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that you have to be able to handle that processing,”
adds Tolat. “And, in the retail space one has to be able
to handle literally thousands of tickets per seconds.
We innovated so that Integral’s solution is capable of
addressing these key points out of the box.”

FX Power Trader, Integral’s retail margin solution,
provides flexible on-demand FX trading solutions
through a managed service business model, supporting
all market participants with the solutions they need

to conduct FX trading themselves or deliver branded
trading services to their clients. Since last summer,

FX Power Trader has had functionality incorporated

to execute MetaQuotes Language 4 (MQL4), which
allows for a seamless integration of user-generated

Expert Advisors (EAs).

All of Integral’s solutions are delivered as ‘Software-as-
a-Service (SaaS) model so that FX trading providers
can enter new markets quickly without having to own
and operate any IT infrastructure. FX Grid, Integral’s
‘multi-sided” trading platform, brings together liquidity
takers and liquidity makers. And, all of the provider’s
solutions - including FX Power Trader — run on top of
that. Integral offers an entire value-net/ecosystem, not
just a stand-alone technology solution.

As a result, Integral does not just talk about a

“front end” as some other vendors do but rather an
integrated solution with some of the features residing
in the front end and some in the network. Through a
2009 initiative called TrueFX, Integral provides retail
FX brokers with direct market access (DMA) to the
interbank market.

Tolat refers to the customer support element of FX
margin broker businesses as being a “critical” aspect.
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Viral Tolat
“Whether you call the dealer or the sales support
person, they need to be able to see what the

customer sees and know what is happening with
the customer on a real-time basis”

“Whether you call the dealer or the sales support
person, they need to be able to see what the customer
sees and know what is happening with the customer
on a real-time basis,” he stresses.

When FX rates are shifting violently in short periods
of time - as witnessed recently with pressure on the
Euro over Greek sovereign debt concerns, systems and
FX broker business will need to step up to the plate.
<« . . . .
Inevitably such large movements in the Euro will hit
stops and will hit limit orders, and in some cases that
may stop out customers,” says Tolat.

That’s a significant issue in the retail space. It’s real
money with people trading on margin - not on credit.
Any margin broker who wants to set up a business
needs a system able to deal with the realities of these
issues.” If the market moves in an adverse direction
against their customers’ positions, the system will
automatically shut them down and start to execute
hundreds of trades (i.e. autocut).

With thousands of retail FX customers, systems
cannot be anything else than highly automated to
handle margin requirements and haircut calculations
on a range of currencies and currency pairs. He adds
“We analyzed such issues carefully to make sure that
our customers have a robust technology in situ to
allow a customer support representative to field the
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Peter Kelleher
“Clients are seeking more information and on a
real-time basis, as well more aggressive netting and lower
calculations in terms of the margin requirement.”

phone calls, to be able to drill into the customer’s
profile, orders and information literally within seconds
to see what is happening and then help that client do
whatever they need to get done.” This whether it be
opening another position, closing a position or just
understanding what the client’s margin is. “Failure
here only means poor customer service.”

Keeping processing costs down

From the bank/broker perspective, it is not only
important to provide straight-through-processing
(STP) for tickets, but also to have the sophisticated
mechanisms for netting opportunities of seller tickets
in order to keep processing costs down.

There are a host of companies providing margining
and real-time risk management technologies for retail
FX trading activities, but not all are equally robust.
SS&C Technologies (SS&C), is one that delivers

114 | april 2010 e-FOREX

investment and financial management software. By
virtue of its acquisition of MarginMan, the firm

now offers collateralised trading software to many

of the leading global players in the FX marketplace.
MarginMan fully supports collateralised FX trading,
precious metals trading and OTC FX options trading,.

Peter Kelleher, Product Manager for SS&C’s
MarginMan, who deals solely with the margin trading
business at the firm, says: “By and large they [solution
providers] have typically just offered a very simple

5% or 10% leverage calculation. However, clients are
seeking more information and on a real-time basis, as
well more aggressive netting and lower calculations in
terms of the margin requirement.”

MarginMan’s USP is that it is highly scalable, rich

in functionality and flexible in terms of the rules in
calculating client exposure. But this should hold true
for all robust FX risk margining systems that a broker
or bank seek to deploy in the retail space. Traditionally
MarginMan was developed for banks that are catering
for a private client base, but more recently they have
come to look at the retail FX market and hedge fund
side of the business in terms of prime brokerage or
give-up trading.

Standalone or Managed Services

Referring to choices on standalone or managed
services that brokers face when deciding which trading
technology strategies to adopt, Kelleher says: “While
MarginMan supports both, traditionally we would
have gone down the standalone route, where we would
install the product at a bank site and then hook that
into their front-end trading engine.”

Kelleher notes that managed services are something
that is becoming more popular. It reflects the fact
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that many brokers are not I'T houses and do not wish
support the technology that underpins the products
and services they offer. Their focus is and should be
on providing the service and letting all their software
solutions (or as much as possible) be managed or
hosted off site.

As a global company, SS&C (MarginMan) can host
such solutions. The provider has a significant site for
hosting outside Toronto, one in London and another
in Asia. “If one looks at the retail FX market, turn
around time is absolutely critical,” Kelleher says.
“We'll host a solution for our clients virtually on their
doorstep, which assists considerably with issues related
to turnaround time (latency), being able to perform
credit checks, booking deals and turning information
around.”

MarginMan has a number of European clients that it
provides a hosted solution for in two parts of the same
continent. The right location for certain applications
is highly pertinent and depends on what part of the
world you are trading. For example, Swiss secrecy law
specifies that data (and thus IT solutions) must be
hosted within their borders.

Integral’s Tolat adds: “When you get into the detail
it’s painfully obvious which option - standalone or
managed - is better. The licensed software route
requires so much up front capital investment and
resources internally from IT people and expenditures.
So, it’s obvious for many that they should opt for a
managed service provider like Integral.”

“And, for anyone contemplating starting a new FX
margin business today, they would find it financially
painful to make all the investments that other people
have already made in terms of the technology and
systems in order to get going,” adds Tolat. “On the
contrary, they should aim at benefiting from it by
joining shared infrastructure services like FX Grid.”

The other part, he says, is choosing a service provider
- not just a technology”, and “making sure that the
people you work with are ‘market neutral’ in that they
will allow you to decide which other providers in the
forex space you want to use that support best your
business strategy.”

Integral does not “dictate” which liquidity providers
[LPs] their customers should take liquidity from.
Customers should have a choice he says, picking the
“best of breed providers and the one that offers the
best deal for their business.”
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Integrating an FX margin solution

Turning to issues needed to be addressed with regards
to integrating an FX margin solution into existing
legacy systems, CMC’s Aspinall says: “What we're
tending to find right now in terms of legacy systems, is
that many brokers will often have an outsourced GUI
(Graphical User Interface), but look for an integration
into their back office reporting systems.”

He adds: “What you’ll have here typically is a client
trading on CMC’s front end, which is branded into a
particular broker, but then we would integrate through
their API a certain amount of technology ‘[resource]

to provide real-time reporting for operational risk,
regulatory and general portfolio management into the
broker’s back office system.”

Factors governing how quickly an FX margining
business can be set up and clients on-boarded

largely depends on the nature and complexity of the
installation. With turnkey solutions where brokers
partner with a provider, there are a number of levels
that determine that speed of deployment (e.g. whether
it spans either front-end integration, back office or

both).

Whilst not necessarily recommended in terms of speed
to market, CMC have “delivered” a broker in less

than a week, including education, client support and
marketing strategy. Tailoring and customising trading
systems deployed to cater for individual business
models (both for IBs and White Label brokers) can be
undertaken on a “matrix basis” says Aspinall. Through
CMC’s web front-end, broker platforms can be altered

Overcoming the hurdles of setting
up a Margin FX business

for a certain “look and feel”, such that it appears like
existing platforms within the broker’s portfolio.

“On top of this we can tailor the product offering.
Some broker clients might want to offer certain FX
markets such as G8 currencies only to their end users,
while others might want actually choose the entire

portfolio of CMC products,” he adds.

Brokers can also break down a particular client tiering
and manage a “multi-regional” centre where perhaps
their London operation only allows western/European
products to be offered within the time zone (whilst their
Asia operation might handle any specific Asia offering).

Dennelly agrees that for a quick rollout, the simplest
solution is to go with a managed service. SunGard
Sierra was able to provide a start-up client in just days
with everything in place for a couple of their accounts.

“They needed to be able to generate statements right
out of the gate,” Dennelly notes. “We were able to get
them up and running in two days for their initial few
clients. Complete installation for the solution took
around sixty days, with work on mapping the general
ledger and exactly how the client wanted their entity
structure set.”

Regulatory and compliance requirements

In terms of how margin FX solutions are helping
brokers meet the increasingly stringent regulatory and
compliance requirements, leading FX margin vendors
are closely monitoring proposals coming up on the

radar. Only this February the Commodity Futures
Trading Commission (CFTC), the U.S. industry body,
aired proposals to limit leverage available to retail FX
customers down to 10-to-1 from 100-1.

Whatever the eventual outcome, FX margining
systems will have to proactively cope with any such
regulations. Some providers have already tweaked their
offerings to accommodate regulatory oversight. Some
retail FX dealers in the U.S. fear that such proposed
rulings could force them to scale back operations,
sending millions of dollars in trades abroad.

“We're watchful and concerned by all such
developments, but the regulations will be what the
regulations will be,” says Tolat at Integral. “They may
be related to capital requirements or force shrinking
execution sizes, but our customers know that through
our technology we already have the means in place to
support any of that.”

He adds: “The benefit of someone using our
technology is that as the regulations come out, we've
traditionally shown that we can be extremely fast to
adapt. We're always following what the regulations are
doing, even at the proposal stage, so that we are ready,
ahead of their actual role-out.”

Integral, which has been solidly in the FX space as a
service provider for the past eight years, clearly illustrated
its foresight on this score back in July 2009 when it
addressed the National Futures Association’s regulations
and the Rule 2-43 ahead of time through enhancements
to FX Power Trader, its complete white label retail
margin trading solution that includes strategies,
advanced order types, charting and market news.

The provider was able to make the necessary
programming changes thanks to their ‘Software as a
Service’ delivery model. Specifically, compliance Rule
2-43(a) prohibits a Forex Dealer Member (FDM)
from adjusting executed customer orders, with two
exceptions. Integral became the first white label
trading system provider to announce NFA compliance
ahead of a stated deadline (31 July) by around month.

With the addition of an option for non-hedged
FIFO transaction to FX Power Trader, brokers could
now choose the appropriate strategy that best fitted
their needs and that of their customers. While other
providers will be monitoring events on the regulatory
horizon, no FX margin technology can ever be
complacent.
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