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tremors have rattled an oft-overlooked 
corner of financial markets: parties 
to derivatives that are not processed 
by central clearinghouses have had 
to begin exchanging collateral for the 
first time.

Before the global financial crisis, 
banks could require collateral including 
“initial margin” (IM) to prevent them 
being exposed to significant losses if 
their buy-side counterparty collapsed. 
Banks rarely—if ever —posted IM in the 
opposite direction.

The 2007-2009 meltdown exposed 
weaknesses in that convention, leading 
global regulators to impose two-way 
collateral pledging. This process began 
in 2016, when banks with more than $3 
trillion of non-cleared derivatives expo-
sure were captured under the rules. At 
least 15 of the world’s largest banks 
were in-scope that year. 

In September 2017, for phase two 
of the non-cleared margin rules, 
firms with $2.25 trillion of derivatives 

exposure had to comply, drawing in 
several more banks.

Then in September 2018, as the 
thresholds dropped to $1.5 trillion of 
exposure in phase three, the first buy-
side entity—a Cayman-domiciled hedge 
fund managed by global alternative 
asset manager Brevan Howard —was 
pulled into the requirements. 

“The change here for us was that we 
were receiving collateral for the first 
time,” says Yaron Katz, global head of 
risk operations at Coremont, a spinout 
of Brevan Howard that was set up last 
year to provide asset management 
support services to the Brevan funds 
and select third-party fund managers. 
“Receiving margin from our bank coun-
terparties was a pretty novel experi-
ence, but we had to prepare for that.”

While big banks had already gone 
down the non-cleared margin compli-
ance path by early 2018, the firm was 
the first known buy-sider to find itself 
navigating the changes. Brevan Howard 
is by no means a minnow—the size of 
its derivatives book alone attests to that 
fact—but it found itself traveling down 
a road signposted mainly for the banks 
that had gone before.

“It was clear that there were a couple 
of things that the sell-side may not have 
thought about,” says James Cousins, 
general counsel at Coremont, who led 
the project on behalf of Brevan.

IM—as opposed to variation margin, 
which is based on changes in daily 
market value—is typically required 
to be placed in a segregated account. 
But buy-side firms have not tradition-
ally had to establish such an account 
in order to receive IM from a dealer. 
Updated legal documents needed 
drafting and there were some elements 
banks had to go away and think about. 

“In terms of documentation, we had 
commercial agreements in place with 
all of our counterparties that dictated 
how we segregated IM previously, but 
those docs were not the same as the 
new standard forms that the sell-side 
had been negotiating between them-
selves, so we had to do some work 
to bridge the gap between the agree-
ments,” Cousins adds.

BLAZING A BUY-SIDE TRAIL
The fund’s first step in the process 

was to give notice that it had deter-
mined one of its funds would likely 
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breach the phase-three threshold 
and that its counterparties would be 
obliged to both post and receive col-
lateral. Those notifications were sent 
out in March 2018, well ahead of the 
September 1 deadline.

While Cousins focused on the legal 
and documentation issues, Katz began 
investigating the technological read-
iness of the fund for the challenges 
ahead. It was clear that the rules 
would require Brevan to interface with 
myriad external counterparties, from 
their own custodian and their counter-
parties’ custodians to margin-call and 
messaging platforms. The firm selected 
BNY Mellon as its collateral segregation 
agent. 

“We got underway well in advance; 
we chased our counterparties when we 
needed to; and we made it to the finish 
line on time,” says Katz.

Brevan Howard also had to famil-
iarize itself with the intricacies of the 
Standard Initial Margin Model (SIMM), 
used to calculate the IM required on 
non-cleared derivatives. SIMM hinges 
on trade sensitivities which, though 
somewhat straightforward to compute 
for relatively vanilla instruments, can 

be more difficult for more esoteric 
derivatives. 

Getting to grips with SIMM took 
“a couple of days of quant work” for 
Coremont given their strength in com-
plex mathematical modelling, says 
Katz. But he acknowledges that it may 
present more difficulties for buy-side 
firms whose core competencies are not 
quantitative analytics.

Meanwhile, Cousins was mapping 
the universe of custodians that Brevan’s 
trade counterparties would be using to 
exchange collateral. The fund would 
have to establish documentation and 
connectivity with each custodian 
selected by each counterparty. At the 
same time, negotiations were taking 
place with those counterparties around 
what assets each firm would accept as 
collateral.

“It was May 2018 before the majority 
of counterparties started to engage with 
us meaningfully on process and docu-
mentation,” says Cousins. Ultimately, 
the compliance process occupied the 
entire six-month period from March 
through to the end of August that year. 

Having pioneered the non-cleared 
margin compliance process for the 

buy-side, the firm advises other enti-
ties to begin work as soon as possible. 
According to the International Swaps 
and Derivatives Association, there 
are anticipated to be more than 1,000 
financial institutions that could be 
newly in-scope during phase four in 
2019 and phase five in 2020. 

“There will be so many legal entities 
in the queue at the custodians -- and 
negotiating schedules with trade coun-
terparties -- that you absolutely need to 
start this process early,” urges Katz.   

Peter Madigan is Editor-at-Large at BNY 
Mellon Markets in New York.
Questions or Comments? Write to the 
following BNY Mellon salespeople at 
NonClearedMargin@bnymellon.com 
or reach out to your usual BNY Mellon 
relationship manager.
 
US | Kevin Ronan
kevin.ronan@bnymellon.com
 
EMEA | Ingrid Garin
ingrid.garin@bnymellon.com
 
APAC | Filippo Santilli
filippo.santilli@bnymellon.com
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JAMES COUSINS  

GENERAL COUNSEL,  

COREMONT



BNYMELLON.COM

BNY Mellon is the corporate brand of The Bank of 
New York Mellon Corporation and may be used as a 
generic term to reference the corporation as a whole 
and/or its various group entities. This material and 
any products and services may be issued or pro-
vided under various brand names of BNY Mellon in 
various countries by duly authorized and regulated 
subsidiaries, affiliates, and joint ventures of BNY 
Mellon, which may include any of those listed below:

The Bank of New York Mellon, a banking corporation 
organized pursuant to the laws of the State of New 
York, whose registered office is at 240 Greenwich 
St, NY, NY 10286, USA. The Bank of New York 
Mellon is supervised and regulated by the New York 
State Department of Financial Services and the US 
Federal Reserve and is authorized by the Prudential 
Regulation Authority (PRA). Details about the extent 
of our regulation by the PRA are available from us 
on request.

The Bank of New York Mellon operates in the UK 
through its London branch (UK companies house 
numbers FC005522 and BR000818) at One Canada 
Square, London E14 5AL and is subject to regulation 
by the Financial Conduct Authority (FCA) at 12 
Endeavour Square, London, E20 1JN, UK and limited 
regulation by the PRA at Bank of England, Thread-
needle St, London, EC2R 8AH, UK.

The Bank of New York Mellon SA/NV, a Belgian 
limited liability company, registered in the RPM 
Brussels with company number 0806.743.159, 
whose registered office is at 46 Rue Montoyerstraat, 
B-1000 Brussels, Belgium, authorized and regulated 
as a significant credit institution by the European 
Central Bank (ECB) at Sonnemannstrasse 20, 60314 
Frankfurt am Main, Germany, and the National 
Bank of Belgium (NBB) at Boulevard de Berlaimont/
de Berlaimontlaan 14, 1000 Brussels, Belgium, 
under the Single Supervisory Mechanism and by the 
Belgian Financial Services and Markets Authority 
(FSMA) at Rue du Congrès/Congresstraat 12-14, 1000 
Brussels, Belgium for conduct of business rules, and 
is a subsidiary of The Bank of New York Mellon.

The Bank of New York Mellon SA/NV operates in 
Ireland through its Dublin branch at Riverside II, 
Sir John Rogerson’s Quay Grand Canal Dock, Dublin 
2, D02KV60, Ireland and is registered with the 
Companies Registration Office in Ireland No. 907126 
& with VAT No. IE 9578054E. The Bank of New York 
Mellon SA/NV, Dublin Branch is subject to limited 
additional regulation by the Central Bank of Ireland 
at New Wapping Street, North Wall Quay, Dublin 1, 
D01 F7X3, Ireland for conduct of business rules and 
registered with the Companies Registration Office in 
Ireland No. 907126 & with VAT No. IE 9578054E.

The Bank of New York Mellon SA/NV is trading in 
Germany as The Bank of New York Mellon SA/NV, 
Asset Servicing, Niederlassung Frankfurt am Main, 
and has its registered office at MesseTurm, Fried-
rich-Ebert-Anlage 49, 60327 Frankfurt am Main, 
Germany. It is subject to limited additional regula-
tion by the Federal Financial Supervisory Authority 
(Bundesanstalt für Finanzdienstleistungsaufsicht, 
Marie-Curie-Str. 24-28, 60439 Frankfurt, Germany) 
under registration number 122721.

The Bank of New York Mellon SA/NV operates in the 
Netherlands through its Amsterdam branch at Straw-
inskylaan 337, WTC Building, Amsterdam, 1077 XX, 
the Netherlands. The Bank of New York Mellon SA/
NV, Amsterdam Branch is subject to limited additional 
supervision by the Dutch Central Bank (‘De Neder-
landsche Bank’ or ‘DNB’) on integrity issues only 
(registration number 34363596). DNB holds office at 
Westeinde 1, 1017 ZN Amsterdam, the Netherlands.

 The Bank of New York Mellon SA/NV operates in 
Luxembourg  through its Luxembourg branch at 
2-4 rue Eugene Ruppert, Vertigo Building – Polaris, 
L- 2453, Luxembourg. The Bank of New York Mellon 
SA/NV,  Luxembourg Branch is subject to limited 
additional regulation by the Commission de Sur-
veillance du Secteur Financier at 283, route d’Arlon, 
L-1150 Luxembourg for conduct of business rules, 
and in its role as UCITS/AIF depositary and central 
administration agent.

 The Bank of New York Mellon SA/NV operates in 
France through its Paris branch at 7 Rue Scribe, 
Paris, Paris 75009, France. The Bank of New York 
Mellon SA/NV, Paris Branch is subject to limitted 
additional regulation by Secrétariat Général de l’Au-
torité de Contrôle Prudentiel at Première Direction 
du Contrôle de Banques (DCB 1), Service 2, 61, Rue 
Taitbout, 75436 Paris Cedex 09, France (registration 
number (SIREN) Nr. 538 228 420 RCS Paris - CIB 
13733).

The Bank of New York Mellon SA/NV operates in 
Italy through its Milan branch at Via Mike Bongiorno 
no. 13, Diamantino building, 5th floor, Milan, 20124, 
Italy. The Bank of New York Mellon SA/NV, Milan 
Branch is subject to limiteed additional regulation 
by Banca d’Italia - Sede di Milano at Divisione Super-
visione Banche, Via Cordusio no. 5, 20123 Milano, 
Italy (registration number 03351).

The Bank of New York Mellon SA/NV operates in 
England through its London branch at 160 Queen 
Victoria Street, London EC4V 4LA, UK, registered 
in England and Wales with numbers FC029379 and 
BR014361.  The Bank of New York Mellon SA/NV, 
London branch is authorized by the ECB (address 
above) and subject to limited regulation by the FCA 
(address above) and the PRA (address above). 

Regulatory information in relation to the above 
BNY Mellon entities operating out of Europe can 
be accessed at the following website: https://www.
bnymellon.com/RID.

The Bank of New York Mellon, Singapore Branch, is 
subject to regulation by the Monetary Authority of 
Singapore. The Bank of New York Mellon, Hong Kong 
Branch, is subject to regulation by the Hong Kong 
Monetary Authority and the Securities & Futures 
Commission of Hong Kong. The Bank of New York 
Mellon, Australia Branch, is subject to regulation 
by the Australian Prudential Regulation Authority 
and is exempt from holding an Australian Financial 
Services License.  The Bank of New York Mellon 
is regulated by the New York State Department of 
Financial Services under the New York Banking Law 
which is different from Australian law. The Bank of 
New York Mellon has various other branches in the 
Asia-Pacific Region which are subject to regulation 
by the relevant local regulator in that jurisdiction.

The Bank of New York Mellon Securities Company 
Japan Ltd, as intermediary for The Bank of New York 
Mellon.

The Bank of New York Mellon, DIFC Branch, regulat-
ed by the Dubai Financial Services Authority (DFSA) 
and located at DIFC, The Exchange Building 5 North, 
Level 6, Room 601, P.O. Box 506723, Dubai, UAE, on 
behalf of The Bank of New York Mellon, which is a 
wholly-owned subsidiary of The Bank of New York 
Mellon Corporation.

Past performance is not a guide to future perfor-
mance of any instrument, transaction or financial 
structure and a loss of original capital may occur.  
Calls and communications with BNY Mellon may be 
recorded, for regulatory and other reasons.

Disclosures in relation to certain other BNY Mellon 
group entities can be accessed at the following web-
site: http://disclaimer.bnymellon.com/eu.htm.

This material is intended for wholesale/professional 
clients (or the equivalent only), is not intended for 
use by retail clients and no other person should 
act upon it. Persons who do not have professional 
experience in matters relating to investments should 
not rely on this material. BNY Mellon will only pro-
vide the relevant investment services to investment 
professionals. 

Not all products and services are offered in all 
countries.

If distributed in the UK, this material is a financial 
promotion. If distributed in the EU, this material is a 
marketing communication.

 

This material, which may be considered advertis-
ing, is for general information purposes only and 
is not intended to provide legal, tax, accounting, 
investment, financial or other professional advice 
on any matter.  This material does not constitute a 
recommendation or advice by BNY Mellon of any 
kind. Use of our products and services is subject 
to various regulations and regulatory oversight. 
You should discuss this material with appropriate 
advisors in the context of your circumstances before 
acting in any manner on this material or agreeing to 
use any of the referenced products or services and 
make your own independent assessment (based on 
such advice) as to whether the referenced products 
or services are appropriate or suitable for you. This 
material may not be comprehensive or up to date 
and there is no undertaking as to the accuracy, 
timeliness, completeness or fitness for a particular 
purpose of information given. BNY Mellon will 
not be responsible for updating any information 
contained within this material and opinions and 
information contained herein are subject to change 
without notice. BNY Mellon assumes no direct or 
consequential liability for any errors in or reliance 
upon this material.

This material may not be distributed or used for 
the purpose of providing any referenced products 
or services or making any offers or solicitations in 
any jurisdiction or in any circumstances in which 
such products, services, offers or solicitations are 
unlawful or not authorized, or where there would 
be, by virtue of such distribution, new or additional 
registration requirements.

Any references to dollars are to US dollars unless 
specified otherwise.

 

This material may not be reproduced or disseminat-
ed in any form without the prior written permission 
of BNY Mellon. Trademarks, logos and other intel-
lectual property marks belong to their respective 
owners.

 

The Bank of New York Mellon, member of the Feder-
al Deposit Insurance Corporation (FDIC).

 

© 2019 The Bank of New York Mellon Corporation. 
All rights reserved.




