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Introduction & Acknowledgements

This is our first survey of the reconciliations market. It was conducted in association with Fiserv who
helped develop the question set and publicised both the survey and the event. We would like to
thank them for their assistance.

As with similar surveys our objective was to take a snapshot of the market, this time with regards to
reconciliations processing in order to identify the challenges that exist and how they are being met.

As always, our surveys summarise the views of the respondents and we have deliberately kept our
comments short except where there is an obvious need for explanation or interpretation.

We would also like to thank the respondents to the survey whose informed insight is what gives the
results their significance. We have included as Appendix 1 a list of comments given and advice
offered by respondents to anyone considering automation.

If you have any questions or queries about the survey results or would like to know more about the
services of CitylQ please contact:

Paul Wiltshire or Dee Radford on: 020 7073 2925 or by mailing

Highlights

The highlights of the survey are as follows:

e When selecting reconciliations software, reliability and functionality were seen as being
most important. Very few respondents were concerned about the ongoing viability of the
vendor, or the delivery mechanism for the product.

e Operational efficiency and risk mitigation were seen as being the key drivers and the areas
of biggest benefit when it came to automation. The opportunity to centralize was perhaps
the biggest unexpected benefit provided by automation.

e Two thirds of respondents identified reconciling OTC and ETD transactions as one of the
biggest challenges facing the back office.

e Regulation was seen as an important factor in the move to increased automation, with the
majority of respondents reporting it was driving their organisations in that direction.

e 80% of respondents highlighted spreadsheet usage as a potential risk area in reconciliations

e Over 40% of respondents intended to increase the level of automation in their
reconciliations process with half of these having initiatives that were already underway.
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Survey Dimensions
Representatives of 24 organisations took part in the survey and the relatively small size of the

sample should be taken into account when interpreting the results.

The survey population has a strong UK bias with respondents generally holding a senior position in a

global provider. Multiple prime broking relationships were the norm.

The slides below give a more detail breakdown of the survey population by business profile,
geography and job function.

Business Type

CitvIO Ltd

62%

Page 4 of 24

Global Manager

B Regional Manager
o Specialist Manager
H Pension Fund

@ Other

Nov 2010




Geography

85%

B UK
B Europe
B ROW
4%
11%

As with most CitylQ surveys, the vast majority of responses came from individuals based in the UK.

Job Function

B Executive Management
B Business Management

& Other

27%

The “Other” heading comprised primarily reconci
analysts.
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Prime Brokers

=1

m2to5

HG+

Over two thirds of respondents dealt with multiple prime brokers reflecting the size of the
organisations involved in the survey.
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Automation

We asked respondents their current state of automation. A small number were still manual, which in
this case means relying on spreadsheets. Half reported that they had fully automated
reconciliations, with the remainder describing themselves as being part automated.

50%

= Manual

= Automated

@ Part Automated

Respondents were then asked to name their software supplier. The results are shown below. It
should be noted that a number of respondents decided not to answer this question.

11% 4% 4%

B Smartstream
B SunGard

| Fiserv

B Cars

B Excel

@ No Comment

& |n-House

Smartstream had the largest footprint in the sample, with nearly 40% of those who answered the
guestion naming them.
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Our next question asked respondents to select their preferred delivery model. The traditional model
of having a locally installed solution scored most highly. However the option of having either a
hosted or a managed service scored relatively highly, reflecting perhaps the way that this area might
be moving.

18%

BBPO
23%

3 Hosted

B SaaS/Managed Service

9% mnstalled locally
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Our final question in this section looked at automation plans. Again a significant number of
respondents skipped this question. Twenty three percent of the total population (and 46% of those
who answered the question) , reported that they were already doing something. A similar number
had this as an s kvdndé we saent antelbngent 6f selectioh bias — it is clear that
there is a reasonable amount of activity in the space, with probably more to come.

16%
| Yes - in-progress

| Yes - within the next
twelve months
@ At some point

= No

& No response
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Selection Criteria

What do organisations take into account when looking to automate reconciliations? We listed nine
possible selection criteria and asked respondents to select all those that were important to them.

0%

100%

Reliability of software

Functionality

Scalability

Ease of use

Quality of Support #

Price

Delivery Model
Financial Strength

Other

With this slide it pays to look at relative priorities. Reliability and Functionality are seen as being
most important, Ease of Use, Quality of Support and Price less so. And if there figures are to be

believed, the method of delivery and the financial strength of the supplier are minor considerations
when deciding which way to go.
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Drivers & Benefits

Our next set of questions looked at drivers and benefits; seeking to understand what drove people
down the automation route and what benefits were accrued as a result.

Respondents were asked how important each of the following criteria was to them. We then
weighted the responses (See Appendix 2 for more details) to determine relative importance.

0.00 1.00 2.00 3.00

Operational Efficiency

Risk Mitigation

Financial Control

Transparency

Management Reporting

Regulatory Compliance

Centralisation

Customer Reporting

Using the same set of criteria we then asked respondents where the benefits of automation had
accrued.

0.00 1.00 2.00 3.00

Operational Efficiency

Risk Mitigation

Transparency

Centralisation

Management Reporting

Financial Control

Regulatory Compliance

Customer Reporting
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By comparing relative rankings it is possible to identify where benefits have exceeded or failed to
meet expectations. This is represented in the slide below.

Operational Efficiency for example ranked as the most important driver and the most important
benefit.

Financial control however was seen as the third most important driver but only the seventh most
significant benefit.

(Lines that slope down from left to right indicate the driver is more important than the benefit. Lines
that slope up from left to right indicate drivers that generate a greater benefit than expected)

8 ¢ $ ==Operational
. ” - Efficiency
<#=Risk Mitigation
6 > : :
=&=Financial
Control

S - \ g <«Transparency

4 : : =*=Management
Reporting

3 v

a ©-Regulatory
Compliance
2 v v Centralisation
1 - ' - ==Customer
Drivers Benefits Reporting
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Market Views

In all our surveys we ask respondents to assess how strongly they agree with a number of
statements that we make about the market. In this case all the statements we made received strong

support, as can be seen by viewing the results for each statement below.

We recognise the need to automate the reconciliation of ETDs
60%

50%

40%

30%

20%

10%

0%

U =« =
v

B Strongly Agree B Agree [ Neutral

B Disagree [ Strongly Disagree

Regulation is driving us towards an automated reconciliations solution
60%

50%

40%

30%

20%

10%

.
0%

-10% V

B Strongly Agree B Agree [ Neutral

M@ Disagree [ Strongly Disagree
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My company views spreadsheet use as a risk
60%

50%

40%

30%

20%

10%

0% -\/
-10%

W Strongly Agree B Agree [ Neutral

Ml Disagree [ Strongly Disagree

Reconciling OTC/ ETD is one of the biggest challenges for the back office
60%

50%

40%

30%

20%

10%

0% -\/
-10%

W Strongly Agree B Agree [ Neutral

Ml Disagree [ Strongly Disagree
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My company views review and approval as a critical component
60%

50%

40%

30%

20%

10%

0%

G o D
o

B Strongly Agree B Agree [ Neutral

B Disagree [ Strongly Disagree
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Regulation

Respondents were asked about regulation, and which regulatory / compliance measures they were
most concerned about. The number of “votes”

for each measure

16 —

Wb
" ‘[

-

10 +

8 L/

/

1

/
/
/
/

.
(

1
Sarbanes Basel Il MIFID AIFMD FSA Reform Other
Oxley

FSA reform scored most highly, with just under two thirds of respondents identifing it as an area of

concern. MIFID continues to be a concern and Alternative Investment Fund Management Directive
also garnering a significant vote.
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Control Statements

In the final set of questions we asked respondents about control and control related issues. Again

the statements received strong support and demonstrated that respondents were confident about
their current arrangements.

We are confident that review and approve processes operate effectively
60%

50%

40%

30%

20%

10%

0%

' e -
N

@ Strongly Agree B Agree [ Neutral

Ml Disagree [@ Strongly Disagree

There is a formal review and approve process for reconciliations
60%

50%

40%

30%

20%

- =
0% -\/
-10%

W Strongly Agree B Agree [ Neutral

Ml Disagree [ Strongly Disagree
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We are interested in automating review and approval
60%

50%

40%

30%

20%

10%

0% -\/
-10%

W Strongly Agree B Agree [ Neutral

Ml Disagree [ Strongly Disagree
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Appendix 1 7 Respondent Comments
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a{Sd I O 2 Jomaty'as Rourii $tandard, publish it using clear and unambiguous
documentation, and stick to it. Let your downstream providers publish to that format and use ETL to
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Appendix 2 - Survey Method

The survey was carried out by CitylQ using our in-house tool set. All respondents were asked to
include their email address as part of the survey and were subsequently contacted as a check against
impersonation.

A small number of responses, deemed to have been submitted by individuals outside of the industry
were discounted from the survey.

Most survey questions were optional. Except where stated, percentages are shown to reflect the
views of the respondents who answered the question and not the total population of respondents.

Where questions allowed respondents to grade their response (strongly agree, agree etc) the results
have been weighted when presented in graph format using the following formula.
=((A1*3)+(A2*2)+A3)-((AS)-(A5*2))
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Appendix 3 7 Survey Questions

Basic Data

Name

Organisation

Email

Job Title

Job Function

Geography

Organisation Size

How many custodians/prime brokers do you deal with?

1. How do you currently manage the reconciliation process? (Routing Question)

e Manual (spreadsheets) (route to Q3)
e Automated (route to Q2)
e Part-automated (route to Q3)

2. What software do you currently use? (Tick one)

e Checkfree/Fiserv

e Smartstream

e SunGardCheck

e In-House

e Other (please specify)
(Route to Q4)

3. Do you have any plans to automate or increase the level of automation in your reconciliations

process? (Tick one)

e Yes—in-progress

e Yes—within the next twelve month
e At some point

e No (route to Q8)

4. What was your preferred delivery model? (Tick one)

e BPO

e Hosted

e SaaS/Managed Service
e Installed locally
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5. What are your key criteria when looking for a reconciliation solution? (Tick all that apply)

e Reliability of software
e Functionality

e Scalability
e Ease of Use
e Price

e Delivery Model

e Financial Strength

e Quality of Support

e Other (Please specify)

6. How important were the following factors in influencing your decision to automate your
reconciliation processes? (Options —extremely important, somewhat important, neutral, not very
important, not at all important.)

e Financial Control

e Regulatory Compliance

e Transparency

e Operational Efficiency

e Customer Reporting

e Management Reporting

e Centralisation and Standardisation
e Risk Mitigation

e Other (please specify)

7. What benefits were realised by automating your reconciliation processes? (Options ¢ significant
benefit, some benefit, very little benefit, no benefit, no benefit, no opinion.)

e Financial Control
e Regulatory Compliance
e Transparency
e Operational Efficiency
e Customer Reporting
e Management Reporting
e Centralisation and Standardisation
e Risk Mitigation
e Other (please specify)
(Route to Q9)
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8. What are your impediments to automating or the reconciliations process (tick all that apply)

e Difficulty in building a business case
e lLack of management buy-in

e Competing priorities

e Lack of available vendor solutions

e No impediments

e We are fully automated

e Other

9. How strongly do you agree with the following statements? (Options —strongly agree, agree,
neutral, disagree, disagree strongly, N/A.)

e We recognize the need to automate the reconciliation of exchange traded derivatives

e Regulation is driving us towards an automated reconciliation solution

e My Company Views Spreadsheet use as a Risk

e My Company views the Review and Approval Process as a Critical Component of the
Reconciliation/Financial Close Process

e One of the Biggest Challenges Facing the Back-Office Today is Reconciling Exchange Traded
and OTC Derivatives

10. Which of these regulatory / compliance measures are you most concerned about? (Tick all that

apply)
e Sarbanes Oxley
e Baselll
e MIFD

e Alternative Investment Fund Managers Directive
e FSA Reform
e Other (please specify)

11. How strongly do you agree with the following review and approval reconciliations process
statements with regards to your organization? (Options —strongly agree, agree, neutral, disagree,
disagree strongly, N/A.)

e We are confident that our review and approval processes operate effectively

e Thereis a formal review and approval process for reconciliations

e We believe review and approval to be an essential part of the reconciliation process
e We are interested in automating this activity

12. What advice you would give to anyone considering the automation of reconciliations?

13. Any other comments?
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Appendix 4 7 About CitylQ & Fiserv

About CitylQ

CitylQ is a specialist consultancy that provides advisory and delivery services to organisations in the
Financial Services Industry. Covering investment management and all aspects of the investment
process, CitylQ is well known for its expertise in the areas of project and programme management,

business analysis and technical architecture.

About Fiserv

Fiserv, Inc. (NASDAQ: FISV) is the leading global provider of information management and electronic
commerce systems for the financial services industry. We are trusted by more than 16,000 clients
worldwide including banks, credit unions and thrifts of all sizes; mortgage lenders and leasing
companies; telecommunications and utility companies; brokerage and investment firms; healthcare

and insurance providers; and retailers and municipalities.
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