Industry
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The memberships

/ Chain Infrastructure Actor

1. Trading 1. Regulated markets/OTC 1. Trading desks

Post Trade area

2. Clearing 2. Clearing Houses 2. Clearing members
3. Settlement 3. Central Securities Depositaries 3. Custodians
4. Cash 4. Central Banks 4. Payment banks

A 4 \ 4

All roles can be played by the same actor or alternatively an actor can cherry picking any
n of this role. But the more efficient model is the one when 1 entity performs the trading
activity while all Post trade tasks are performed by a third party(custodian)
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Main actors in the financial industry

/

Impqrtant Sell side i Buy Sid? Corporate

:Y'O?S'um (Broker, Dealers, Bks...) cé?nspsaenirgsnsgr?sriso,r:nlflljrr\?jg?ﬁ) (EED)

Settlement volumes [ o O

Asset servicing [ ) ® O

Domestic positions O ® o

International positions o O O

Local proximity () O o

Local context () O [ ]

Real time reporting (] (o] O

Harmonised reporting (o] [ O

Accounts structure proprietary account O proprietary account

Accounts ownership client Omnibus account client

CSD — client CSD — custodian — buy side CSD — custodian — client

Reporting flows (CSD format) (CCSD format) (flexible format) (CSD format)  (flexible format)
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Clearing - CCP main features

/

The role of the CCP has been key in these last years in Europe
as intermediate of the Market

CLEARING HOUSE

Trade Registration
Novation Guarantee
Multilateral Netting
Risk calculation/Margining
Default & fails management

All Assets
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Securities Accounts Structures : 2 open options |

/

" Omnibus Model

= Segregated Model

Local Custodian Local Custodian

Omnibus Positions cl1 cl2 CSD Miror Accounts
X+ty+z X y cl2
.
cl3
c
CSD with possible POA
CSD
Local custodian
cli
X+y+z
a
cl2
b
cl3
c
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Securities Accounts Structure : 2 options

Clearing (when applicable)

/

Segregation at custodian level X
Segregation at CSD level X

Control of positions X
(securities & cash)

Shareholders identification X

Reporting CSD —custodian —client

(flexible format)

Account opening Custodian name

X

X

X

CSD - client (CSD format)
N custodian view

Client name
(with possible POA to the custodian)

In any case the model should be compliant with the local laws (# across

countries)
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Cash Accounts Structure --

/

To protect the asset of its clients, the custodian has a bank
status in Europe, managing the cash part of the operation

= CSD level
purchasing
Securities account '//pm Central Bank Account

€

collaterisation on flows/stocks favour

the Central Bank

= Custodian level

Securities account of the client Cash account of the client
X 123
y &
z credit line facilities
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The depositary function

/

= Control of the investment policy of the funds (based on an accounting
inventory received)

= Specialist dedicated to control and vigilance of the investment policies

= Making these tasks mandatory before the fact implies huge investments,
bears operational (missing deadlines) and legal risks (settlement may exist
as soon as the bargain is struck , i.e. before the depositary is aware of the
payment)

= Monitor the compliance of coefficients and investment limits (legal and
internal)

~ Alternative funds are not only private equity funds (low volumes) but also non
UCITS funds (high volumes) investing on listed companies. A before the fact
approach will jeopardize the development of such securities

~=all BNP PARIBAS :
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Automatization - The Straight Through Processing

/

The Solution?

«Capacity to treat a transaction
without any manual intervention

*Not only a matter of
automatization but essentially the
way to deliver to the clients the
best service at the cheapest
possible price while keeping
under control the risks

*80% of the operations are
STP->20% of the back office
costs

20% of the operations non STP->
80% of the back office costs

Why is important ?

*Get more quickly the confirmation
of the transactions

*Reduce the timeframe between
trading and settlement

Limit the settlement fails
*Produce the reporting very
rapidly

Reduction of the creditrisk
Reduction of the operational risk

4

Decrease the overall price of a
transaction
Comply with regulation

e
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How to achieve it ?

*Barriers
*No integration front-back
*Too many standards leading to
fragmented solutions

sLevers to use: promoting local best
practices
* A single set of standards commonly
agreed by the industry
*Messaging ISO : 15022/20022
*Settlement discipline
*Streamlining the IT  model
adaptability to volumes and products
to allow a real time monitoring of the
transactions
*Highly skilled profiles
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An Evolving Regulatory Environment

Trading MIEID = Push to mandatory use of Market
Infrastructures for all financial actors
= |[ncrease need for collateralisation for
EMIR/DEA both buy and sell-side players

New constraints for Market
Infrastructures

.?285 R = Increased competition between Market
Custody AIEM / UCITV Infrastructures
- - = New Market Infrastructures
Cash Euro
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Main On Going Projects

/[ } [ | ThirdParty collateral Management

Issuers
[ Central Bank l—»— LEI
R Shareholders _| Securitization
meetings

l Trading platforms l

MIF 2/MIFIR |
—
ﬁ Trading ﬂ EMIR
0 Asset ‘ : _ J
2L —— m Clearing Clearing Houses
s
2 AIFMD
E S
']
k=
l Central securities depositary l
/
—/

SLL/SLD

Corporate events

Investors Issuers services
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Lessons Learned - Post Trade in Europe

/A

More and more regulated activity because of the
financial context

Must comply with the treatment of the worldwide
financial crisis and the on-going European financial
integration

Rely on state of the art market infrastructures
Strong proximity with the central banks

Is one of the key success factor of the financial industry
and instrumental in the animation and the leadership of
a financial region.

Seeking responses to the crisis regulatory tsunami to
reinforce the market stability but that could jeopardize
the current economic models

Profound changes are scheduled in Europe to achieve
the financial integration

The financial crisis (since 2008) confirmed the

ISO messages

Settlement Finality

Cash management
model

Discipline Regime

Accounts Structure

0:.

v:

A

TN

15022 /20022

SF1/SF2/SF3

RTGS Model

Settlement ratio/penalties

Omnibus/ Seggregated

importance of the

2l securization of the operations and therefore a renewed interest for the post

.-

trade
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THANK YOU!
/

<>l

BNP PARIBAS :
St CURTIIES SEHOICES | The bank for a changing world




The information contained within this document (‘information’) is believed to be reliable but BNP Paribas Securities Services does not
warrant its completeness or accuracy. Opinions and estimates contained herein constitute BNP Paribas Securities Services’ judgment and
are subject to change without notice. BNP Paribas Securities Services and its subsidiaries shall not be liable for any errors, omissions or
opinions contained within this document. This material is not intended as an offer or solicitation for the purchase or sale of any financial
instrument. For the avoidance of doubt, any information contained within this document will not form an agreement between parties.
Additional information is available on request.

BNP Paribas Securities Services is incorporated in France as a Partnership Limited by Shares and is authorised and supervised by the ACP
(Autorité de Contréle Prudentiel) and the AMF (Autorité des Marchés Financiers). The BNP Paribas Securities Services' London branch is
subject to limited regulation by the Financial Services Authority for the conduct of its investment business in the United Kingdom and is a
member of the London Stock Exchange. BNP Paribas Trust Corporation UK Limited is a wholly owned subsidiary of BNP Paribas Securities
Services, incorporated in the UK and is authorised and regulated by the Financial Services Authority. Details on the extent of our regulation
by the Financial Services Authority are available from us on request.

The services described in this document, if offered in the U.S., are offered through BNP Paribas and its subsidiaries and its affiliates.
Securities products are offered through BNP Paribas Securities Corp., a subsidiary of BNP Paribas, a broker-dealer registered with the
Securities and Exchange Commission and a member of SIPC, the Financial Industry Regulatory Authority, New York Stock Exchange and
other principal exchanges.
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