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SmartStream is Putting Innovation to Work for Ops
SmartStream’s Innovation Lab is paving a path for advanced
technologies to incrementally overhaul securities operations.
by Eugene Grygo

For many working in financial services,
cutting-edge IT such as blockchains,
robotic process automation (RPA),
artificial intelligence (AI) and machine
learning (ML) are initially showing
encouraging results via pilot tests
and proof-of-concept (POC) efforts.
Most are finding that these advanced
technologies are on their way to helping
financial services firms fix real-world
problems that hamper the evolution of
securities operations.
While some in the industry were hoping

for an overnight revolution via these
so-called disruptive technologies, the
reality is that the coming overhaul for
operations will be more methodical
than radical, and that’s good news.
Persistent, incremental progress is
turning out to be the better path as
revolutions are hard to carry off especially
in securities IT and operations. Legacy
systems, stubborn adherence to manual
processes, and entrenched business
cultures within firms are fierce barriers
to change.

Open to Innovation
But something is changing among
financial services firms, says Andreas
Burner, chief innovation officer at
SmartStream, a financial transaction
lifecycle management provider. After a
decade of a global regulatory onslaught,
it’s becoming clear that financial
services firms are open to innovation.
“If you look at the financial markets,
you can see that they’re changing a
lot,” Burner says. “I love machine
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While some in the industry were hoping for an overnight revolution via
these so-called disruptive technologies, the reality is that the coming
overhaul for operations will be more methodical than radical, and that’s
good news.
learning technologies. However, it
was not accepted to be applied in the
financial domain until recently. Now
you can see that banks are opening up
because they understand that they can
really optimize their business and they
can simplify their workflows a lot. … It’s
very exciting for me and my team.”
Burner is on a mission as he and his
team see that the securities operations
industry is on the verge of a major
pivotal embrace of new systems based
upon AI and ML.
In mid-2018, SmartStream announced
that its innovation team had started
working with financial institutions
to optimize workflows via AI, ML
and blockchain technologies for
reconciliations, cash management and
fees and expense management. The
team will also explore how AI and ML
techniques can drive down costs and
improve workflow efficiencies, and
how advanced data analytics can help
reengineer traditional models used
across back office processing.

others focusing on the deployment
of AI/ML and blockchain models
with financial institutions, according
to SmartStream. Their to-do list
also includes evaluating optimal AI/
ML modelling, data interpolation,
and running tests, implementations
and analysis of AI processes. The
analysis will focus on how AI/ML
implementations function best within
current production environments with
the intention of optimizing processes
that yield better business outcomes,
according to SmartStream.

“We focus specifically on the real-world
problems of our clients in the POCs.
We want to meet client needs and
innovate in that direction. ... So, for
me, innovation is really end-to-end. It
has to start with the team that innovates
and has to be put into the product line.
It has to go to all the customers. Then
the innovation teams have to let go of
all these innovations and start working
on the next innovations. That’s very
important,” Burner says.

Burner and his team have wasted
little time. They have helped launch
11 POC trials with SmartStream’s top
customers, and opened a direct line
to the vendor’s product centers with
the intent of putting the innovations to
work.
Ramping Up

For reconciliation and cash management,
AI/ML technology can be applied to
monitor, watch and learn, according to
a SmartStream statement. For example,
AI models are used to understand data
flows across the back office, and ML
algorithms are being applied to cash
flows to predict future scenarios. “In the
areas of fees and invoice management,
AI will understand formats and extract
and understand information used for
processing,” according to SmartStream.

SmartStream is not alone among
industry providers that are ramping up,
says industry analyst David Easthope,
senior vice president for the securities
and investments group of market
research firm Celent, a division of Oliver
Wyman. “[Vendors] need to ensure they
have the relevant expertise, such as
data science, in-house. Re-invention
is not necessary, especially since their
clients will rely on them to help them
understand what AI/ML means for the
business, at least initially. However, the
race for talent is real — engineering,
computer science, data science, and so
on,” Easthope says.

The highly skilled members of the
team, based in Vienna, Austria,
include mathematicians, applied data
scientists, computer scientists and

For the talent on Burner’s team, the top
priority is to stay focused on drawing a
direct line between IT innovation and
customer satisfaction.

Andreas Burner, chief
officer, SmartStream

innovation

For
the
moment,
SmartStream
Innovation Lab’s two teams — one
for
blockchain/distributed
ledger
technology (DLT) and the other for AI —
are focused on getting results for their
first forays.
“We started to ask where to innovate
first, and our product managers had a
lot of great ideas,” Burner says. “They
reviewed the products and they found
all the areas where we could apply
innovation. We also started to ask our
clients where they want innovation to
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“Now you can see that banks are opening up because they understand
that they can really optimize their business and they can simplify their
workflows a lot.”
- Andreas Burner, chief innovation officer, SmartStream
happen.”
An area of concern that rose to the top
of many lists is trade reconciliation.
“If you look at the reconciliation process
… specifically, where data doesn’t
allow exact matching … AI gives our
customers a lot of possibilities,” Burner
says. “If they allow for an AI engine to
come up with suggestions, they can
process much higher volumes in less
time. Then, due to inexact matching, of
course, there might be more mistakes.
However, this is typically still a great
business case for them.”

suffer from low-quality data, Burner
says.
The consequence of bad data is that
users wind up “fixing the data each and
every day in a similar manner, which is a
problem because, actually, data should
be fixed at the source system,” Burner
says. “However, this is typically not
easily possible because often the source
systems belong to other companies or
other groups, and managers don’t have
access to those systems to fix them. So,
systems keep getting low-quality data
and have to process it.”

this is that we can now use this data to
train AI systems to understand what the
users do, so that we process more data
by mimicking the users’ actions.”
Burner was not at liberty to reveal much
about the content of the POCs.

A recent report from global consultancy
Accenture, “Gearing Towards Intelligent
Automation (2018)” lays out at a
high level how AI could ease the recs
burdens:

“At the moment, we are running the
POCs and we are writing software that
is already integrated in our products but
only for those customers that contribute
or partner with us,” Burner says. “We
are now at that moment where we
are getting the results from the first
successful POCs. Then the product
managers will take our components
from the lab and will integrate them.
So, I believe in 2019, we will see the
first AI components that have been
created in the lab within SmartStream’s
product range.”

•

AI Gets to Work

•

“The operations team spends a lot of
time in research and reconciliation
of breaks;”
“An AI solution, such as a decision
tree algorithm, identifies patterns
in historical matching scenarios;”

•

“The AI tool suggests the operations
team with matching scenarios;”

•

And, “In cases where the
operations user provides additional
rationale, the machine also learns
continuously from the acceptance/
rejection criteria to build a
contextual knowledge base.”

Data Quality Issues
Beyond reconciliation, many other areas
of securities processing could benefit
from AI, especially if these functions

David Easthope, analyst, Celent
Yet machine learning may prove to be
helpful in resolving low-quality data
woes. This is because ML/AI-based
systems build incrementally upon
actions that end-users have had to
endure for years.
“For example, [end-users] manually
match records where the reference
number is not exactly the same but they
easily can see that these records belong
to each other,” Burner explains. “So,
as a consequence of low-quality data,
our clients have lots of user actions
in their system. The good thing about

Incorporating these advances, even
in increments, will be much more
challenging than a simple version
upgrade.
The World Economic Forum (WEF) and
accounting and professional services
giant Deloitte Touche Tohmatsu Ltd.
point out in a recent report, “The New
Physics of Financial Services,” that
“incumbent financial institutions must
invest in costly and unglamorous core
systems remediation to capitalize on
the full benefits of AI … Although these
upgrades seem daunting, incumbents
must consider these investments before
the transformational benefits of AI can
be realized.” In fact, the report also
finds that firms may have to “consider
wholesale replacements” of their core
IT infrastructures.
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Beyond major IT systems, workflows and
fiefdoms are also facing real change.
“It’s incremental, not an arms race,”
analyst Easthope says. “Though in some
small pockets, the incumbent players
may be threatened by fintech startups
deploying ML. Vendors, systems
integrators and other service providers
are ensuring that their solutions include
some of the basics — robotic process
automation (RPA), as well as some
elements of machine learning, although
ML is not universally applied. The
more advanced artificial intelligence,
however, is unevenly applied and not
pervasive at all.”
It’s safe to say that financial services
firms want the first generation of AI/ML
systems to be as universal and pervasive
as possible.
For its “2018 AI Predictions,”
accounting and professional services
giant PricewaterhouseCoopers (PwC)
offers the following insight: “AI will

come down to earth — and get to work.
It may not attract media headlines,
but AI is ready right now to automate
increasingly complex processes …
[and] is often ‘entering through the
backdoor.’ ”

now there are two answers to further
progress: blockchain and AI/machine
learning. We started the SmartStream
Innovation Lab … and we are looking
at the SmartStream product lines in a
completely new way.”

Yet current and potential customers of
Ops solutions and services providers will
have to carry out some due diligence
on their own to make certain that they
are getting real innovation, Easthope
cautions. “As usual, clients need to
own innovation in their organizations
themselves, but can rely on providers to
bring them new tools and technologies
to support their journey,” he says.
For Burner and his journey, everything
he has done up to this point in his
career has led him to this turning point.

SmartStream has more than 1,500
clients, including 75 of the world’s top
100 banks, eight of the top 10 asset
managers, and eight of the top 10
custodians, officials say.

Typically, the evolution of Ops systems
has been driven by cost efficiency. “But
I think with conventional technology
we have raised everything to a certain
level where you can’t easily optimize
any further,” Burner argues. “But
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