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Collateral Challenges for Asset Managers
Regulations on bank capital requirements and on OTC derivatives are driving asset managers to change the way
they manage collateral. Failure to implement timely and efficient solutions will impact investment performance.

 Global regulations on OTC clearing and on margining of uncleared OTCs are fundamentally changing the role of
collateral management at asset management firms
 Increased levels of margin and new constraints on the type
of collateral that can be used will have a material impact on
investment performance for many institutions

2015: OTC
dealer capital
charges

2016 – 2020:
Segregated
IM RTS

May 2016:
Mandatory
OTC Clearing

 Access to liquidity and integration of liquidity and collateral
functions have now become critical issues for LDI funds
Collateral
Management
Needs

 Compliance with regulatory deadlines on margining rules is
placing significant burdens on legal and operational teams
 OTC trading strategies are increasingly complicated by the
division of the OTC market between cleared and un-cleared
and by allocation of dealers’ capital costs
 Firms that lack broad market access, comprehensive
operational capabilities and insightful analytics will be unable
to define and execute optimal collateral and liquidity
strategies
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Mar 2017:
Same-day
margining
RTS

2016: cash
VM for
cleared OTCs

2016 – 2017:
Increased
use of repos

Collateral Capabilities Required
Front office teams need data on the availability and cost of collateral and tools to minimise performance drag;
operational teams require systems to automate the optimal flow of collateral across all counterparties.

 Portfolio managers need analytics to determine the impact of
collateral and liquidity strategy on investment performance

Citi Collateral Services

 Traders want to understand the potential collateral impact of
their trading decisions
 Risk managers need to assess sufficiency of collateral to
withstand market shocks
 Treasury managers require greater access to liquidity and
efficient solutions for reinvesting excess cash

Collateral Analytics

 Legal and compliance teams need to ensure that collateral
processes conform to the new RTS

Liquidity Access

 Collateral managers require capabilities to optimise collateral
and liquidity allocation across different fund types and
trading strategies

Collateral Optimisation

 Operations teams need to support and increasing range of
margining functions, across a wider range of collateralised
products and within a shorter settlement window

Operational Scalability

 Fund administrators continue to require accurate and timely
information across all margining activities
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Insourced vs Outsourced Model Assessment Criteria
Criteria

In-House Development

Fixed or Variable Costs

 Large upfront and fixed costs  Significant upfront and fixed
+ variable costs
costs + variable costs

 Variable costs

Time to Market

 Long

 Short

Pace of Implementation

 Step by step (release model)  One-off + Step by Step

Implementation Risk

 Very high

 High to Medium (connections to  Medium to Low
internal feeds)

Operational Risk

 Insourced

 Insourced

 Outsourced

Ops Resources

 Direct function of activity

 Direct function of activity

 Limited and lower correlation
with activity

IT Resources

 High

 High

 Low

Build + maintenance

Integration + maintenance

Connectivity

Operational Scalability

 Low to Medium

 Low to Medium

 Medium to High

Functionality

 Defined by business
requirements and
implementation phases

 Defined by Vendor capabilities
and modules bought /
integrated.

 Defined by Agent’s service
scope, readily available

Upgrades/New
Regulation

 New release requiring
resources and planning

 New software version requiring
integration resources and
planning

 Rolled out as part of agent’s
services

Control

 All process managed by
the entity

 Dependency on software
vendor but control on
Operations

 Dependency on provider
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Vendor Platform

 Medium

Outsourced to Agent

 One-off

Qualitative Comparison of the 3 Models
Key Drivers

Criteria 1

•
•

Criteria 2

-Moderate/low appetite to invest
in proprietary platform
-Prefers to keep processing inhouse and control of functions

-Prefers focusing on core
business and allow ready made
available solutions for margining
-Quick time-to-market and low
upfront cost

Requires tailored collateral
solutions to meet bespoke needs
Relies on customized manual
processes outside the scope of
most vendor platforms

•

Limited bespoke needs and
customization. Vendor platform
services can cover most basic
functional requirements which is
sufficient

•

Requires quick implementation
and live rollout ahead of market
changes and key regulatory
deadlines

Needs full control over
processes, data and setting up
controls

•

Intends to hire team or train
existing operations team to
support vendor platform
Needs added resources to
monitory regulatory changes

•

Does not possess legal or
regulatory or development team
and therefore relies on agent to
track and upgrade platform with
required functionalities ahead of
any regulatory deadlines

While vendor maintains
functionality in line with market
changes and regulatory
requirements, one needs tech
and ops resources for testing
and implementing

•

Unsure about future volumes
and therefore reliant on a
variable cost structure where
costs are limited to volumes

-Very High volume,
sophisticated user
Retaining end-to-end control
-be spoke needs

•

•

Criteria 3

•
•

Suitability of
Solution
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Has the time & budget to invest
in high upfront investments
Confident high CSA numbers will
provide justification for
proprietary system

In-house dev.

•

Vendor Platform

Outsource to Agent

IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or relied upon, by
you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction"). Accordingly, you should seek advice
based on your particular circumstances from an independent tax advisor.
In any instance where distribution of this communication is subject to the rules of the US Commodity Futures Trading Commission ("CFTC"), this communication constitutes an invitation to consider entering into a derivatives
transaction under U.S. CFTC Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.
Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a financing, underwrite or
purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or regulation, you agree to keep confidential the
information contained herein and the existence of and proposed terms for any Transaction.
Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, tax and accounting
characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or accounting advice, (b)
there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior management in your organization as to
such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, you and we hereby agree that from the commencement of discussions with
respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.
We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number. We may also
request corporate formation documents, or other forms of identification, to verify information provided.
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time without notice and are
not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which represent potential future events that may or
may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof and are subject to change without any notice. We and/or our
affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any time.
Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or indirectly, a favorable or
negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for specific recommendations or views contained in
research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures designed to limit communications between its investment banking and
research personnel to specifically prescribed circumstances.
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Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our
own environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi's unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position
Statement, the first US financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology,
and other carbon-emission reduction activities; (c) committing to an absolute reduction in GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of
carbon neutral power for our operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of
electric power projects; (f) producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the
issue of climate change to help advance understanding and solutions.
Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.
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