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Preface

have been involved in Operations for over forty years as a practitioner, an executive education

trainer and university lecturer. In my practitioner days, there was very little by way of
reference books that addressed Operations; in addition, the Internet had yet to enter our
collective consciousness. As a consequence, it was difficult for those working in Operations
to find any literature that dealt with their topic.

Today, we can research any topic we choose, including Operations, by accessing the Internet,
clicking through websites managed by exchanges, depositories, custodians, regulators and
various trade associations. In spite of this, and with one or two notable exceptions, there is
a dearth of books that enable Operations professionals to navigate the settlement and post-
settlement environment for securities and derivatives.

This book, Financial Markets Operations Management, fills that information gap.

The intended audience is fourfold. Firstly, the text may be used in a teaching context as a course
reader for staff already working in an operational environment. Secondly, as a reference guide
for students taking a financially focused first degree or Masters course. Thirdly, for staff
working in non-operational areas that are interested in what happens “after the trade has been
executed”. Finally, for those who are about to enter the financial world or who simply have a
passing interest in the subject, this book is for those readers.

The text covers the trade lifecycle for securities and derivatives products from trade capture,
pre-settlement and settlement through to the custody of assets and asset servicing. It is divided
into four parts, as follows:

= Part One: An understanding of operations in the context of financial instruments, data
management and the different types of organisation.

= Part Two: The post-trade processing of financial instruments; trade capture, clearing and
settlement.

® Part Three: The post-settlement environment of safekeeping, asset servicing and asset
optimisation.

= Part Four: A consideration of two key controls — accounting for securities and asset
reconciliation.
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Chapters are broken down as follows:

Chapter 1 looks at the organisational structure of a typical investment company and at the
Operations Department in particular. We consider the internal and external relationships
that Operations manage.

Chapter 2 defines the main financial instruments, explains the operational features and
shows the transaction calculations including accrued interest for bonds.

Chapter 3 considers the importance of data and its management.

Chapter 4 explains how the various intermediaries and market infrastructures enable
lenders and borrowers to operate.

Chapter 5 starts the post-trade processing phase by looking at the clearing systems and
distinguishing between clearing houses and central counterparties.

Chapter 6 continues looking at the infrastructure and in particular the securities deposi-
tories.

Chapter 7 follows the initial post-trade processes of clearing and the pre-settlement
forecasting of cash and securities.

Chapter 8 describes the different types of settlement including “delivery versus payment”,
the reasons why trades fail to settle and what actions can be taken to manage the fails.

Chapter 9 changes focus from securities to derivatives with a look at how exchange-traded
and over-the-counter derjvative products are cleared.

Chapter 10 looks at the safekeeping of securities including the use of nominee names and
the relationships between the beneficial owner and the securities issuer, together with the
intermediaries such as custodians and securities depositories.

Chapter 11 introduces the reader to what is considered to be the most risky area within
Operations — corporate actions. This chapter looks at the complexities, processing require-
ments and information flows of this topic.

Chapter 12 describes the different forms of securities financing and includes user moti-
vations and the lifecycle. Securities financing is not risk-free; this chapter addresses the
risks and the ways in which these risks are mitigated.

Chapter 13 looks at the impact of securities transactions on the Profit & Loss Statement
and Balance Sheet together with the transaction lifecycle from an accounting perspective.

Chapter 14 explains the importance of efficient and timely asset reconciliation and how
it might be used as a predictive tool to prevent problems from occurring.

To cover the entire operational spectrum would require a text containing many hundreds, if not
thousands, of pages. In order to overcome this problem I have concentrated on what I consider
to be the main operational processes for securities and derivatives. Whilst I do not cover every
type of equity, bond and derivative, there is sufficient detail to enable the reader to understand
what happens in the engine room of the financial markets, i.e. after the trade is executed.

Therefore, I have not included regulation other than by occasional reference. We are subjected
to regulation for a variety of reasons — for example, to maintain confidence in the financial
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system — and it is both complex and technical. Furthermore, in a global context, there are
different and sometimes conflicting regulations from country to country.

I have also excluded commodities for two reasons. Firstly because in the physical world,
types of commodities behave in different ways — think of the processes that enable you to
pump petrol/gas into your car or electricity to light up your home. By contrast, commodities
derivatives are cleared in similar ways to financial derivatives. Secondly, there is already an
excellent book written by a friend and colleague, Neil Schofield.’

Finally, this book does not cover funds administration. This relates to activities that support
the running of a collective investment scheme (for example, a traditional mutual fund, hedge
fund, pension fund, unit trust or similar variation).

In any event, there is more than enough material within the regulatory, commodities and funds
administration world for an additional three books.

Students and instructors can find additional resources at www.wiley.com.

'Schofield, N. C. (2007) Commodity Derivatives: Markets and Applications. Published by Wiley Finance
(ISBN 978-0-470-01910-8).
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