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The ‘art of the possible’
in compliance, risk
and payments
Achieving compliance and efficiency across operations
requires a pragmatic approach to data analysis and use.

Jennifer Locker, chief marketing officer, Accuity

‘The art of the possible’, a term Germany’s first
chancellor Otto von Bismarck coined to
describe politics, is very much in evidence
today in the banking industry. Authorities are
placing significant red lines around financial
institutions, constraining what they do and
how. Regulation is being developed according
to certain principles – primarily increasing
banks’ understanding and control of their risk
exposure – and consequently represents a
somewhat utopian view of how the industry
ought to function. For the banks themselves,
who are in the business of taking risk, it challenges their capacity to generate revenues.
The ‘art’ in this instance is the ability to
negotiate the new rules and still deliver
return on equity.
Regulation is more sophisticated. Understanding the international scene is increasingly important for firms. Reputations are
being hammered by fines and reprimands
from market supervisors. In this environment
the ‘art of the possible’ enables banks to
walk a fine line between innovator and
risk taker.
In this Masterclass series, the Accuity
team discuss how they are working with their
clients to help them achieve the ‘art of the
possible’ in two areas – payments and risk
and compliance.

PAYMENTS PRESSURES
The most fundamental of business lines, such
as payments, face increased competition from
traditional players and increasingly financial
technology (fintech) start-ups, enabled by regulation such as the new Payment Services
Directive (PSD2).
Commoditisation of the payments business and the use of digital technology to deliver
effective services with a light infrastructure is
making it increasingly difficult for banks to generate margin out of their payments and transactional businesses and keep up with

expectations around the speed of payments.
“For most banks, the ability to provide
payment services to the customers isn’t discretionary – it’s mandatory,” says Neil Tagg,
regional manager for payments solutions, at
risk, compliance and payments specialist
Accuity. “They’re faced with strategic decisions as to whether they consider it one of
their core business activities, where they provide payment and clearing services for their
own customers, but also whether to take an
indirect approach and access markets and
infrastructures by partner banks.”
The external pressures are outside of the
banks’ control, however operational managers
can find efficiencies within their firms in order
to use fewer resources to deliver more value.
That will often mean partnering with other
banks to share cost and minimising the duplication of resources. However any increased complexity in a transaction chain invites risk.
Jennifer Locker, chief marketing officer at
Accuity says, “They need to look day-to-day at
how their global operations are run; their clients are looking for more in terms of faster and
more accurate payments.”
A lack of accuracy can be expensive. Accuity’s data show that firms with a 98% straightthrough-processing (STP) rate can still see up to
15,000 broken payments every day that need
to be repaired. Technology can reduce that
rate by integrating information more effectively to ensure problems are spotted.
Jeremy Bowen, head of sales, EMEA and
APAC at Accuity, says, “There’s a big movement
at the moment to take the validation point
away from the internal process of the bank and
push it onto the front end submission channels
that clients are using, for example internet
banking at home for a consumer.”
Moving the validation point takes the onus
of responsibility from the bank to the end user
in the provision of accurate data. That can be a
significant improvement for banks who can
avoid having to repair those payments deep
within their own systems, reducing cost and
improving service levels. Firms who have successfully moved the validation point and
enhanced the level of data available can see
improvements of up to 15% on their processing costs, Bowen asserts.

DATA MANAGEMENT
Honing the management and processing of
data can also provide considerable advantages
for firms as they seek to handle the challenges
of compliance and risk management. The
focus of regulators is increasingly one of direct
liability for managers and directors within
banks. In tandem there is a new requirement
for transparency – or even ‘line of sight’ – into
the implementation of regulation from compliance policy to operational procedure.
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To demonstrate this, firms must put structures in place which show that regulations are
translated into policies, and that these policies
are translated into operational procedures,
then translated into the actual configuration
of the systems.
Pascal Aerens, head of innovation at Accuity says, “If I am a chief compliance officer
(CCO) at a large global bank, and I have operations everywhere in the world, today I am very
concerned by the level of control and visibility
I have over these operations.”
Achieving that is most challenging from a
technology perspective where activity is being
conducted via manual processes. Where
information may currently be supplied from
operations via email for example, a CCO might
opt to have a dashboard that shows an aggregate picture of their overall compliance status. To achieve that, the systems themselves
must have an additional level of control added
to the data layer and the operational layer
which checks the data layer.
“From a technology point of view, the
idea is to add an additional layer there which
is an intelligent layer of control,” says Aerens.
“It analyses all of this and provides information about what is happening everywhere in
real time.”
Specific regulations also demand very
tight management of data, for example, near
daily updates to sanctions lists. For firms seeking to comply, they need to understand how

the change impacts their firm’s operations
and their ability to operationalise that change
in a short timeframe. Crucially it also needs
confidence that the change has been put into
its systems correctly.
Tom Golding, EVP risk and compliance,
product and strategy at Accuity, says “There’s
always that imbalance between translating
regulation into operations. And I think when
people look at that imbalance, the more they
move away from a manually-based process
and the associated operational lags.”
Know Your Customer (KYC) regulations
are another case in point, carrying heavy
fines for banks that breach them and personal liability has focused the minds of senior
management upon the consequences. If
banks cannot efficiently and effectively
assess the risk of doing business with a financial counterparty then they will choose to
opt out of doing business and derisking is
becoming a very real consequence.
“The three main questions in KYC are: Do I
know who my client is; can I do business with
them; and should I do business with them?”
says Golding. “And certainly whilst the first
two are challenging, they are very much more
data-driven. They are very specific.”

KYC BALANCING ACT
For banks themselves the balancing act
between the cost of compliance and client
profitability weighs upon decisions around KYC.

Whether or not a bank should do business must
be based upon its risk assessment. However as
the picture of risk types that might harm a business becomes ever more complex, a greater
amount of information must be checked.
Consequently systems must be able to
gather information, to aggregate it, and also
to curate it in order to show only the most
relevant points for the user. They must also
bring in historic as well as present data to
ensure they provide the best decision support available.
“I expect the next generation of compliance solutions to implement these two
aspects; better automated system to access
information, and better data-driven analytics
systems to support improved decision-making,” says Mr Aerens. “This is driven partly by
customers because they want more flexible
systems in order to adapt better to the
change in regulations. But it’s also following
the needs of the regulator.”
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