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Introduction
I was recently reminded of the saying ‘not everything that can be counted counts, and
not everything that counts can be counted.’ It was first coined by William Bruce Cameron
(not Albert Einstein as some would assert) in 1963 and has since been used to illustrate
behaviours relating to conduct and ethics, as well as to measure successes and failures,
and more recently, to assess financial technology.

The feedback from the second
edition of The Custodian centred
around two themes: the
relationship management article
that was referenced in my
introduction, and the opinions
concerning the level of disruption
that we might expect to see arise
from technological innovation in
the securities services space. This
quote can apply to both themes.

We have since asked ourselves
‘how do you count the value
of relationship management
that you deliver to clients?’ and
discussed what it takes to truly
add significance to our clients’
experience with Standard Chartered.
With multiple variables in play, the
one biggest take-away was the
need to determine how it could
perhaps be ‘counted’. Thank you
to everyone for your thoughtful
and considered feedback.

This edition covers Africa regulatory
reform, funds access, Islamic funds,
and analysis from our fantastic
China desk based in London and
New York. We also wanted to
provide an update on developments
in the initial margin reform space,
that will impact quite a few clients
and their firms.
It is with pleasure that we
share with you The Custodian,
third edition.

We have since asked ourselves ‘how do you count the value
of relationship management that you deliver to clients?’ and
discussed what it takes to truly add significance to our clients’
experience with Standard Chartered.

Margaret Harwood-Jones
Global Head
Securities Services
Transaction Banking
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Africa regulatory reform
We have previously opined on Africa and the extent of the regulatory reform we are
seeing1. Here we provide a quick debrief on the key reforms since November 2017.

Tanzania
The big news from Tanzania is
the establishment of the central
securities depository (CSD)
and registry company, therein
separating the exchange and CSD.
The Capital Markets and Securities
Authority licensed the CSD in
January 2018, yet the corresponding
amendments to trading and
settlement rules have not been
settled and the Dar es Salaam
Securities Exchange recently invited
market input on the 2016 version
of depository rules. The invitation
closed on 31 May 2018.

Zimbabwe
Always a jurisdiction to watch!
We have been closely following
the Zimbabwe Portfolio Investment
Fund2 and successfully advocated
for amendments to the Securities
Act 2016. The Securities and
Exchange Commission of
Zimbabwe recently invited
securities market intermediaries
and other stakeholders to submit
proposals and recommendations
to amend various acts and
regulations3, therein effectively

seeking a review by the
investor community of
the securities legal
framework in Zimbabwe.
With elections looming,
the outcome of this
mammoth undertaking and
eventual implementation
remains uncertain.

Kenya
We are awaiting a response
to the commentary concerning
the new depository system and
its corresponding rules. Most
concerning is the approach to
securities lending and borrowing

in the rules established by the
depository. The depository rules
have been in limbo since mid-2017.
It would also be critical in the next

1

The Custodian, first edition and the article ‘Africa Regulatory Reform: State of Play’

2

Currently the extent of the funding and the returns are still subject to further clarification

3

Copies of the acts and regulations can be found at: http://www.seczim.co.zw/enforcement/securitiesact
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review of the draft depository rules
to see the extent to which market
feedback has been incorporated.
Additionally, we have noticed the
growing emphasis on beneficial
owner information in the central
bank depository account opening
requirements for government paper,
which looks to be increasingly
documentation-intensive. The
Central Bank needs to manage risk
carefully, in view of stringent antimoney laundering (AML) and knowyour-customer (KYC) requirements.
It also has to manage operational
risk associated with large numbers
of dormant accounts.

South Africa
In South Africa, the Davis Tax
Committee recommended several
tax amendments and these are
generally being perceived as
positive for the foreign investor
community. Similarly, the proposed
Deposit Insurance Scheme
mooted for investor protection in
the event of bank insolvency is
also a positive, and will certainly
provide confidence for the investor
community. ‘Qualifying deposits’
under this proposed scheme are
covered up to ZAR100,000 per
depositor per bank, and applies to
all bank deposits, whether local

or foreign currency, or held by
South African residents or foreign
nationals in domestic branches.
As for securities lending legislation,
a response from the Financial
Sector Conduct Authority is still
outstanding following our
advocacy efforts. Other reforms
underway include draft guidelines
on recovery plans for market
infrastructure, practice notes
on the bonds settlement process
and approach and proposed
rules for authorisation of OTC
derivatives providers.

We said it before, and it still holds true, that Africa continues to
demonstrate that it will strive to meet international standards
through its approach to regulatory reform. It will just take time.

7
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Funds access: The microscope on funds
There remains a drive in Asia to establish a cross-border regional regime for funds, with
numerous papers noting the benefits of investing in cross-border accessibility. Despite
the initiative being championed by many, Asia still seems to be struggling to remove the
shackles to achieve this outcome. With momentum slowing, we consider the actual and
possible regional and local access points and the challenges of these regimes.
The Asia Regional Funds
Passport (ARFP) bug
The ambition does not often
equate with the practical reality.
This statement is true when you
consider the bumpy road over
which the ARFP has travelled
to implement a regional access
structure. Whilst the ARFP
continues to hold promise4,

little progress had occurred until
recently and timeframes appear
to be slipping. Despite there being
strong desire to achieve the ARFP 5,
the scheme continues to get
stymied by infrastructure headaches
such as regulatory framework
harmonisation, tax neutrality6,
limited jurisdictions backing
the scheme7 and the lack of an
identified sole governance body.

Perhaps sensing such lethargy,
Malaysia, Singapore and Thailand
recently signed a Memorandum
of Understanding to enhance the
ASEAN Collective Investment
Schemes (CIS) Framework, to
promote greater cross-border
offerings of funds, enabling fund
managers to offer a broader
range of products to investors in
the region8.

4

On 28 March, 2018, the Minister for Revenue and Financial Services in Australia introduced the Corporations Amendment (Asia Region Funds
Passport) Bill (the Bill). The Bill puts into place the Australian government’s commitment to the Asian Region Funds Passport’s Memorandum of
Cooperation signed by Australia, Japan, South Korea, New Zealand and Thailand, which took effect on 20 June 2016. Additionally, on 25 and 26
April 2018 the ARFP Joint Committee held meetings in Australia

5

According to one PwC survey, 86 per cent of fund industry body respondents indicated that ARFP is important for the growth of their industry
(https://www.pwc.com.au/industry/asset-management/assets/asia-region-funds-passport-nov10.pdf)

6

The expectation is that there will be more announcements on tax harmonisation in May 2018

7

Currently five countries back the regime (Australia, New Zealand, Japan, South Korea and Thailand). Singapore removed itself from the scheme in 2015
due to, according to the media at the time, lack of commitment to resolve tax neutrality. Recent media reports suggest a possible change from this
position by Singapore with Singapore, Philippines and Hong Kong attending the April 2018 meeting in Australia on ARFP. A piloting process is currently
underway to test passporting arrangements will full implementation being positioned for early Q4 2018

8

The Memorandum of Understanding was implemented in late February by the Securities Commission Malaysia (SC), the Monetary Authority of
Singapore (MAS), and the Securities and Exchange Commission of Thailand (SEC)

8
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If you were to consider this
development and add to it other
initiatives such as the Mutual
Recognition of funds between Hong
Kong and China, the competition for
a regional hub for funds in Asia and
the extent of UCITS already being
offered in the region, you might
wonder whether it is worth the pain
of persevering with the ARFP.
It is. The reality is that the benefits
of regional passporting are
significant and are worthwhile.
The UCITS regime’s success has
been remarkable, but we need
to remember it started in 1988
and that there have been five
evolutionary tranches since its
inception, with further possible
amendments being mooted9. This
continued development and its
starting in an advanced position
with a unified regulatory framework
chipped away at inefficiencies as
it has evolved, and succeeded by
offering greater investment options
and safeguards for investors.
UCITS remains impressive and
growth continues to be strong, with
around 50 per cent of all UCITS
sales outside the European Union.

Why continue with it?
The desire to conclude and
implement the ARFP remains a
focus and should be encouraged;
Asia’s GDP is forecast to grow
at double the rate of the rest
of the world, with a population
representing over 60 per cent of
the world’s total10. Benefits are

compelling, with USD600 billion in
funds under administration by 2030
being cited11.
So how can we get to where we
need to be and what can we learn
from the trials and tribulations of
UCITS? ARFP could commence
with a restriction on higher risk
investments such as derivatives,
alternative asset classes and
structured products, and leverage
the transferrable elements of
the regulatory framework while
resolving the tax neutrality
questions and requirements.
Benchmarking its features
against UCITS should be the
starting point, with the framework
developing thereafter to cater for
multiple currencies, fee structures,
differing distribution classes and
commission arrangements.
A solid framework promotes
investor confidence and
competitiveness which spurs
other enhancements, such as
increased sophistication in the
range of investment options,
strategies and efficiency which
we all, with or without a local
presence, can benefit from.
Reduced costs seem to be the gold
medal however, with an estimated
USD20 billion per year being noted
as a possible achievement12.
Lower costs and complexity also
equal increased economies of
scale – a point aptly demonstrated
under the UCITS regime, with
the Commission of the European
Communities’ estimate of improved

efficiencies for the European
funds industry standing at
several billion euros13.

ARFP conclusion:
Don’t give up!
When all is said and done,
UCITS does not cater for Asian
market needs – the platform was
developed for the European Union.
The opportunity to develop an
Asian platform to cater for local
market investor needs must be
at the forefront of the regional
agenda despite the challenges.
A key challenge would be catering
to the great diversity across
Asian markets at varying stages
of economic development,
maturity and size, and with
investors at varying levels of
sophistication, along with distinct
cultures and languages.
Further, ARFP is not a substitute
for UCITS; UCITS are required
to access Europe and some
Asian markets, such as Taiwan,
which does not participate in the
existing Asian passport or mutual
recognition schemes. Some firms
also continue to use UCITS to
indirectly access different markets
in Asia.

9

https://ec.europa.eu/info/publications/180312-proposal-investment-funds_en

10

Asia Regional Funds Passport, The Future of the Funds management industry in Asia, PwC

11

https://www.atkearney.com.au/financial-institutions/featured-article/-/asset_publisher/j8IucAqMqEhB/content/asia-region-funds-passport?_101_
INSTANCE_j8IucAqMqEhB_redirect=%2Ffinancial-institutions

12

http://www.fundsglobalasia.com/december-2017/passport-have-passport-will-travel

13

Asia Regional Funds Passport, The Future of the Funds management industry in Asia, PwC
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Market access: Taking matters into their own hands
Putting aside the ambition of regional cross-border developments, some jurisdictions are simply ensuring that their
market is as accessible as possible to attract investment. At a domestic level, we are seeing these initiatives:

China

You cannot ignore the local China mutual fund market, USD2 trillion+ as of February
201814. China remains a big domestic market for offshore fund managers but still has
limited access points, being via (i) a joint-venture (JV) asset management company (AMC)
between foreign and domestic managers, (ii) Mutual Recognition of Funds (MRF) between
Hong Kong and China and (iii) arguably the Qualified Domestic Limited Partnership
(QDLP). The positive news is that there are ongoing bilateral discussions between ChinaLuxembourg and China-Singapore on expanding the mutual recognition of funds scheme.
To a certain extent, the recent announcement of relaxation of foreign ownership on JVs
could potentially change the plan of some foreign AMCs too. Timing is key, however,
and this is expected to happen in 2018 or early 2019. The benefit will be that instead of
distributing funds in China via MRF, a foreign AMC may acquire a domestic AMC in China
to sell funds locally. Specifically, China plans to significantly remove restrictions on foreign
ownership of Chinese financial institutions, including increasing foreign ownership limits.
The implications are vast. If it transpires, this will be one of the most significant barrier
removals to foreign capital for funds and the foreign investor community ever. While the
move is in line with market expectations, the bold roadmap to completely remove foreign
ownership restrictions in a majority of Chinese financial institutions still exceeded our
(and likely the market’s) initial expectations. In a nutshell, this is positive for both Chinese
and foreign institutions – foreign institutions will gain greater access to the vast Chinese
financial industry, and at the same time bring in precious experience in product design,
credit analysis and pricing, risk management, liquidity management, and other areas.

Hong Kong
Discussions in Hong Kong have recently considered an open funds structure by way
of an open-ended fund company (OFC) initiative. This was mooted in June 2017 and is
due for delivery in 2018 with the familiar objective to become a global, full-service asset
management centre, complete with a full range of ancillary services15. Refreshingly, this
objective has teeth in that it echoes the findings of a recent survey16 that the majority
of asset managers believe that Hong Kong will be the leading Asian cross-border fund
domicile by 202517.

Singapore
In Singapore, we are following S-VACC, the funds structure the Monetary Authority
of Singapore has been working on. The submission for consultation on the proposed
regulation closed on 24 April 2017, and while the expectation was that a final paper on the
structure would be released in February 2018 along with the subsequent codification of
rules by Q2, this is still outstanding. There are many similarities when compared to other
fund forms offered in Ireland, Luxembourg and Cayman18 yet Singapore remains committed
to its business strategy to be the Asian hub for fund management and domiciliation.

14

AMAC database

15

Ashley Alder, CEO of the Securities and Futures Commission

16

https://www.bbh.com/resource/blob/19176/107837042ea818ab20c9ea8fb7a8dc67/cross-border-2025--the-rise-of-hong-kong-pdf-data.pdf

17

The main ordinance is now enacted. The framework is similar to S-VACC but differs as it requires the custodian to have a trust licence and imposes oversight
obligations. With little enthusiasm, we question whether at this stage the structure is addressing the market requirements and it seems that its success will
depend on the following factors and benchmarking against that of Cayman Islands or BVI funds: (a) Setup cost; (b) Time to market (including regulatory
authorisation/approval); (c) Tax treatment; (d) Regulatory approach to regulate private OFC; and (e) Investment flexibility for both public and private OFC

18

Asia Asset Management: Industry Trends, Outlook and Developments, PwC, November 2017
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Australia
Australia is developing the CCIV (Corporate Collective Investment Vehicle) due to mutual
funds and unit trusts being considered deficient in overseas markets, with the aim of the
federal government being to enhance the international competitiveness of the Australian
funds management industry. The new CCIV fund structure launch is aimed to coincide
with the proposed ARFP launch and has its sights set on aligning to the international
regulatory framework. Additionally, Australia signed an agreement with Luxembourg
in 2016 to enable Luxembourg managers the ability to distribute UCITS into Australia
without an AFS license.

Africa
We are seeing amendments to regulations19 and oversight in South Africa. On 1 April 2018,
two new regulators came into operation – the Prudential Authority (PA) and the Financial
Sector Conduct Authority (FSCA). This implements a new Twin Peaks model of financial
sector regulation in South Africa. However, we are not seeing overt developments
on creating access for funds outside of the proposed amendments to the Collective
Investment Schemes Control Act.

Middle East
In the Middle East there has been progress in the form of consultation papers and
regulations to enhance the fund regime. The Dubai Financial Services Authority made
various proposals to support the growth of the funds industry20 spurred on by the
consultation that closed in December 2017; however, amendments to the legislation have
not been issued yet. And Bahrain, with a view to retaining its ‘destination of choice’ for
funds establishment has recently introduced Investment Limited Partnerships (ILP) and
Protected Cell Companies (PCC) to increase accessibility. Both ILP and PCC are equally
restricted in the permitted activities they can undertake. The differences between a PCC
and a ILP are: (a) ILP allows investors to establish limited partnerships nationwide, as
oppose to only in identified free zones; (b) ILP will have its own legal structure that allows
investors to contribute to the investment fund without taking an active management
role – will be mostly filed by banks and investment firms with a Category 1 or 2 license;
and (c) the new legislation will allow new ILPs to be incorporated and permits existing
partnerships to convert to an ILP.

Funds access: Where to now?
Without regional development, the ASEAN region will continue to see bilateral or trilateral arrangements. We hope
that ASEAN will keep its eye on the main prize to maximise the benefits and address the inefficiencies that arise
under different structures. We continue to believe that the findings and experiences of UCITS can be leveraged, but
innovation is required to create a competitive alternative.

19

The Financial Service Board issued a draft Notice for NAV Calculation Valuations and Pricing for Collective Investment Scheme Portfolios.
Additionally, a Review of BN 90: Proposed discussions on potential amendments was due to be held in the first quarter 2018

20

Proposal includes: Remove the number-based criterion to differentiate Public Funds, Exempt Funds and Qualified Investor Funds; create a regime
for Exchange Traded Funds (ETFs); introduce liquidity risk management controls in open-ended Funds – particularly in Public Funds; address a
number of discrete issues relating to Property Funds, including whether we should continue to prohibit Public Property Funds from being openended, and the use of the term REITs; create an internal Fund Manager model; and remove some anomalies and unintended consequences
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Welcome to the China access desk
We recently spoke with Anastasia Aurol and Fiona Leung from our China desk team for
their insights; on what our clients are currently thinking about, the hurdles they face and
the trends they are seeing in China access. Since then, Anastasia and Fiona have been
travelling through China and here provide an update on their findings.
Is the newer ‘iPhone model’
always better?
The team was in Shanghai last May,
and at that time, foreign investors
only had three options available
to access China’s interbank bond
market – via the legacy Qualified
Foreign Institutional Investor (QFII)
and Renminbi Qualified Foreign
Institutional Investor (RQFII)
programmes, or the newer China
Interbank Bond Market (CIBM
Direct) scheme. The choice was
easier to make then. But when
Bond Connect commenced in July
2017, it was viewed by many as
a game changer – and prompted
investors to yet again reconsider
which path was best.

12

This year, we took a fresh look
at these various access routes
and reflected on whether newer
translates to better. These are,
after all, doors to the same room
– but each takes a varying degree
of effort to unlock and affords
investors different incentives.
QFII and RQFII require patience.
Eligible investors enjoy access to
both the bond and equity markets,
but have to be prepared for the
lengthy registration process.
CIBM Direct grants public-sector
applicants entry to the muchdesired repo market. Mature private
sector investors with long-term
investment plans in China select
this route for accessibility

to a broader range of financial
instruments, while those pursuing
quick access and eager to test the
waters gravitate to Bond Connect.
This of course is a gross
simplification of very complex
schemes – precisely the reason
why investors seek our guidance
on the myriad of options and rely
on us to help them navigate the
set-up process. As China continues
to open up, new schemes will be
developed and improvements
will be made to existing ones (we
too await the day repo becomes
available to all!) The right choice,
however, ultimately comes down to
individual investment profiles and
strategies. The role of this Europe
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and Americas China desk is not to
point you to the latest ‘iPhone’,
but rather, work with you to
determine the model that best
suits your needs.

China’s outbound
programmes: A resurgence?
At the time of writing, with the
imminent inclusion of China
A-shares in the MSCI Emerging
Market Index and with Chinese
bonds expecting to follow a similar
path (their inclusion in BloombergBarclays’ index is due in April
2019), it’s unsurprising that we are
seeing a flurry of activity among
the global community preparing for
investments into China.
Equally exciting (but perhaps
less talked about) in the offshore
markets are outbound investment
activities from China, reinvigorated
by the recent announcement that
quotas have been expanded for
multiple outbound programmes
– for the first time since 2015.
These include the Qualified
Domestic Investment Enterprise
(QDIE), Qualified Domestic Limited
Partnership (QDLP) and Qualified
Domestic Institutional Investors

(QDII) programmes. Further,
PBoC issued new regulations with
respect to Renminbi Qualified
Domestic Institutional Investors
(RQDII) in early May, signalling the
resumption of a programme that
was suspended in 2015 (along
with other programmes) amid
fears of capital outflows and
RMB depreciation.
The reopening of these channels is
great news for foreign and domestic
financial institutions alike. Foreign
asset managers, for example, can
now resume their China marketing
plans, leveraging the QDLP
programme to build their brand
and long-term strategies. QDII is
the largest outbound programme,
with a quota 10 times that of QDIE
and QDLP. While it primarily caters
for domestic financial institutions
– allowing them to invest onshore
money overseas – there is an
interesting foreign angle to this:
• Under the QDII programme,
qualified institutions can invest
into overseas equities, fixed
income, money market products,
structured products, mutual
funds and more – depending
on the type of institution.

Anastasia Aurol
Director
China Access Specialist
Americas Securities Services

Through the domestic
institutions as conduits, QDII
has always been a key avenue
for foreign asset managers to
distribute their products to
Chinese investors.
• QDII provides opportunities
for foreign asset managers
to act as sub-advisors to
onshore institutions seeking the
expertise to navigate global
investment opportunities.
Standard Chartered is one of the
few foreign banks in China that can
provide QDII and RQDII master
custodian services to domestic
trusts companies, banks and
insurers. The Bank has over 70
per cent market share in the QDII
trust segment and approximately
17 per cent in the insurer space
amongst domestic and foreign
players. Looking ahead, we are
enthused about the prospect
and opportunities stemming from
further opening-up of China’s
capital markets – not only by
foreign inflows but also through
greater liberalisation for outbound
investments in the coming quarters.

Fiona Leung
Director
China Access Specialist
Europe Securities Services
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Initial margin reform: It’s time to ponder
Standard Chartered has been exchanging initial margin (IM)21 since September 2016 and
is focused on the third phase of IM implementation due on 1 September 2018 – along
with the rest of the industry. Looking forward, there continues to be an uneasy sentiment
about the impact of IM phases four and five that are slated to come into effect in 2019 and
2020 respectively.

With the proposed impact on funds,
we thought it was a relevant topic
to be addressed here. It will be,
additionally, equally relevant to
other areas of your business, and
they may contact the specialists at
Standard Chartered noted at the
end for more information.

Taking a step back
To recap, the Regulatory Technical
Standards22 detailing the margin
requirements under the European
Market Infrastructure Regulation
(EMIR) provide two types of margin

that firms are required to exchange.
The first is variation margin (VM),
which covers current exposure and
is calculated using the mark-tomarket position of the portfolio.
The second is initial margin (IM),
which covers potential future
exposure for the expected time
between the last VM exchange and
the liquidation of positions on the
default of a counterparty.

What is the impact?
Margin reform impacts a wide range
of clients. Under EMIR all clients

who are classified as Financial
Counterparties (FC) or NonFinancial Counterparties+ (NFC+)
are in scope. These clients who
are trading impacted non-cleared
derivatives will now be exchanging
VM. IM is going live over five
phases from 2016 to 2020, with
the Aggregate Average Notional
Amount (AANA) determining when
the client must self-disclose to the
market that it is over the threshold.
So far, the only impacted entities
have been the largest banks and
broker dealers. This year, however,
we expect that there will potentially

21

See Standard Chartered ‘Bankable Insights’ dated June 2017 and link: https://derivsource.com/2018/04/02/simm-2-0-implementation-lessonslearned-phase-one-dealer/?inf_contact_key=35e2377e70b3aafb207194602de38927543b5e0260bba6a6073e5dbef78827da

22

http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.L_.2016.340.01.0009.01.ENG
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be some buy-side clients declaring
themselves over the threshold.
We anticipate every buy-side
entity and the smaller banks
trading derivatives to experience
many of the same issues during
the implementation phases in
2019/20, hence the educational
outreach needs to commence
now. Specifically in the securities
services space, in September 2020
during phase five, funds that are
in scope for IM requirements will
need to comply with safekeeping
requirements imposed by UCITS
V and AIFMD. We anticipate
this to have a ricochet effect on
depositories (or delegates of a
depository) as the fund’s financial
instruments held by a depositary
will impact IM arrangements.
There are many questions as
to how this will work and what
the implications are, with the
industry currently grappling with
questions like whether a UCITS
should be restricted to using ‘title
transfer’ or cash-only security
collateral arrangements.
Without a crystal ball, there is little
accuracy in predicting the number
of clients that are expected to be
impacted for IM in 2019 and 2020,
although estimates discussed in
industry forums have ranged from
one hundred to several thousand.
What is clear is that with an AANA
threshold of USD8 billion in 2020,
we can expect a big increase in the
number of impacted entities. This
increase in volume will be far more
challenging for the industry than
anything it has experienced so far.

IM: What do I need to consider?
From our experience and noting
lessons learnt, we believe there
23

are four key questions for in-scope
clients to answer:
1 Have you decided how you will
calculate Standard Initial Margin
Model (SIMM)?
2 Are you ready to develop,
implement and integrate the
chosen model?
3 Is your legal team prepared for
the negotiation process?
4 Do you have the operational
capability (custodial) and
collateral capacity to support IM
post go-live?

A solution please!
The past five years has seen
new technological innovations
accelerating the industry towards
automation and straight-through
processing, and collateral is
no different in that regard. As
an example, we have seen on
offer IM calculation capability,
collateral optimisation opportunity,
reconciliation accuracy and
clarity on settlement. These are
all essential parts of the overall
process and all would be covered in
key question number 4.
Critically, the majority of the key
decisions lie within your firm as
you will need to determine whether
you build or buy the SIMM. This
will need to take into account the
ongoing requirements to back test
and benchmark and to support the
annual upgrades of the model itself.
The legal documentation required
to support two-way gross IM
is onerous and time consuming
despite the market maturity
of the requirements and the
existing documentation23.

Additionally, there are also the
EU and US margin reform rules
requiring IM to be segregated and
legally ring-fenced at a third party.
This means consideration of your
mandates with your custodian
as pledgor (poster) and with your
counterparts’ custodian as pledgee
(receiver), which, unless you both
use the same custodian, will equate
to two relationships to onboard and
to undertake know-your-customer
(KYC), anti-money laundering (AML)
and other necessary procedures with.
The use of collateral swaps to
upgrade existing security holdings
will become critical for many and
is already an important constituent
of the global repo and securities
lending markets. This type of
transaction is very attractive to
owners of HQLA Level 1 securities
who are able to increase the yield
on their portfolios whilst providing
the borrower a quick and relatively
cheap source of eligible collateral
for posting as IM and/or VM. The
other driver for these types of
transaction when documented
under GMSLA is the balance neutral
treatment which can be applied.
Standard Chartered can offer
flexible solutions around these
types of transactions. If you need
more information, please reach
out to your relationship manager.
You may also contact Sean Bunyan
sean.bunyan@sc.com if you are in
the Asia-Pacific region or Ayhan
Buberka ayhan.buberka@sc.com
if you are in the United Kingdom,
European Union or the United States.

The industry has been considering how to simplify the structure of the documentation along with the most effective way for the negotiations to
support a faster ‘get to market’. A number of legal providers, vendors and industry bodies are looking at the problem and working through the
different custodial approaches and processes
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Evolution of an Islamic fund
administration ecosystem
The Islamic fund management industry has seen considerable growth over the last six
years. Further exponential growth is forecasted, as reported in the 2017 Islamic Finance
Development Report24, with the MENA (Middle East and North Africa) and South Asia
regions contributing to the bulk of this growth.
The below figures highlight
this growth:
• From USD45 billion in assets
under management (AUM) in
2012, AUM of Islamic funds
grew to USD115 billion in 2017
and is projected to grow to
USD403 billion by 2022
• MENA (including the Gulf
Corporation Council [GCC])
accounts for approximately
50 per cent, while South-east
Asia constitutes close to
20 per cent of Islamic fund AUM.

24

Whilst the fund management
industry has seen growth and
investment, the same level of
evolution and investment has
not been seen in back-office
funds services. With this in mind,
industry specialists got together
in Kuala Lumpur in March to
analyse the evolution of fund
administration services and
determine how a specific
jurisdiction could position
itself as a hub for Islamic
fund administration.

Shikkoh Malik, Head of Fiduciary &
Fund Services at Standard Chartered,
was one of the panellists and
provided his analysis concerning
the fundamental factors that are
required to enable this viable
Islamic administration hub:
• The regulatory framework must
cover the complete chain and
encompass fund management,
legal, and through to middle and
back-office support. The
development of this holistic

https://www.salaamgateway.com/en/story/report_icdthomson_reuters_islamic_finance_development_report_2017-SALAAM07122017110850/
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regime is critical for fund
administration and custody.
This element becomes even
more important within the Islamic
space, and specifically in
markets where there are two
separate regulatory bodies
(i.e. one for capital markets and
the other for banking activities).
It’s often seen that while
tremendous evolution has taken
place on fund and investment
management-related guidelines,
fund administration-related
guidelines may not have evolved
at the same pace.
• Talent development is an area
that could clearly differentiate
one hub from another, and in
general, the demand for talent
in the Islamic fund industry is
much higher than the supply.
Jurisdictions that establish both
credible academic institutions
and corresponding programmes,
and put in place specific
incentives to ensure focus on
financial services would be able
of churning the right type and
number of fund administration
profiles – and would subsequently
attract additional business flows.

• Shariah boards and the
development of Shariah
scholars is a fundamental
element, to be considered
separately from talent at the
operational and productmanagement level. A market
also needs an indigenous crop
of Shariah scholars who not only
act as advisors but also as a
second layer of regulators to
the Islamic industry.
• A well-developed conventional
fund administration landscape
forms the base of any development
on the Islamic front. Jurisdictions
with mature regulatory regimes
and developed conventional fund
administration services will
always have a head start
compared to their peers, simply
because the knowledge of fund
accountancy, transfer agency
and other ancillary services
forms the base of Islamic fund
administration too.

• Evolution of systems and
service providers is an area
that has been neglected, to a
certain extent, by aspiring key
jurisdictions. Currently, either
there are no locally developed
systems, or most of the global
providers have been pushed to
develop platforms and solutions
that fulfil the specific requirements
of the industry.
• Tax and other fiscal incentives
also act as stimulants and could
add to the attractiveness of
a jurisdiction.
There are multiple jurisdictions
trying to establish themselves as
hubs for end-to-end servicing of
Islamic banking, or for Islamic asset
management, yet most have not
specifically focused on becoming
a specialised fund administration
hub. Hence, we believe that doing
so would create a real first-mover
advantage in this space.

With comprehensive Islamic banking services offered by
Standard Chartered Saadiq, the Bank is well positioned to work
with regulators, market players and infrastructure entities on the
development of these specialised services, and we look forward
to contributing to the industry.
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Conclusion
You heard it here first.
Artificial Intelligence will replace 70%
of the work done by our network managers by 2025.
Okay, so I have limited authority
to say this, and it’s a provocative
statement. However, the current
pace of innovation in technology
lends support to this, as do some
of the thought-provoking comments
and questions we received
following the release of the
second edition of The Custodian.
This certainly raised my curiosity
levels; if it creates a similar
reaction in you, please email
The.Custodian@sc.com and tell
us your thoughts.
One thing that surprised us from
the research undertaken for this
edition was the sheer extent of
regulatory changes happening
at a global level. While we had
previously focused more on the
relentless changes in European
and US regulations, lately the pace

of change across the Middle East,
Africa and Asia has demanded a
greater focus. And the impact of
this shift is quite extraordinary. It
is becoming increasingly apparent
that regulatory foundations are
continuously shifting beneath us,
at speeds far greater than we are
seeing just within the Eurozone.
Further, much of this shift is
happening without market
consultation, an attitude of a fait
accompli, making is somewhat
difficult to navigate, to say the least
(and we haven’t even broached the
notion of frontier markets and rule
of law providing a backdrop
of certainty!).
What does this mean? First,
we need to continuously look
ahead to anticipate the next set

One thing that surprised us from the
research undertaken for this edition was
the sheer extent of regulatory changes
happening at a global level.
Julia McKenny
Head of Market Advocacy
Securities Services
Transaction Banking
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of hurdles. And in the interim, we
need to ensure we have in place a
robust servicing platform to equip
ourselves to manage the next
deluge of regulatory change.
At a recent client breakfast
event, one client said to me, “we
mandated Standard Chartered
because you are in the markets we
don’t want to be in, and you have
the expertise to be in them.” We
are reminded of the truth in this
statement every day, and continue
to work hard to ensure it remains
the case.
Thank you for reading and for your
continued support. We look forward
to your feedback.
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