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1 INTRODUCTION







The market environment

Management of intraday liquidity and the risk associated
with it are key elements in the overall process of
managing a bank's liquidity. The importance of this
particular aspect has also been underlined by the
regulator, which has required banks to change the
frequency of their liquidity reports from traditional end
of-day forecasts to constant monitoring throughout the
day. The introduction of rules to regulate intraday
liquidity and the consequent adjustment to these
provisions entail profound changes in terms of processes,

which thereby need to be revised

Particularly since the financial crisis that erupted in the
summer of 2007, the question of a bank's liquidity has
becomes a central part of its risk management activities
Collateral received and given as a guarantee is one
possible choice among the various methods that can be
used for efficient management of intraday liquidity and to
allow a bank to obtain the necessary liquidity to meet all
of its obligations

On the basis of the above premises, CeTIF proposes to
develop a research project called

olntraday Liquidity & Collateral Management:

the effects of T2S and the new standards on
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optimisation and liquidity risk "

The research is aimed at identifying policies for the
management of intraday liquidity, highlighting the main
issues and examining collateral management policies, the
new transaction regulation platforms and new forms of
participation for further opportunities for the provision of
liquidity.

In addition, we wanted to monitor the current state of
development with regard to liquidity and collateral
management activities in Italian bank treasuries, seeking to
identify the aspects of greatest interest in terms of
investment and identifying areas that need improvement

to ensure the efficient management of treasury processes

Optimisation of Treasury processes: improving the efficiency of liquidity and collateral

Intraday liquidity is a
key factor in the
overall process of

managing the
liquidity of a bank,
which has to seek
ways and means to
govern this function
efficiently







2 OPTIMISATION OF TREASURY
PROCESSES: Treaddayurity Model
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Optimisation of Treasury processes: improving the efficiency of liquidity and collateral

Objective: optimisation of Treasury processes

As mentioned in the previous chapter, this research is aimed at improving the above areas

determining the optimisation levels of certain treasury The ultimate objective for each of these aspectsis to
processes, mainly in relation to two specific aspects: liquidity =~ determine a Treasury Efficiency Ratio, i.e. an index of
management and collateral management, through a panel of  between0 and 1 that provides an idea of the current state

intermediaries operating in ltaly developmentof Italian banking intermediariesin regard to

Four aspects of analysis were examined to investigate the treasuryactivities

optimisation level of thesgeasuryprocesses: Figure 1: Aspects of treasury efficiency

A Management policies , understood as a series of activities O =
and methods, formalised through rules or controlled b " Organisational | imisati
operating practices, that help tg determine liquidity ’ { mpdel Ireeaglﬁ):;/m;c?éf:sgl;
management strategies involves four aspects:

A Intraday liquidity management , i.e. a seriesof activities Treasury acay. management
and methods, formalised through rules or controlled by 522’:,:“ age i polici_es,_ir!traday
operatingpracticesthat helpto determinethe management ” liquidity

management, the
organisational model
and the business
model

of intradayliquidity strategies

A Organisational model , i.e.a series of relations, tasks and
hierarchies, formalised through an organisational plan or
controlled by operating practices, that are established by the Source: CeTIF 2014
various parties involved in the liquidity management
process

To examine the four aspects of interest, each participating
institution was given @reasury Maturity Model , i.e. a model
for assessing the intermediaryd6s | evel of matu
degree of optimisation of their treasury processes

A Business model, considered as a series of activities and
procedures, and theevelantdegree of automation,
required for the management of liquidity

Eachof these aspects, and the improvement of their efficiency

in particular, allows the achievement of a more careful and
optimised management of treasury processes as a whole

In other words,if intermediaries wanted to optimise their

liquidity management processes, together with those for
collateral management, they would necessarily have to focus on

Optimisation of Treasury Processe2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited 11




The tool: TreasuryMaturity Model

The Treasuriaturity Modeat an investigative tool Management policies
composed of a qualitative checklist through which the LiquidityPolicy
participants were able to place themselves at the maturity Portfolio location
level most representative of their situation in relation to .
the following aspects of interest Accesso the portfolio
Accesdo liquidity

A Management policies
TIT Policy

A Intraday liquidity management
Dynamicmanagementf cashandsecurities

A Organisational model
A Businessnodel Intraday liquidity management

S Do Do Do Do Do Do

The Treasury A companyds degree of maturit )’}3‘ iKHO'WIFd@q.of&ignifi%;\rhbankfl8wst hese
; aspects can be represented by a path of development in A~ Activemonitoring
Maturity Model - :
e e terms of efficiency in several stages, and can vary A Costof collateral
intermediaries to depending on the model adopted by the intermediary A Knowledgeof significantustomerflows
Eachaspect is represented by descriptors, i.e. drivers A Toolsto mitigateintradaycustomercredit
place themselves o) whose efficient management produces tangible benefits for Organisationainodel
the'baSIS F)f the_ the optimisation of that aspect A Credit exposure calculation
maturity attained in The Treasuriaturity Modetomprises three maturity A P e
each of the aspects levels, indicating various levels of efficiency in relation to Structure for optimisng balance sheet assets
examined the situation described: Level 1 (inefficiency/low A Units/departments involved
efficiency), level 2 (average efficiency), level 3 (maximum A skills
efficiency) A Propensity to innovate
The TreasurMaturity Modelas designed so thite A Operational efficiency

highest level of maturity attainable together with the
maximum level of agreement expressed (development
stage, from 1 to 5) would give the maximum efficiency

Operating model
A Process and system support

attainable for a given variable A Need for redesign of business processes

A Need for interventiongn information systems
A list of the drivers used to measure the A Integration of IT system processes
efficiency/maturity levels of each aspect is given below; all A Decisional support from IT systems
the drivers were discussed and validated with the A Availability of information on IT systems

participants

12 Optimisation of Treasury Processes2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited




TreasuryMaturity Model: descriptor priority

Figure 2: Treasury Maturity Model: desciptor priority

a8 ¥ Management policies ‘% Intraday liquidity management

Access to liquidity Active monitoring of ILM (EUR)
Liquidity policy harmonisation Knowledge of significant bank flows (EUR)
Access to the portfolio Cost of Collateral
Dynamic management of cash and securities Treasu ry Active monitoring of ILM (foreign currency)
The Treasury
Efficiency Maturity Model has
Ratio helped to highlight

Y organisational model Yo the key variables

for which the
Structure for optimising balance sheet assets Process and system support intermediaries
Skills/Expertise Availability of information intend to prioritise
Credit Exposure Calculation IT: process integration intervention
Units/departments involved within the bank Investments in information systems

SourceCeTIF 2014

The figure above shows the aspects that allow optimisation of prioritised.

treasury processes and the main drivers that enable efficiency to The following pages show the current state of development of
be achieved more rapidly in each area the Italian banking industry participating in the research in terms
The descriptors indicated for each aspect are those that the of the maturity/efficiency level achieved in each aspect

intermediaries prioritised over the rest, as improvement of their
efficiency leads to greater benefits, both in regard to the specific

_ . N.B. Thecoloured dots provide a qualitative representation of
area of analysis and to all treasury activities

the priority assigned by the intermediaries to the various
For example, in the area of management policies, the driving descriptors

factor that contributes substantially to the achievement of total
efficiency concerns the ways in which the intermediaries access
liquidity, and so efforts targeting this element should be

Optimisation of Treasury Processe2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited 13
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= 3 MANAGEMENT POLICIES

| =

Theserie®f activitiegandmethodg$or determiningquidity
managemenstrategiess examinedwhetherformalised
throughrulesor controlletby operationgbractices

The followingdescriptorshavebeentakeninto account
LiquidityPolicy

Portfolio location

Accesdo the portfolio

Accesdo liquidity

TIT Policy

Dynamicmanagementf cashandsecurities

To To I To To I»
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Optimisation of Treasury processes: improving the efficiency of liquidity and collateral

Liquidity Policy: harmonisation, complexity and levels of authorisation

One of the variables with the greatest influence on the Al: Liquidity Policy harmonisation level

management policy optimisation process is the liquidity policy The maximum efficiency level, to which all institutions intending

adopted by the intermediary: t og®bphinfise theliiguitlity rhahaenfer sh6uRl &ird, istoPcourse,

liquidity"” descriptor, this has the greatest impact on the entire maturity level 3, which represents a policy totally centralised at

process of increasing management policy efficiency and was given group level

a priority/importance of 15.63% by the panel The prevalent maturity level recorded for this descriptor

The Liquidity Policy examined in this study is understood in indicates a situation of full policy harmonisation; however,

terms of the harmonisation (A1), complexity (A2) and isolated situations of partial or total inefficiency are seen and

authorisation levels (A3) that compose it some institutions behave totally independently from the other
banks in the group, while others have a policy that is only

F_igu_re_ 3: ngmonization, complexity and authorisation levels of the moderately segregated

Liquidity Policy All the

A2: Complexity
The complexity of the Liquidity Policy refers to the various

intermediaries have
a Liquidity Policy

Daveiopment Stage
5.00

R constraints it includes; as can be seen from the figure on the left, . .
4.00 the evidence shows that all intermediaries included in the that Ingludgs basic
3.50 research have complex policies, comprising both basic constraints imposed
a0 AR constraints imposed by regulators and other indicators by the regulator and
:::: » Maturtty level 2 communicated by Risk Management several other
1.50 Maturty levei s A3: Authorisation levels indicators
;:: There are various authorisation levels for the actions envisaged communicated by
S s - - . = = Frequency by the Liquidity Policy: these range from lower levels of Risk Management
Al A2 A3 Descriptor efficiency, with a complexity and structure that determine slow
1565% 10.00% A% Priority implementation, up to levels at which it reaches the highest
possible efficiency. The latter is the case for 50% of the panel,
Source: CeTIF 2014 whose policies are described as having streamlined and rapid
authorisation levels, with a positive impact on their speed of
The sample can be generally described as quite mature in terms implementation. The remaining 50% of the sample is placed at an
of Liquidity Policy (Figure)X intermediate level of maturity, where the authorisation levels are

As the graph above shows, most of the sample is distributed only moderately structured

between maturity levels 2 and 3 for each descriptor; in other
words, the panel is placed at quite satisfactory efficiency levels in
regard to Liquidity Policy

Optimisation of Treasury Processes2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited 17




Location and access to the portfolio and liquidity

18

Access to liquidity is
the most important
descriptor for
achieving efficiency
in management
policies

Among the various descriptors considered here, "access to
liquidity" (A6) is the most important driver sustaining the
liquidity management policy optimisation process: the panel,
assigns it an importance value of 21.25% out of the entire
efficiency improvement process

Figure 4: Location and access to the portfolio and liquidity

Dovelopment Stage

5.00
4.50

4.00
3.50
3.00
® Maturity level 1
20 # Maturity lovel 2
v
2.00 - SEY I' :‘ :
Laturil
1.50 ol s
1.00
0.50
i i = Frequenoy
0.00
A 45 A6

Decriptor

B.31% 14.28% 21.26% Friorty

Source: CeTIF 2014

Access to the portfolio can also be seen from the sample to be
a descriptor of considerable importance (14.38% priority),
whereas the descriptor that seems to play a kpwority and
non-decisive role in the management policy optimisation
process is portfolio location

A4 Portfolio location

The concept of portfolio location concept is closely linked to
that of minimising the time needed to access liquidity; in the
current situation, no intermediary shows inefficiencies in this
aspect alone, although 50% of the sample is not yet at a
maximum maturity level, which indicates a portfolio fully
centralised in a single location

This means that there is still possible room for improvement
for those who follow an "opportunistic" approach and still have
a portfolio mainly decentralised in various locations, especially
in light of the fact that at this level of maturity the
intermediaries report a lack of further aspects of
implementation. However, those (50%) who have attained the
greatest efficiency (Maturity Level 3) record a full consolidation
(maximum develop stage reached> 4.5)

A5: Access to the portfolio

With regard to this descriptor, it can be said that almost all the
intermediaries (87.5%) have access to their portfolios without
restrictions (although some confirm that the situation
described is currently being adopted); a fairly residual
proportion states that it still has some to go, recording a
maturity level of 2, with direct access to the portfolio only for
a few securities

A6: Access to liquidity

For this descriptor, the panel is seen to be divided into two
camps: on average, the intermediaries have diversified access,
i.e. access mainly to central banks and some other markets,
with an almost fully consolidated maturity. There are,
nevertheless, situations of excellence in which access is highly
diversified, albeit with some implementation aspects still
needing consolidation (maximum development stage reached
<4.5)

Optimisation of Treasury Processes2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited



Optimisation of Treasury processes: streamlining liquidity and collateral

TIT Policy and dynamic management of cash and securities

The last two descriptors identified together by the panel that
influence the process of improving management policy
efficiency are the TIT Policy and dynamic management of cash
and securities

Figura 5: TIT Policy and dynamic management of cash and securities

Development $tage

S
45
4
3.5
3
25
2
1.5
1
05
0

N Maturity lovel 1
W Maturity level 2
Maturity lovel 3

Frequenoy

A7 A8 Decriptor

B.7E% 13.38% Priocity

Source: CeTIF 2014

Also in this case, no significant situations of inefficiency are
recorded for either descriptor and no intermediary is placed at
very low maturity levels. However, some aspects deserve to be
examined more closely, given the wide range of developmental
stages recorded within the same descriptor

A7: TIT Policy
Regulation of the internal transfer rate can range from a

situation with no structuring and a policy limited to a few rules,
to a level at which the policy is complete and structured

The behaviour of the intermediaries is not very consistent with
regard to this descriptor: among the more efficient, some

(50%) claim to have a maturity level of around 3, with a
situation that is almost fully consolidated. However, although
there are no intermediaries placed at very low efficiency levels,
the other half of the sample describe themselves as being in a
phase of transition from a policy that is not highly structured
and limited to a few rules to one that is more regulated

A8: Dynamic management of cash and securities

This descriptor can be defined, in other terms, as the mapping
required for optimising liquidity; as may be expected,
ineffective management of cash and securities is the result of
insufficient or no integration in the management of these two
values

The panel can be generally described as achieving good results
at this variable: more than half of the intermediaries

The intermediaries
should invest to
increase integration
in the dynamic

interviewed (62.5%) attained the highest possible efficiency and - management of cash

have closely integrated optimisation mapping; the remainder,
however, describing themselves as in a phase of adoption and
not yet fully consolidated, state that their dynamic management
of cash and securities is only partially integrated. Interestingly,
the institutions that claim to be placed at the highest level of
maturity, give it a maximum stage of development, whereas
those who remaining at a lower level of maturity report a lack
of some aspects of implementation

Optimisation of Treasury Processes2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited

and securities

19



20

The intermediaries
effectively monitor
the issue of liquidity
management, but
more attention
should be given to
the dynamic
management of cash
and securities

Management polic

ies: an overview

Table 1: An overview of the management policies

oy coren s
21.25% Access to liquidity 0
Harmonisation of Liquidity Policy
15.63% at group level O 0
14.38% Porfolio access O
13.38% Dynamic managerpe_nt of cash a
and securities
10.00% Liquidity Policy Complexity O o
8.75% TIT Policy O o
Authorisation levels of O o
50%
i Liquidity Policy actions
8.11% Portfolio location O o

Source: CeTIF 2014

The table above summarises the main findings from the
Treasury Maturity Model for the aspect of "Management
policies”

The descriptors were listed on the basis of priority, namely
their importance within the liquidity management
optimisation process

The results show that the intermediaries reach a fairly
satisfactory level of efficiency with regard to this aspect
On average, the panel assigns a good level of maturity to
each descriptor, which is thus found to be optimised, albeit
with a few minor exceptions

There are in fact areas, such as harmonisation of the
Liquidity Policy at a group level, and its complexity, in which

some aspects still need to be implemented; however, their
consolidation is almost complete

More attention should nevertheless be given to the dynamic
management of cash and securities: to date, a significant
portion of intermediaries are in a less than efficient situation
and only some report a partial consolidated integration: a
possible solution would be to invest in systems that allow
the achievement of full integration

Optimisation of Treasury Processe2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited



INTRADAY LIQUIDITY
MANAGEMENT

The seriesof activitiesand methodsor the determination
intraday liquidity managementstrategiesis examined,
whetherformalisedhroughrulesor controlledoy business
practices

The followingdescriptorsare examined
Knowledgeof significanbankflows

Active monitoring

Cost of Collateral

Knowledgeof significantustomerflows
Instrumentsto mitigateintradaycustomercredit

To Io Do Io Do
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Optimisation of Treasury processes: streamlining liquidity and collateral

Knowledge of significant bank and customers flows

With specific regard to the management of intraday liquidity,
the sample is found to have quite satisfactory knowledge of
the main flows of the bank (EUR B1, foreign currency B2)
and its customers (B6); the intermediaries described
knowledge of significant bank flows (euro) as one of the
most important aspects and an intervention priority to
improve the efficiency of the intraday liquidity management
process

Figure 6: Knowledge of significant bank and customers flows

Development Stage

5.00
4.50
4.00
3.50
3.00
2.50
2.00
1.50
1.00
0.50
0.00

= Maturity level 1
» Maturity level 2
Maturity level 3

Frequency

B1 B2 B6 Dsescriptor
17.50% 11.25% 13.15% Priority

Source: CeTIF 2014

B1: Knowledge of significant bank flows (EUR)

From the analysis of the data, it can be seen that, to date, no
intermediary has reached maximum maturity with regard to
this descriptor; in other words, no institution in the panel
claims to possess complete knowledge of all the financial and
commercial flows of the bank and the other structures of

the group

However, there are no situations of serious inefficiency: the

sample claims to have an average knowledge, mainly
concerning the flows generated by the treasury

In addition, most of the research participants claim to be in a
phase of transition in which initiatives to arrive at a
comprehensive knowledge of the bank's main flows seem to
already be underway (75% of the sample see themselves at a
maturity level of 3, although still at a limited stage of
developmenyt

B2: Knowledge of significant bank floigréign currency

The situation seems to improve with regard to the
knowledge of the bank's main foreign currency streams

In this case, 62.5% of the intermediaries are placed at the
highest level of maturity, thus claiming to have a satisfactory
and fairly complete knowledge of all the financial flows of the
bank and the group, although there are implementation
aspects that need improvement (as shown by the average
development stage of 4.25 out of.5

The reason for a difference in placement compared to the
previous descriptor could be due to the fact that the assets
managed in terms of foreign currency are undoubtedly fewer
than those in EUR, which would imply that they are easier to
monitor.

B6: Knowledge of significant customer flows

Achieving maximum efficiency under this descriptor means
becoming aware of the main flows of almost all customers;
according to the research results, this would appear to be

the most aspect for the intermediaries as none of the
institutions participating in the working panel attains the
highest development stage. The panel only has knowledge of
the main flows of a reasonable portion of their customers,
and not always in a structured form

On average, the
intermediaries have
sufficient knowledge
of the flows of their

bank and its
customers, despite
areas that need
improvement

Optimisation of Treasury Processes2014 CeTIF. All rights reserved. The reproduction, even partial, of the following document is prohibited
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Active monitoring of intradayliquidity management, the cost of the collateral and tools to mitigate intradayedit

Among the variables that most influence the quality and B5: Cost of Collateral

efficiency of intraday liquidity management, the way in which According to the findings from the participants in the

a financial institution is equipped to monitor it is found to working panel, the cost of collateral should be considered
be the fundamental driver higher the more frequently resource is made to the liquid
Active control of intraday liquidity management (EUR) is asset buffer without using the nemarketable asset buffer
indicated by the intermediaries as a priority investment From the study conducted, this area clearly shows much
area, recording a percentage of over 21% room for improvement: only 25% of the intermediaries

- . — declare themselves efficient under this aspect, while 50%
Figure 7: Active monitoring of ILM, the cost of collateral and tools to . . .
YAGATI G OdAG2YSNEQ AyGN} RF& ONBRA gclaim to make relatively little use of the nonarketable
asset buffer, tending towards more extensive use of the

. Devalopment Stage liquid asset buffer
~ The main j-:° Situations of great inefficiency still prevail (25% of the
Interventions aiog intermediaries interviewed only use the liquid asset buffer),
required are those 3.50 with the cost of collateral remaining high
regarding the tools e w Msturity-fevel 1 B7: Tools available to mitigate customers' intraday credit
" 250 , . . -
used to mitigate = 1= -~ = Maturity level 2 Of the various drivers for measuring the efficiency level of
customers' intraday 1.50 - ' Makmrdty tavei 3 the intraday liquidity management policies identified by the
credit 1.00 ] research, this one was given the lowest intervention priority
g.gg i - Frequency by the participants
' 83 B4 85 87 Descriptor However, this aspect appears to have the highest
21.25% 1575%.  13.75% B.75% Priotity inefficiency levels: only 12.5%tthe sample affirmed

possessing various tools tailored to their customers' needs,
while the rest of the sample placed themselves on medium
B3 and B4: Active monitoring of intraday liquidity low maturity levels, between 1 and 2, claiming to have few,
management (EUR and foreign currency) and in some extreme cases, no tools

With regard to the descriptor viewed as the most
important by the institutions participating in the research
(B3), we can affirm that all the intermediaries are mature
and actively monitor their intraday liquidity management,
with the main focus on the treasury

This is particularly true with regard to the euro, whereas
some lesghan-efficient situations still prevail with foreign
currency (12.5%f the panel described their monitoring as
mainly decentralisgd

Source: CeTIF 2014
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Optimisation of Treasury processes: streamlining liquidity and collateral

Intraday liquidity management: an overview

Table 2: An overview of intraday liquidity management

Active monitoring of intraday
21E5H liquidity management (EUR) O
Knowledge of significant bank flows
17.50% (EUR) O
13.75% Cost of collateral O 0
Active monitoring of intraday liquidity
13.75% :
management (foreign currency)
13.15% Knowledge of significant customer flows o
11.25% Knowledge of _signiﬁcant bank flows O 0
{foreign currency)
8.75% Tools available to mitigate customer’s

intraday credit

]

Source: CeTIF 2014

Analysis of the results allowed us to highlight the variables in the which the bank acquires knowledge of its flows and those of its
intraday liquidity management policies that still present some critical customers, in order to enhance the information base for strategic
aspects and to identify the elements that the intermediaries consider planning of the various activities

as priorities in terms of investment If the effort required of the intermediaries in regard to these aspects

To achieve maximum
efficiency in intraday
liquidity
management
intermediaries
should invest in
systems for greater
awareness of
significant bank and
customer flows

Among these, active monitoring of intraday liquidity is definitely the seems modest, the task of improving/integrating/increasing the tools

key factor that drives the entire intraday liquidity management for mitigating their customers
process. With regard to this area, the sample can be described as  amount of time and work

well placed in terms of optimisation and the monitoring of intraday

liquidity management, which requires no further action

However, with regard to the previous aspect (management policies)
the situation of the intermediaries needs to be improved in certain
aspects

More attention should be given to the systems and methods by

6 intraday

cr
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5 ORGANISATIONAL MODEL

l Thisrefersto the seriesof relationstasksand hierarchies

- establishefly the variousoperatorsnvolvedn the liquidity
managementprocess,whether formalised through an
organisationplanor controllethy businespractices

The followingdescriptorsare examined

A Credit ExposureCalculation

A Structure for the optimisation of balance sheet assets
A Units/departments involved

A Skills

A Propensity to innovate

A Operational efficiency
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Optimisation of Treasury processes: improving liquidity and collateral efficiency

Credit Exposure Calculation, structufer optimising balance sheet assets and operational efficiency

Among the various descriptors for measuring the efficiency of
the organisational model, the structure for optimising balance
sheet assets seems to be the most important and in need of
greater attention to improve liquidity and collateral
management

The priority assigned to this variable by the research
participants (18.75%) is not very different from that given to
the other areas of analysis; in other words, all the descriptors
contribute more or less to the same extent to the attainment
of an efficient organisational model

Figure 8: Credit Exposure Calculation, structure for optimising balance
sheet assets and operational efficiency

Development Stage
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C1 Cc2 C6 Descriptor
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Source: CeTIF 2014

It can be generally stated that the organisational model to
support efficient liquidity and collateral management presented
in this research is in need of some improvement, particularly in
terms of greater rationalisation of the various activities and
processes involved

C1: Credit ExposureCalculation

Credit Exposure Calculation could also be defined as Risk
Management efficiency; various forms of Credit Exposure
Calculation can be envisaged, depending on the capacity of this
function, ranging from more simplified to highly structured
methods

The sample shows quite varied behaviour in regard to this
factor: a small portion (12.5%) shows a very low level of
maturity, indicating poor Risk Management efficiency, while
those recording higher levels of maturity (37.5%) describe
themselves as being in a phase of transition, involving transition
from a moderately structured model to one that is highly
articulated

C2: Structure for the optimisation of balance sheet assets

With regard to this descriptor, a significant portion of the
sample (50%) can be said to have attained maximum efficiency
and possess a complex and highly active structure; although
there are situations of partial inefficiency (12.5%), with no real
structure designated for the optimisation of balance sheet
assets for collateral purposes, the remaining portion of the
intermediaries seem to be already in the process of preparing a
model that is at least averagely structured and active, although
lacking certain aspects of implementation

C6: Operational efficiency

According to the research participants, being operationally
efficient means continual optimisation of the processes and
people involved in the various liquidity and collateral
management activities; in other words, the processes and
people have to work synergistically in a single direction,
without any waste of resources. In this regard, the data shows
room for improvement among the intermediaries interviewed
as, to date, there has only been a partial rationalisation of
activities (75%)
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Intermediaries
should devote more
attention to
improving the form
taken by the Credit
Exposure Calculation
and the structure for
optimising balance
sheet assets
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Units involved,skillsand propensity for innovation

To complete the picture of t h eshouldcolleboratesgnergistidally s the rpanagemenha n t

in regard to the organisational model, we examined the treasury and collateral activities. Although no situations of
descriptors shown in the figure below: bank units and conspicuous inefficiency are recorded (no institution is
departments involved in treasury and collateral placed at a maturity level of 1), over 80% of the panel
management (C3), skills and expertise of the workforce described themselves as being in a transitional phase, with
(C4) and the Liquidity & Ri s lastiMdureaapablaef miolvingehp @eratiomal strucbuses
propensity for innovation (C6) and, occasionally some specialised structures

Even with respect to these latter aspects, it can be

generally affirmed that the sample interviewed reveals C4: Skills/Expertise

large areas in need of improvement, particularly in terms
of developing knowledge and skills related to liquidity and
collateral throughout the entire structure of the bank

The possession of specialised skills in the area of liquidity
management that can be extended to all organisational
units in the bank is the solution that each intermediary is
inclined: the situation described by the data analysis,

Investments to Figure 9: Units involved, skills and propensity for innovation however, shows that the panel (62.5 %) is placed mainly at
transmit skills and o o an intermediate level of maturity in regard to this _
know -how regarding 5.00 descriptor, in which highly specialised skills and expertise
S 450 are only available to the Liquidity Manager (with some
liquidity issues Y specialised skills in certain other structures)
throughout the G
various bank 3.00 L— C6: The Liquidity & Risk Management department's
departments is a 250 R propensity for innovation
priority for 2.00 Maturity fevel 3 Analysis of the replies from the sample shows that, on
intermediaries 1.50 average, the Liquidity Risk Management departments
1.00 assume a responsive attitude to stimuli and changes from
0.50 s within the work environment and to from outside (62.5%),
¥ quency . . .
0.00 although the situation described above does not seem
3 ca cs Depcriptos entirely consolidated and, in some cases, the process of
17.50% 18.75% 13.13% Priority cultural change seems to require more time
However, 37.5% of the respondents are already making
Source: CeTIF 2014 this qualitative leap and moving in the direction of a

cultural shift towards innovatian

C3:Bank units/departments involved in Treasury and
Collateral management

With regard to this aspect, it seems clear that the
maximum possible efficiency can be achieved through the
involvement of all operational departments, specialised
facilities and other corporate business structures, which
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Organisational model: an overview

Figure 3: An overview of the organisational model

18.75% Structure for optimising balance sheet assets
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Source: CeTIF 2014

Liquidity & Risk Management department's
propensity for innovation

and expertise
throughout the
entire banking staff

COO000

The evidence shown in this study in regard to business
models depicts quite a varied situation within the panel;
however, it can be stated that on average the intermediaries
need interventions in each of the areas represented by the
various descriptors

The intervention priorities (despite the lack of an important
descriptor showing genuinely significant variations from the
others listed in this research) include the structure for
optimising balance sheet assets and the dissemination of

skills/expertise to the entire bank structure and commercial
network.

According to the data analysis, investment is also needed to
increase Risk Management efficiency, giving this department a
more structured form, and fresh consideration should be

given to the most effective ways to involve and empower all
bank units in treasury and collateral management
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Business model

The seriesof activitiesand proceduresnd the respective
degreeof automatiorrgquiredor liquiditymanagemerdre
examined

The followingdescriptorsare examined

A Process and system support

A Need for redesign of business processes

A Need for interventionsn information systems
A Integration of IT system processes

A Decisional support from IT systems

A Availability of information from IT systems
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The final area of analysis concerns the operating model that
supports the management of treasury processes; the most
important aspects of this topic have been examined, with
particular focus on the contribution made to policy and
organisation by the processes and systems currently in use
(D1), the need for redesign of the operating processes (D2)
and the types of intervention required in the information
systems (D3)

Figure 10: Processes and system support, redesign of work processes,
necessary actions on information systems

Development Stage
5

45
4
35
3
= Maturity level 1
e 75% = Maturity level 2
125 25% Maturity level 3
. 5%
05 = - Frequency
0
D1 D2 D3 Descriptor

21.25% 13.75% B8.75% Priority

Source: CeTIF 2014

As the chart above shows, the descriptor with the greatest
impact on the business model efficiency improvement
process concerns the adequacy of the systems and
processes in the banking industry used up to now (given a
priority given of 23.23%)

D1: Process and system support for policy and organisation

With specific regard to this descriptor, analysis of the data
shows that most of the intermediaries (75%) have adequate
systems and processes, albeit with some room for
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Supportfor existing processes and systems, the redesiginoperationalprocesses and the measures required

improvement; however, the situation does not seem to be
consolidated in every case, and for some respondents the
achievement of best practices may be subordinated to
certain implementation aspects still to be formalised

Nevertheless, there are peaks of excellence, probably
corresponding to the larger institutions with greater
investment capacities, which mention being able to count on
systems and processes that are adequate and flexible in
terms of development needs

D2: Need for redesign of business processes

Regarding the redesign of business processes, the sample is
divided into two factions: a minority (25%), which reports a
situation of partial inefficiency in which the intermediaries

are ready to undergo restructuring limited to certain

treasury activities, and a majority (75%) in which the
respondents say they are prepared to undergo remodelling
with a strategic focus involving the entire organisation

D3: Necessary investments in information systems

With regards to the need for intervention in existing
information systems, the results show that the sample has
extremely diverse behaviour and the intermediaries are
placed at various levels of maturity: 12.68the

respondents mention the need for small interventions,
mainly involving the integration phase, whereas those in a
situation of greater efficiency request the development of
new platforms and processes

However, a substantial portion of the sample (50%) is
placed at an intermediate level of maturity, with the
respondents willing to incorporate new features and
modules on existing platforms

On average, the
intermediaries
mostly have
adequate systems
and processes,
although new
modules and features
are requested for
information systems
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IT systems: integration, information and decisional support

36

Business intelligence
solutions, which
reflect the average
situation of the
panel, should be
replaced by IT
systems that support
decisions through
forecasting systems.

To complete our analytic overview of the state of
development of treasury activity optimisation processes
currently in place in the institutions interviewed, the
findings for IT systems are the following: various aspects of
this area were considered, including the integration of
processes (D4), the capacity to gather information
comprehensively (D5), and their ability to effectively
support corporate decisions (D6)

As shown by the figure below, the intermediaries mainly
achieve average efficiency and few of them (25%) are
placed at a very high level of maturity; when this does
occur, the respondents described themselves as being in a
transitional phase, without yet having fully reached the
highest possible efficiency

Figure 11: IT Systems: integration, information and decisional support
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D4: Integration of processes
With regard to this descriptor, the institutions

interviewed affirm that their IT systems provide a

sufficient level of efficiency but could be improved, with
integration ensured for payment and cash management
processes and systems; however, an optimum level is
achieved through a full integration of processes between
the various departments, branches and countries and 25%
of the sample declared that they were actively equipped
for such integration to be feasible in the short term

D5: Availability of information

The current IT systems allow the various institutions
involved to acquire the information they need to perform
their tasks automatically; however, despite passing through
a period of change, there is still a long way to go to obtain
fully integrated information in redime.

D6: Decisional support

The placement of the intermediaries interviewed with
regard to this descriptor is highly varied; some institutions
have already made a considerable effort in terms of
investment (25%) and are moving towards sophisticated
decisioamaking systems that can incorporate simulations
and whatif scenarios, while others have computer systems
that simply provide a summary of key historical and
current parameters

The predominant situation, however, is one more
advanced than this latter cluster, and is formed by
intermediaries which are adopting business intelligence and
forecast support solutions
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Business modelan overview- edited by the TAS Group

Figure 4: A overview of the operating model
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for policy and organisation
19.5% Availability of information o
17.5% IT: integration of processes o
With regard to IT
. S : aspects, the need is
16% Necessary interventions in information systems .
seen to revise part of
the current
Eaat DESRions Sthacst operating model and
the information
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Source: CeTIF 2014

As expected, in confirmation of the findings from the finstnd It may be noted in this regard that the priorities highlight a
accounts of the participants during the observatory meetings,  primary need for intervention in the information systems,
the results described above show that whereas redesign of the processes is considered less urgent
A the processes now in place, and the applications that From our assessment of the impact of adapting the applications,
support them, are considered adequate to meet current it was found to be directly affected by two aspects
operational needs A the gap between the current and planned operating models
A the ongoing change, introducing new requirements for A the complexity and obsolescence of the information
appropriate liquidity management, is creating a need to systems needing development and the investments
revise part of the current operating model, together with requirement as a consequence

revision of the computer systems that support it
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38

Processes and
Systems: Adaptation
or change, which
path to take and in
which areas of
intervention?

In view of the two elements highlighted in the previous
summary, the development may require various approaches,
which are not necessarily alternative optians

A integration of new capabilities and application modules into
existing systems

A complete revision of certain platforms

The second approach provides support particularly to areas of
marked discontinuity, where, for example, the functions
introduced are highly innovative in comparison with those in
use, or where the supply chain process is supported by a
technical structure obtained by a tactical layering of various
solutions over time

In regard to the gaps, the work highlighted some primary

needs, subsequently described, which are useful for a complete

medium to longterm vision and for provision of an immediate
rapid response capability

The maingapsto be filled for the adoptionof new operating
modelsseemto be:

A Better awarenessand control of all cashflows (knowyour

flow)

A Integration of the information acquired from various
departments

A Monitoringof intradayliquidity
A Accessandoptimisationof collateral

To support this development, application platforms must
provide a broader spectrum of action, by extending their
informationgatherindield andtakingactionto ensure

A better endto-end integration along the PaymentSystem
chain(Vertical Integration)

A integrated managemenif cash and securities (and any
additionaliquid assets)CrossFunction Integration)

A a multidimensionaknalysiscapacityable, for example,to
integrate known but incomplete forecasting information
with statisticaforecasts(Forecasting.

The expansionof the area of analysigcollection of relevant
flows, includingthose of its customers)should ultimately be
supported by a real time capacityfor reconciliationbetween
forecastsaandregulations

Clearly,this shouldall be done through an automatedprocess
(STP)

Figure 12: Processes and systems: areas of intervention
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=

- Cross Function :
‘ Integration

Source: CeTIF 2014
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Areas for improvement: Vertical integrationedited by the TAS Group

Before exploring the three areas described above, it is
important to stress that to ensure an intraday vision new
dimensions have to be considered pertaining to the main flow
periods and the reliability of predictions during various parts
of the day

These dimensions are obviously influenced by the
arrangement of the various cuiffs of the regulation systems,
by operations in markets with different time zones and by
intraday credit dynamics, at least for the most significant

entities.

Better endto-end integration along the payment system

chain

Figure 13: Processes and systems: areas of intervention

Cross Function
Integration

Source: CeTIF 2014

The information systems can support a more extensive
monitoring of payments from the time of their business
origin, through the process of payment order collection, and
of forecasting and reconciliation of actual and projected
movements, also with regard to intraday profiles and the

various regulatory cuoffs

Checking payments from the source requires collaboration
with the bank's organisational units capable of forecasting
large scale movements, such as those generated by corporate
customers, and of implementing procedures for reporting
these movements in a prospective approach. The intraday
profiles of the various payment flows can also be defined,
according to the type of business and the purposes of the
orders and the payers, to improve the capacity for predicting
daily flows and their cut offs. An interesting component, for
example, is the intraday credit granted to various institutional
clients, which very often have not been considered
historically due to the settlement of orders before the end of

the day
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Improving the
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operating model

requires better end
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Through cross -
functional
integration

information systems
can provide the
treasury with
information and data
from relevant
structures

Areas of improvement: Cross Function Integratieedited by the TAS Group

Crossfunctional integration complete - direct cash participation), only the
Traditionally,the benefitto liquidity managemensystems implementationof a similarintegratedmanagementvithin
from the integration of information from other bank the bank'ssystemsallowsaccesgo all thesebenefitsmade
departmentsand businessesiasonly beenlimited It has availabldy the marketinfrastructure

been noted, however, that the use of securities for

financingpurposeor credit dynamicsaninfluenceiquidity Figure 14: Areas of improvement: Cross Functional Integration

profiles
In this sense,information systemscan provide the same

dynamics of potential detection and forecasting,

Vertical
monitoring and profiling of flows, integrating the Forecasting | | Integration
information and data from the relevantinfrastructure for 7 N

o
the treasury ” CrossFunctlo\n\

Integration 4

The case of T2S provides a good example the new

Europeansettlement platform integratesboth pillars of

regulation(securitiesand cash)into the samesystem,and Source: CeTIF 2014

canthus provide native liquidity optimisationmechanisms
for regulationpurposes,alsoobtainedthrough the use of
specificsourcesof coverage(collateral),adoptedwith the
central bank ("On Stock"™ and "On Flow" self
collateralisation), and with its customers (client

collateralisation)

Regardlessof the participation model chosen by the

participant (simplified - indirect cash participation - or
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Areas of improvement: Forecastingdited by the TAS Group

Forecasts and Reconciliation

In the new context forecast accuracy becomes very Figure 15: Areas of improvement: Forecasting
importantfor :

A reducingunexpectedcashflows
A managingequiredreserves
Vartical

A sizindiquidityreserves N
A planningreasuryoperations '

. . . , Fun n N .
Information systemscan help to substantiallyimprove g7 ettt SN Forecasting systems
forecastsby actingmainlyin two ways: \ must be based on a

criterion of accuracy

A suggestingxpectedcashflow behaviourbasedof a for a number of

statisticahnalysesf timesseriespaymentdatg Source: CeTIF 2014 advantages to be
gained, including the

planning of treasury
activities

———

A improving the process of collaboration with the
variousorganisationalinits throughthe collectionof
forecastinformation and constant reconciliation of
time seriesdatawith that of the forecast

The collection and analysis of flows allows the
definition/modellingof behaviour deemed as standard,
thus favouringtimely identificationof warning signsthat
canindicatethe occurrenceof critical scenarios

"Improvingthe transparencyof information at the right
time" seemgo be the appropriatemotto for summarising
the role that informationsystemsanassume
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Treasury Efficiency Ratio: the four aspects of analysis

Figure 16: Treasury Efficiency Ratio

Variables of the model Efficiency Ratio Critical areas
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\_ ) Qn average, the
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Units/Departments involved, skills, achieve an adequ ate
operational efficiency, propensity level of efficiency in
1’ to innovate ol i b
\_ ) regar ]? el '
~ ~ apspects or analysis

New functions and modules on
existing platforms, IT redesign

o 4

Source: CeTIF 2014
As mentioned in the introduction, the purpose of this research the intermediaries need to intervene to achieve maximum
was to identify al'reasury Efficiency Ratio, i.e. an index of efficiency
between 0 and 1 for each of the aspects examined, to provide an  Qverall, it can be noted that the institutions interviewed reach full
Understanding of the current state of development of Iltalian Sufﬁciency in every aspect ana|ysed: management po”cies and
banking intermediaries with regard to treasury activities intraday liquidity management are the areas that the
Naturally, the closer the index is to 1, the closer it is to intermediaries monitor more efficiently, recording an index of
attainment of the maximum possible efficiency envisaged for that between 0.7 and 0.83, whereas more attention should be paid to
aspect the improvement of organisational and business models

The figure above shows the various Treasury Efficiency Ratios
calculated for each aspect of analysis and the critical areas in which
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What steps need to be taken next?

The Observatory on
Collataral
Management started

in 2012 and is
expected to continue
for the foreseeable
future
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The market scenario in recent years has been characterised by
deep financial crises and increasingly stringent regulatory
pressures; hence banking institutions throughout the system
have been forced to review their policies for the management
of collateral and liquidity

The studies conducted by CeTIF in collaboration with the TAS
Group were aimed at monitoring the development of these
phenomena, which have undergone profound changes over
time.

The first working panel on these issues was established in
2012, for the specific purpose of shedding light on the extent
and manner in which the use of collateral was increasing as a
risk mitigation method

With specific regard to this aspect, the analyses conducted
showed that in Italy the use of collateral to mitigate
counterparty risk in OTC transactions was increasingly
becoming the norm rather than the exception: many
advantages were granted over time by market operators to
this particular form of guarantee, which was also used to a
lesser extent in the management of liquidity (CeTIF 2012)

In spite of this, with regard to liquidity management aspects,
the perception that transactions between banks would be
increasingly conducted through collateralised transactions
remained widespread

In fact, through observation of the phenomenon over the last
three years, it has been possible to note a transition from a
simple passive approach, in which collateral assumed a back
office administrative function, to one that is more responsive
and proactive, with a broader understanding of liquidity
management

For this reason, during the second working panel (2013), it
was decided to analyse the current state of development in

the Italian banking market regarding the various approaches to

collateral management, also evaluating potential changes to be
made

The research conducted in 2013 allowed the identification of
various types of approaches to collateral management, which
could have a strategic orientation (asset optimisation) as well
as an operational orientation (integration and automation of
operational processes). With regard to these aspects, most of
the panel were placed at moderate operational and strategic
efficiency levels, with a fairly traditional management of
collateral through a passive approach characterised by little
attention to the optimisation of assets and unsophisticated
operating processes

In the prospective situation, however, it emerged that the
financial institutions wanted to invest above all in terms of
processes, aiming at full operational integration characterised
by a responsive and operationally efficient approach supported
by standardised operational processes and the integration of
evolved computer systems

On this point- as has been shown in the previous pagé=
research conducted during 2014 has shown that although the
operating model adopted to date by the intermediaries can be
considered sufficient, there is still a long way to go towards
full optimisation in this area, particularly in terms of
forecasting systems capable of supporting treasury activities

This aspect lays the foundation for future research to assess
the progress of the work and understand the organisational
implications that the launch of the new platform for regulation
of securities will have on Italian bank treasuries
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