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Transforming TECHNOLOGY

A transformation in the development and delivery of technology solutions is allowing capital
markets firms to concentrate on their core activities. SmartStream is at the forefront of this wave of
change in the market.

T

he financial services sector has
undergone a sea change in recent
years. In the post-crisis era, firms
face tighter margins and greater scrutiny
from regulators, shareholders and investors.
Advances in financial technology (fintech)
are increasingly alleviating these pressures,
however. Many firms have discovered that
using valuable time and resources to create
and operate their own technology and systems for certain activities only serves as a
distraction and does not actually add much
value to their business.
In areas such as data management, for
example, capital markets firms now have
access to technology from third parties that

enables greater operational effectiveness
and cost-efficiency. Technology specialists
have not only continued to develop new
solutions to address this current climate,
but there has also been a transformation in
terms of how these solutions are delivered.
As more organizations start to consider
the merits of outsourcing, as well as the
development and ongoing management
of certain systems and processes, these
benefits of cost reduction and operational
efficiency have become clear. As a result,
the market increasingly has access to more
responsive, tailored solutions that can be
developed and delivered with speed in
response to demand.

Market Developments
A combination of events has led to this
environment, including the growth of
organizations and their client bases, the need
to address new financial regulations relating
to reporting and transparency, and a desire to
optimize internal systems often comprising
a variety of legacy systems. Many financial
firms simply do not want to spend the time,
money or effort to develop new systems and
processes in-house in response to these issues.
“Dealing with reference data is very
costly—the operations teams are large, and
the complexity of acquiring and cleansing
the data is pretty significant,” explains
Jeffrey Bauer, head of client delivery at
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SmartStream. “It is an area that,
more often than not, doesn’t create
any competitive advantages for a
financial institution.”
As a result, outsourcing has
become an attractive option for many
organizations in today’s financial
markets. There is growing demand
for smarter technology that can support data management systems and
processes in a more cost-efficient and
effective way, satisfying regulators,
shareholders and investors, but also
enabling the organization in question
to remain nimble and open to new
investment opportunities. Choosing
the right partner is crucial, however.
“Financial firms want to make
sure they are working with a reliable vendor with systems that can
cope with pressure,” says Haytham
Kaddoura, the newly appointed
CEO of SmartStream. “Developing
this technology is not part of a financial firm’s day-to-day activities, nor
do they want it to be—they want to
give that up to concentrate on more
strategic opportunities,” Kaddoura
continues. “So, whether it’s a relatively quiet day or an exceptional
event—such as the market anomaly
following the UK’s Brexit referendum in June, for example—financial
firms want to make sure the vendors
they are working with are capable
of supporting their operations under
any circumstances and across multiple geographies”

“The utility model has been on the radar of
banks for the last few years, and, given our
expertise in reference data management,
we joined forces with these top-tier banks
to formulate an industry utility in that space.
The idea is to have the banks cooperate
along with our technology on something
that could serve other industry players.”
Haytham Kaddoura, SmartStream

Outsourcing Trend
This trend toward outsourcing is
particularly relevant in relation to
reconciliations, according to Julian
Trostinsky, director of client services at SmartStream. In the new
regulatory environment, financial
firms must be able to onboard new
reconciliations quickly and more
efficiently than ever before, as well
as decrease the number of reconciliations performed manually in order Julian
to mitigate the risks associated with Trostinsky
SmartStream
manual processing.

Again, it is in a bid to tighten
these elements, while maintaining an eye on the bottom line, that
organizations are increasingly looking to third-party vendors to handle
this element of their operations.
“Over the last few years there
has been a tremendous growth in the
number of reconciliations that our
clients have been performing and an
even higher number of reconciliations that they haven’t yet deployed
into their current solutions, creating
a backlog,” Trostinsky explains. He
adds that SmartStream attracts clients that need solutions to help clear
these backlogs and create a more
standardized approach to reconciliations processing. Many clients also
want to outsource the burden of
providing production support, optimization services and reconciliation
services internally.
“Three years ago, we created
our Central On-boarding Utility
(COU) to primarily concentrate
on the services of on-boarding
reconciliations for clients with such
problems,” he says. “Since then,
the COU has evolved into a true
Center of Excellence, hosting and
managing SmartSteam’s Transaction
Lifecycle Management software for
clients, on-boarding reconciliations,
and providing production support
services, as well as performing Level
1 (manual) reconciliations.”

Using Utilities
While outsourcing certain elements of
technology development and management to a third party has become a
common move in recent years in the
financial sector, those organizations at
the leading edge of innovation in this
area have gone a step further by taking
advantage of mutualization.
A utility model allows financial
organizations to outsource middleand back-office systems, gaining
crucial cost-efficiencies, as well as
access to shared knowledge and experience. Data is maintained on a group
basis and overseen by a vendor with
the necessary expertise. As such, the
benefits of using a mutualized solution such as this include improved data
quality, timeliness and consistency. In
the area of reference data specifically,
utilities provide financial firms with
access to information that has already
been normalized and validated, saving
users from the need to use their own
time and resources to manage this type
of data.
The collective aspect of utilities is key because it allows all users
to benefit from shared information
and experience, according to Bauer.
“Everyone has access to knowledge
relating to issues that other users
have already solved, as well as those
they haven’t,” he says. “This gives us,
the vendor, the opportunity to solve
problems that individual clients may

in association with

trading technologies for financial-market professionals

not have been able to work through
alone. All new clients on the platform
benefit from that collective knowledge and our shared experience.”
Bauer adds that a utility model provides a much higher quality of data
to clients, as well as allowing them
to reduce the size of their internal
data operations teams. He sees the
concept as a game-changer for the
industry, believing it will “significantly” alter the way organizations
access market and reference data in
the future.
SmartStream
launched
its
Reference Data Utility (RDU) in
October 2015 in partnership with
Goldman Sachs, JPMorgan and
Morgan Stanley. The solution was
developed as a multi-tenanted service
that is scalable and auditable. Kaddoura
says SmartStream’s utility is able to
support the core aims of most financial
firms in the current market environment: meeting regulatory requirements
and shareholder demands, while still
maintaining margins by supporting
higher revenues and more cost-efficient
operations. As a result, SmartStream
was able to team up with these three
banks to create its RDU.
“The utility model has been on the
radar of banks for the last few years,
and, given our expertise in reference
data management, we joined forces
with these top-tier banks to formulate
an industry utility in that space,” he
says. “The idea is to have the banks
cooperate along with our technology
on something that could serve other
industry players. And they are not
only investors in the first industrybacked utility—they are also the first
customers, which is a validation of our
solution.”

building on the RDU, SmartStream
has further challenged traditional
delivery methods for technological
solutions by establishing a Centre
of Excellence for reconciliations
processing.
Through the Centre, SmartStream
works with a range of financial services
organizations across geographies and
product types that have handed all or
part of the reconciliations process over
Jeffrey Bauer
to the vendor. “The beauty of this
SmartStream
solution is that we have standardized
the operational processing of reconciliations across all asset classes, as well as
exceptions management,” Trostinsky
explains, adding that this creates significant time and resource efficiencies.
He says the aim of the process is
to use automation to reduce costs by
a minimum of 20 percent, but the
reduction is often closer to between
30 percent and 40 percent. For one
large global bank, SmartStream’s
optimization process has already met
its auto-matching target of 90 percent
and is now on course to reach 97 percent auto-matching.
“Our engagement with this
organization began about three years
ago, with our first challenge being
to migrate all of its legacy reconciliation systems on to our Transaction
Lifecycle Management Premium
solution in order to cut costs relating
to the hardware needed to host this
older technology,” Trostinsky says.
“Migration took about nine months
and then we concentrated on the optimization process.”
He adds that this process significantly reduced the costs previously
incurred by the bank due to the use
of multiple vendors for onboarding,
reconciliations and support.

Looking to the Future
The utility concept will be central to SmartStream’s business
model going forward, according to
Kaddoura, who calls it “one of our
core foundations, alongside our
reconciliations business.” Indeed,

Satisfying Demand
In a bid to further satisfy demand for
greater third-party vendor involvement in technology development,
SmartStream has also recently
launched its own innovation center,
SmartLabs. According to the com-

pany, its mission is to “proactively
investigate and evaluate emerging
and disruptive technologies” using
SmartStream’s market experience
and knowledge to ensure new solutions are delivered with speed. The
first SmartLabs solution, SmartRecs
OnDemand, is a hosted reconciliations service designed with smaller
firms in mind.
Alongside the utility, the Centre
of Excellence and the SmartLabs
initiative now comprise the major
elements of SmartStream’s drive to
bring solutions to market in a faster
and more responsive way, while also
offering clients a customized experience. SmartStream’s ability to read
the market and deliver in this way
can largely be attributed to more
than 20 years of experience in the
market, according to Kaddoura.
“We are not a company that has
been set up in the last three or four
years—we’ve got a long history in
this business,” he says, adding that
SmartStream employees come from
a range of financial firms, which
provides a valuable user perspective
to the development of its products
and services.
Interest in these solutions and
services from technology providers
is certainly growing as the groundswell of change within the financial
services in recent years has led market
participants to reevaluate their business activities. The increased use of
outsourcing that has come about as a
result has led to the development of
the utility model.
The benefits of this type of
structure are clear as financial firms
streamline their operations, creating
more time for core activities. Vendors
at the leading edge of this movement
will continue to look for new ways
to develop and deliver technology
solutions. Financial firms will benefit
from more opportunities to take a step
back and entrust these key back- and
middle-office processes to established,
experienced technology partners. W
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We deliver the solutions.
You take care of business.
More than ever, businesses are turning to innovative technology to stay
ahead. At SmartStream we have helped over 1,500 customers to implement
the necessary risk controls to manage complex processing and regulatory
requirements across their middle and back-office operations.
Whether you require a reference data utility, reconciliations, collateral
management, cash & liquidity management or corporate actions
processing solution, make sure you select the trusted market leader.

@SmartStream_STP

