
JORDAN:
Hello, and welcome to the first presentation in our Hyper Agility iConference, entitled New Risk Management Strategies for Demand for Speed, Control and Profits.  It's a pleasure to have you with us.  My name is Julie Jordan, and I'll be your host today.PRIVATE 

Our expert panelists are Rodney Nelsestuen, Research Director, Financial Strategies and IT Investments from TowerGroup.  Also joining from Cognizant is R. Sriram, who's the Practice Head of Governance, Risk and Compliance.  And from ILOG, we are joined by Bruno Trimouille, who's the Director of Market Development for Financial Services.

We'll be taking your questions online throughout the presentation and we'll answer them at the end of the presentation.  And now, I'd like to pass the floor to Rodney and we'll get started.

NELSESTUEN:
Okay, thank you, Julie.  I appreciate all of you taking part today.  We certainly are going to be talking about risk for a long time in financial services.  But there's other elements of risk that we need to think about, other elements of the business rather than just risk that we need to think about.

So what we're going to do today from the kickoff of this Webcast is to talk about some, about three key questions.  And we're going to focus on business process management and obviously, there's lots of various inside the risk world that we could spend time.

But if you start to think about where risk can really be understood, managed and controlled and also, using the information that you gain from risk management for new opportunities, business process management is a really good place to begin.

Today what we'd like to do would be key questions is to turn them into four key takeaways that we have in the...which we'll focus on over the next few minutes.  The first one is, today's turmoil in financial services industry really has managers revisiting the quality of risk management.  We see that in every institution we talk to.  But at the same time, they want to find ways to reduce cost because they need to create a lower cost operating ratio so that they can rebuild capital more quickly.

But at the same time, if you think about the leaders of the industry, they're looking at ways to make their institution prepared for when the financial services industry starts to grow again when it turns around ‑‑ and it will at some point ‑‑ and they're looking for ways that they can leverage their information in the marketplace to regain trust in the community that they lend or work with on whatever service they provide, and to provide leverage of better managing their business processes.

Business leaders are also discovering the value of BPM in creating new levels of efficiency, enabling superior customer experience which is a key to maintaining existing customer bases and customer retention.  And then also, to manage risk.

These are seemingly opposite objectives, but they come together, not in products or services, but in the intelligent use of your processes within the financial services institution.

So let's go to our first question.  Why is it that leading institutions are looking at BPM to improve performance of the key functions that create internal efficiency?  And also to think about customer experience.

Well, there's a deception here when you start thinking about customer relationships.  The customer and compliance issue and risk management has seemed simple.  They seem like unique, distinct and separated issues that you can easily look at, whether it's regulatory issues such as Know Your Customer, managing anti money laundering activity, looking for fraud, or in the CRM side of things ‑‑ Customer Relationship Management ‑‑ expanding your relationship with that customer.

And then, thinking in terms of transaction execution and monitoring that and making that work well.  All of these things are sometimes looked at as separate and distinct  units, but in reality, they're very much more complex than that.

If you look at the center of this picture here, this is the customer and the customer sees the entire relationship with the financial institution in a holistic manner, in a way that almost no financial institution is able to see that customer relationship themselves.

And so it's a very big challenge to most financial institutions to be able to leverage relationships through the branch, to understand what's happening through the call center, to leverage and to anticipate basic needs of the customer and to what extent those are being met by the products and services you have.  And then thinking about security issues and privacy issues and thinking about new business opportunity.

On the lower righthand side, you see we have an explosion of channels including mobility that's going to further complicate our ability to understand our customers going forward.

Additionally, if you think about the third party relationships that are expanding, in other words, your institution may provide insurance but not the banking capability, and you may have partnered with a strategic partner on that.  Or vice versa ‑‑ you may be a bank that is partnered with a financial planning firm or mutual fund company or another business partner to expand your product set.

Having visibility into that business is also critical because believe it or not your customer views those ancillary and partner relationships through the eyes of your institution.  And thus if those relationships are not being handled well, your institution is the one that generally receives the blame for it.

The other thing that we've noticed is that customer experience is becoming fundamental to engaging customers, creating a lasting satisfaction and lasting satisfaction yields customer loyalty.  All of these have become increasingly important.

And when you think in terms of losing customers to the competition or in terms of today's environment where the trust factor is exceedingly low in the marketplace and customers are looking for safety and soundness.  And a lot of that safety comes along with the type of experience that they have within your institution.

If they feel that they are being treated fairly and their information is being handled well, if they believe that what they're doing and receiving is exactly what they need and want, then you can build trust.  So the experience is good.  Their engagement with you, then, is this mutual connection or relationship between you and your customer and the institution.

Satisfaction, again, is just a more or less a point in time measure and it is important, but people have tended to look at customer satisfaction as providing more than it does.  It is just a static point in time measure.  But it's important, because if you handle customer experience and you attain customer engagement, that satisfaction level will remain high.  And over time, you'll be building customer loyalty.

And this is a critical point, because loyal customers are willing to stay with your institution through both good times and bad times, and certainly we've had some of both.  And you really need to build that kind of relationship with your customer base today to maintain your core business so that you can grow that business as we come out of this crisis that we've been in over the past year or so.

The other aspect to think about in business process management and in importance to retain customers is pricing optimization.  What it really does, it brings effective risk management together with new opportunities that you might see that establish broader relationships with your customers.

Price optimization has, in other words, a win/win flavor to it.  That is, the customer gets more services at what they think is a better value point and the institution itself has more relationships with that customer on a stronger basis and is able to price that in a more effective manner for the overall relationship in the long term.

Now, all of this takes people, process and technology.  And if you focus on the process side, there needs to be a governance level.  In other words, you will have a pricing strategy and oversight, and you'll have to have visibility into that, the control side of things, so that you can see into what is happening to your customers and to the pricing and your margins on a particular customer as the risk profile of that customer changes.

And this is going to take a robust set of business rules, analytics and data that's going to have to come together from the technology side to provide the process and people with the right information so that they can take the right action going forward.

So we looked at one question.  Now let's tackle the issue of, how will business process management become a fundamental element of integrating risk management, and how will it enable better use of resources, including scarce capital?

And of course, we know that capital is scarce today.  Even institutions that have not been caught up in the credit crisis per se have seen their stock prices depressed or, in some cases, they have had investments go bad that have previously been viewed as triple‑A types of investments and because of that now, they need to raise capital or they need to manage their capital better.  And at the same time, we have new and changing compliance demands that we need to meet.

Now, in talking for a minute about compliance, compliance is really a global issue.  And it almost goes beyond what size your institution is what verticals you're in within the financial services industry and it certainly goes without saying that we've seen a lot of rules and regulations that have crossed borders recently.

Our goal is not to go through these rules, but just to give you a snapshot here of how we believe and have seen that compliance is a global issue, it's not a rule that is passed in one area will either be passed in another area, adopted in another area or will have its own flavor of that rule as well.

So the other aspect about compliance is that it's not driven solely by new laws and regulations.  Of course, we have those.  Basel II came to the U.S. the beginning of this year as a requirement for large institutions, Sarbanes Oxley or SOX has been around for a long time in the U.S., and we can certainly look forward to a lot more regulation going forward given the financial crisis we've seen.

Reinterpretation or changing emphasis ‑‑ that changes the focus on what your regulatory environment is like.  Certainly, credit risk management standards have been raised, the requirement for new information, for better visibility, for better transparency and better control in the credit risk ‑‑ all of these things are taking a much higher profile within regulators today and they're going to require this going forward on a very dramatic basis.

There are political alliances that create compliance issues such as the single European payments area.  And then there are industry driven compliance areas such as the payment card industries data security standards, which are not necessarily driven by a regulator but are driven more by an industry that's looking to provide a better quality, security and to do some standardization around that security.

And then there's some business function alliances.  We know that international financial reporting standards are now being very closely examined in the U.S. and other parts of the world.  They've been adopted by many parts of the world already, and we believe that here in the U.S., as well, this will be an expanding area that we'll need to adopt.  And it's not necessarily driven, again, by law or regulation as much as it is by the rules that people have agreed to abide by in accounting.

So, again, looking forward to 2009 through 2010, there will be new ways of regulation and they're likely to come from all of these areas.  The industry or business function alliances or political alliances increased, we're seeing some of that now with U.S. regulators communicating more regularly with regulators in other parts of the world, specifically in Europe and the UK.  So we're going to see a raft of new regulations coming forward.

And that compliance issue is important because institutions can very easily take their eye off the marketplace ball and start focusing on, well, we need to meet all these compliance standards.  And as soon as you do that, hey, you're going to lose site of the marketplace and your customer base, and you may experience runoff or attrition and certainly, lack of growth in your new customer base.

And also, you're going to discover that just complying with regulations doesn't necessarily mean that you've managed the risk appropriately because the compliance is about following the rules.

Well, you know, there are some elements of risk that have customer value.  If you take a look at the list of things here on the righthand side, let's pretend for a moment that we have no regulations in the financial services industry.

There is still customer risk management issues.  You'd still want internal controls.  You'll still want procedures to protect the technology and the technology information that's out there about your customers.  You would still do risk assessments and risk managements to make sure that your portfolio was safe and sound.  You'd still have privacy and disclosure concerns because this is something that customers are concerned about themselves.

So absent a world of any regulation, all of these issues are before financial institutions anyway.  Well, the truth is though, that we do have regulations.  And just taking three of these ‑‑ the Sarbanes Oxley titles, the six PTIDSS objectives we talked about earlier and Basel II, the three pillars under Basel II, you can see that there's requirement for lots of analysis, lots of process, lots of control and lots of risk management that's required to do this risk compliance correctly.

And the challenge with this is if you don't find a means to control this and manage the access to the data, the business processes you have in reporting, accessing and reporting information, all of these can become do‑over types of regulatory requirements.

So you find yourself duplicating work, driving expenses up instead of down.  So you need to find methodologies that rationalize all these processes, rationalize the data, rationalize access to the data and then importantly, to manage that data across different functions for different purposes using the same data because in most cases you'll see a lot of the different compliance requirements use the same data and demand the same data from you.

Well, one of the things that we've seen in TowerGroup is a real major focus on business process improvement.  And there's several reasons for that: the ability to integrate risk, the ability to look at new opportunities for the customer where you may have new opportunities, and as I mentioned earlier, the ability to comply more efficiently and effectively.

Another major reason is that it isn't too many years ago that the processes used within a financial institution were hidden from the customer.  They were things that we didn't look at day to day, and we didn't look at on...that we didn't share with our customers and you can remember the days when you used to walk into your financial institution and somebody was looking at a screen and keying things in, you didn't know what it was or what it could be.

Today, increasing, you are using, as a consumer, you are using the same processes and interfaces that the employees of the institution are using.  And that makes them really critical to get right because these go directly to customer experience, again.

Not only are they important to coordinate people, products, process and technology across the top, but in the bottom there, we see the business process management and the capability of establishing flexible, extensive and yet logical business rules is going to impact your ability to comply with new rules and regulations as they come out in an efficient and effective basis.

And then, of course, the two pictures on the lower right really focus on risk management.  And risk is now an equal opportunity challenge to every financial institution regardless of whether you're large or small, it doesn't matter where you're located, risk management is now a major element of business going forward.

And in fact, one of the things we're seeing happen is risk management is moving from the back room of a lot of financial institutions into the strategic planning process that boards of directors are using, and it's really happening at a very rapid rate.

One example that we ran across, we worked recently with a financial institution that had indicated that their onboarding process for a simple checking account took about 45 minutes.  This was unacceptable to them, but it was a process that they'd developed over years and they hadn't focused on reengineering that process.

So what they did is they brought in the concept of discipline around their business process management capability.  They not only, and this is much more than technology issues, it's really about changing the processes because you just can't automate a bad process, the only thing that'll happen is you'll do bad things faster.

And so what they were able to do is redesign their processes and then employ technology which ended up with a better customer experience.  They enabled broader and deeper relationships with the customer because they didn't have to rekey things.  The information was more accurate because they didn't have errors between systems and applications.

They were much more productive as people because if they had one relationship and were about to open another one with a client, they could do so very quickly because they had a lot of prepopulated information that would come into the other system, which was necessary to provide the service.

Of course, fewer errors and documentation acceptance, control and risk management came into play.  And then finally, compliance.  If you think about Know Your Customer, onboarding issues, and all of those things that come into play, this is a critical issue that they were able to improve on.

And they had an 80 percent reduction in the time that it took to onboard a customer on average, and that's a pretty substantial time savings.  And if you can think about that from a customer perspective, it really makes a huge difference.

The final question we'll touch base on here is, what approach to governance is needed for an institution to hasten the path to recovery first of all, because we know that the institution, a lot of institutions need to recover and the industry itself does.  And then, leverage business process management for better business performance.

Well, we're going to talk about governance just for a moment here, but this is a dynamic process.  We need to manage both the risk we have in the institution, but also the opportunity.  So if you think about risk categories, we have a number of risks on the face of the cube: everything from business strategy risk ‑‑ meaning, you might be barking up the wrong tree as an institution...

All the way down to fraud risk which of course is a very important and critical operational issue.  And then credit risk, something that's been around forever and ever.  So we have all these different risks that are out there.

And then we need to, in evaluating these risks, employ the right people.  And the people include business unit leaders, domain expertise personnel and systems and IT management.  And what we have seen in the past is that quite often the business unit leaders are the last to know the risk profile of the units that they lead.

Domain expertise personnel have the information, but they may not have the ability to communicate it or may not be able to translate it into what does this mean to the institution.  For example, if you're looking at your asset liability management standards and you're starting to get out of relationship on one of the standards based on policy, are you able to communicate that rapidly and get corrective action taken within the institution.

And then systems and IT management ‑‑  quite often you'll hear the IT folks saying, well, all the systems are up and running, but the users aren't happy because they don't have maybe the right data or information being fed into those systems for them.  And that's the last thing that the IT people found out.

So we need to look at the risk categories, employ the right people because the whole process of governance is getting executive management on board, getting the right management committees in place, and increasingly, we see boards of directors taking very aggressive action to understand the risk management and the opportunity management of the institution...

...to see that it's meeting its business objectives according to its current business plan and in planning ahead on a strategy for the future.  Boards of directors are becoming much more demanding in the quality and type of information they need to have.

And so what we see happening here and has been happening over the past several years, especially with business process management, we've seen it in the risk management area today.

If you look at the space between 2007 and 2010 where we are today, we see a lot of BPM deployments that are being done really around closing the siloed gaps between risk management capability within the institution, creating a cross risk and interdependent risk analysis between all of these siloed areas which really ratchets up the quality of risk management within the institution.

And all this is good and well, but what we're really trying to do is prepare for the future.  So we want to take our business from...and the business process management work that's being done in a host of institutions today, from an operational value and ultimately transform the business so that we can create a differentiation of our business and customer experience because that's where competitive value comes into play.

Well, there's going to be more as we go forward, but I want to conclude with four key points here.  Certainly we know that managers are revisiting risk management and they want to reduce cost, but we also mentioned that we have several instances of leading institutions who want to look ahead and figure out how to come back to prominence within the industry, regain marketplace trust and leverage their business better.

And many of them are looking at their business processes to help enable that.  That doesn't mean that any of the other things they're doing are no longer necessary, but business process seems to be the glue that brings together pieces that were being done separately and weren't coordinated in the past.

In short, we see the leaders in the industry discovering the value of business process management.  It really creates a new level of efficiency, it enables better customer experience and it manages risk.  And we see these coming together not in the products or services as much as in the processes within the institution because, again, those institutional processes are increasingly shared with the end customer.  We'll take some questions after the entire sessions, but now I want to turn the floor over to Sriram.

SRIRAM:
Thank you, Rodney.  So what I'm going to talk to you today is taking a technology look at the situation we are in currently.  And to summarize, the current market condition is forcing institutions to take a closer look at the governance and compliance mandates in the context of risk management.

And the current situation uses a great opportunity to transform challenge into an opportunity to produce business value, protect and grow existing corporate and customer assets, regain the trust in market and all the stakeholders, especially the customers.

What is also happening is the old siloed approach is giving way to convergence thinking.  Convergence of operational risk management and SOX compliance, for example, managing every risk holistically, embedding operational risk, credit risk and market risk, convergence of the [INAUDIBLE], file management and [INAUDIBLE].

If you look at SOX, the big aspect of SOX is effective internal controls.  What that really means is understanding significant risk of the enterprise, having mitigating controls that are effective, looking at all the processes and ensuring that there are controls in place that mitigate the risks which have been assessed.

The operational risk aspect, that's the risk assessment.  And the finance organization looks at processes that ensure that there are effective controls to these operational risks.  And internal audit makes sure that the processes and controls which are in place are effective.

We definitely need predefined organizational strength to ensure that at different perspectives are brought into the picture.  However, in terms of processes and technology and information, today these are in siloed buckets.  But definitely having them inside those buckets, in addition to having too much of cost, also has things falling through the cracks.

We definitely have to look at integrating these so that the operational risk, information from the operational risk area is shared by the finance organization for SOX and internal audit has a perspective on what's happening with respect to risk control, [INAUDIBLE] and control self assessment of SOX.

If you look at risks, potentially operational risk, credit risk and market risk has been viewed separately in the siloed environment.  However, if you take the example of investments for example, market risk is embedded in all the investments that are made.  But in addition, there are aspects of credit risks.  For example, in the form of potential counter party default.  There is also operational risk aspects in investments.  For example, not following enterprise policies and procedures or fund prospectus.

So when you're calculating the value at risk, you have to look at all three aspects when doing the calculation.  So in a sense, you need a comprehensive view not only of the information, but the applicable rules.

And on the convergence aspect of [AML] product management and trade surveillance, know your customer, enhanced due diligence and transaction monitoring have a lot in common, that is, a lot of interdependencies and definitely links to the SAR and [CTF] finding.

When a transaction, for example when a suspicious activity is encountered in transaction monitoring, that definitely needs to be plugged back into the customer and all the transactions that have been done by that customer needs to be viewed conclusively.

Fraud management and [AML] not only have processes that have significant commonality, but an integrated view into fraud management and AML could provide additional insight into suspicious and fraudulent transactions.

Similarly, for trade surveillance and fraud management, they could be a lot more stringent scenarios if you start viewing trade surveillance and fraud management in a convergent view.

What you see in the marketplace, products which are essentially looking at all of these aspects of governance and compliance in a siloed approach.  The products are fairly complex to consider, unable to rapidly adapt to changing business scenarios.

[INAUDIBLE of the hour] especially in the current market conditions, is for a platform that is flexible and empowers businesses to adapt to changing market environments quickly and easily.

So what we'll be talking about next is an enterprise wide platform that is built on comprehensive, robust and flexible BPM, BRMS platform and baking into them best practices from governance, risk management and compliance.  And I'll now hand over the floor to Bruno.

TRIMOUILLE:
Thank you, Sriram.  From this point on the presentation, I will take a deeper dive on the joint platform and common solution, and I will discuss why the Business Rule Management System is key to process information within a BPM stack, and I will also walk you through some of the major solution attributes.

As highlighted on this slide and to this point of the presentation as well, leading financial services institutions are really turning to BPM and BRMS to integrate various components on risk, opportunity and compliance, all of them efficiently.

If we take a closer look at these compliance processes, one can find many decisioning elements throughout the process ranging from rating, to pricing, from scoring, to detection, from case management, to data validating, and so on and so forth.

These decision elements are driven by all kinds of mandates from corporate to legal and sometimes even customer centric policies.  These are commonly formulated as a set of business rules which as showcased on the righthand side.  In our example, test a number of facts such as benchmarks for attributes in the context of AML and then drive decisions such as grading a transaction and then referring it for review.

Now, let's talk about business rules in the context of risk management.  This business rule can get quite large.  So if we take just one example, risk based pricing application for consumer lending product, you know, can take anywhere from 200 rules for a simple product to several hundred rules for a more sophisticated product.

The second fact is rules are typically scattered everywhere from all legacy mainframe systems to spreadsheets or simply manual processes.  Last fact, business rules are increasingly subject to change.  In a typical business environment, the policies or the business rules are not only the areas where the change is required, but it is also the area that provides the flexibility to the entire system.

When you look at the overall processes, a process workflow rarely change.  However, the decision criteria within each stage of the workflow are often subject to alteration, additions or other types of change.  And these changes today, I expect it to be implemented in days and not months.

Bottom line, the traditional approach to rule management where a business rules are scattered in various systems brings a number of challenges and issues, and these need to be overcome with a more centralized, predictable and streamlined management of these business rules as corporate assets.

So the approach we're proposing here with the BRMS is introducing a new paradigm where through the rule repository we introduce collaborative management and centralization of rules into a centralized place to manage them as corporate assets.  As the rule repository will store, know the rules, we can also enable version control, governance of your business rules through a rich set of capabilities.

As an underlying piece, the rule engine will provide execution and deployment support to drive the policy automation in one or multiple systems from BPM platform to portal to homegrown applications.

Last but not least, business and IT specifically, an out of the box capability will ensure true collaboration between business and IT stakeholders throughout the rule lifecycle that's making decision knowledge actionable and reusable in no time.

So the outcome of it all is definitely a new platform, an outcome platform that will help extend and enhance the BPM stack.  We will enable support of creating agile processes and workflow decisioning thanks to a very clear separation between the business rule and the processes.

We will support policy decisions that change sequentially or need to be controlled by business or need to be documented or audited or a combination of all.  And we will promote reuse of rules and decision services across the application and across the enterprise.

So BRMS will definitely help turn constant and pressing change requirements into a competitive advantage with faster time to market, lower cost of maintenance and better visibility and control.

So now that we have explained the basics and the key attributes of BRMS and why it is key to policy management when it comes to risk and corporate governance, let's switch gears and look at how customers are deploying BRMS‑based compliance solutions to meet key objectives.

Among the five most common objectives, high‑volume processing is often at the top of the list.  So we have identified two facets to this requirement.  From an IT perspective, IT needs to ensure high performance and scalable processing, but also high availability and reliability.  And this is something that BRMS do provide today.

From a business standpoint, regulators expect all compliance and financial reports to be based on consistent, underlying data and as such, are increasingly cross setting reports for consistency.  So data management is definitely key and we have seen a number of usage scenarios where BRMS is used for data routing, data consolidation and data consistency.

Second, as discussed previously, decision automation is paramount.  And here, BRMS enables consistence, customizable, you know, you can have baseline and custom, and highly granular decisioning for a number of scenarios from detection to investigation, and I have already presented to you.

So all this will aim at helping companies to move away from being very transaction focused, focusing maybe key experts [INAUDIBLE] and manage each and every transaction to forecasting them in being managing the exceptions only.  So really a turn away from being very transaction centric to being very exception focused.

So this great automation will help not only reduce the errors but also be a diagnostic and quick understanding of what is causing the errors and the various exceptions.

The third point is on the transparency.  So all decisions today need to be rendered today with a high degree of transparency.  Black box decisioning is not an option.  This is also a two‑facet requirement.  On one hand, trace and report need to be enabled to understand how each transaction was processed from cost to fine‑grained details.

And we really need to understand why a policy was breached in the case of an exception.  In order to do that, we can use built in and custom reporting capability which can help us trace fine‑grained list of violated rules to high‑level KPI tracking.

On the other hand, transparency is also very key when it comes to generating documentation reports.  This report should be generated on demand or on regular basis and allow the people within the corporation and the people within legislation to understand which, when policies and rules are in effect at any point in time.

In order to do that, you know, a BRMS has multiple capabilities from policy auditing through document generation to editing and managing rules in business terms in a Microsoft Word environment which then become not only the source of management of rules but also a source of truth to document them.

Let's move on to the fourth point.  Automation without a capability to adjust to change is not good enough when it comes to risk management.  So BRMS is key here because it will empower business reserve with dedicated tool to not only define but also test and manage business rules and better collaborate with IT.

So this will help financial services institutions to really get it right ‑‑ meaning there's no translation required from IT to business, from business to IT, so the hand off is very smooth.  And also, faster time to market with business expert involvement from the get‑go in defining and managing the policies, to manage and assess business impact.

So the BRMS is really a key enabler in the solution stack.  And the net take away here is that it would allow you to enforce right processes and right policies without the need to compromise your compliance due to limitation of your current system in place.

Another key point is the integrating with the existing assets.  So BRMS is an add on approach to the underlying technology and we are going to integrate and extend existing investment that you may have in your corporate stack to tackle some of your compliance requirements.

In summary, the convergent solution as highlighted today is proven, so we do have a number of deployments in multi accounts to handle risks and compliance application.  It's a robust solution backed by recognized leadership and ongoing investment from an R&D standpoint.

It's flexible, since it enables to create policies that are right for the business and not dictated by system design and limitation.  And it's adaptable in a multi ad hoc objects into risk governance and new legislation.

Cognizant and ILOG will be definitely happy to do an onsite workshop to discuss, maybe even elaborate on the convergent solution.  But for now, I would like to hand it back to you, Julie.

JORDAN:
Thank you, Bruno.  And we'd like to remind you that before we start our question and answer session that you can visit our iConference booth for more information on risk management in financial services and several other solution areas.

And our next session on Agile Payment Systems will start shortly at 11 Pacific and two o'clock Eastern time.  And now please, continue to send your questions in and we'll be reviewing the questions for about a minute and then we'll return and start with the answers.  So if you will please hang on the line for just a moment, we'll be back shortly.  Thank you.

Hello again, and welcome back, everyone.  Let's get started with these questions.  Remember, you can continue to send your questions in as we go.  And I'd like to remind our panelists that I'll be offering the questions to either a specific panelist or in some cases, I'll offer the question to any panelist to answer.

And panelists, please also feel free to add on to other answers as we're looking for a wide variety of insights today.  So, let's get rolling starting with Question Number one.  What timeline and phases are we talking about when initiating a convergence approach, let's say, on AML?  And Ram Sriram, I think that's a good one for you.

SRIRAM:
Yes, hello.  Yes, when we talk about AML, there are various aspects to AML.  We're really talking about AML with respect to a smooth onboarding, we talk about AML with respect to the enhanced due diligence, case management, transaction monitoring and of course, the SAR filing.

And all these aspects actually are interrelated and rules related to this can quite easily make it into an integrated convergent environment.  For example, when there is a transaction monitoring close up a case which is basically suspicious, then that...

And it goes through the entire process to identify this is, that will be filed as a SAR, it's best to then float back to the customer, Know Your Customer, and look at all the transactions against the same customer.  So that could be one example where convergence could be used.  Another aspect of convergence between AML fraud and trade surveillance is [INAUDIBLE].

JORDAN:
All right, thank you, Ram.  Next question, Bruno, I'm going to send this one your way.  What's the range of risk management policies that are supported in ILOG BRMS?

TRIMOUILLE:
...support a wide range of policy.  Although sometimes the legal policy may actually be implemented through a set of business rules, as highlighted before, we support a number of metaphor to create those business rules from tech based business rules.

So if then else type of statement to decision table which are really useful in the realm of scoring and grading, to decision tree, very helpful in the realm of segmentation, all the way to scorecards where are eyeball to support simple scorecard to complex nested scorecards.

JORDAN:
Okay, thank you, Bruno.  Okay, next question here is, does BRMS support both real time and offline risk management policy enforcement?  And Bruno, that's probably for you too.

TRIMOUILLE:
All right, so we actually do support both real time and offline for the prospects and customer.  We have seen often enough batch execution is the first item that is tackled.

Yet what we have seen, and I would piggyback on the Sriram example from earlier, when we do, for instance, customer onboarding in real time, you know, KYC due diligence, we actually able to do that right at the Web form level, for instance.

So if we have a customer coming in on the Web site or prospect coming in on the Web site and navigating through the form and filling in information, we can actually, in real time, enforce those policies on the Web form so that when the whole application package is sent to the back office it has already been processed and screened for AML, KYC and other types of compliance.

JORDAN:
Okay, that sounds great.  The next question, I'd like to send this one to Rod.  How will these practices be recognized with the coming changes to regulatory processes and the additional impacts of GAAP to IFRS, which is inevitable?

NELSESTUEN:
Well, that's an excellent question because there are a lot of changes coming, and I think if you look at the regulatory processes, I think business rules practice and business rules management is going to become critical to the implementation of both the short term and long term changes in regulations.

In the short run, we're going to face a great deal of what you'd call prescriptive regulation ‑‑ in other words, things that you should or should not do in a very specific vein.  Over the long term, if you look back at the history of regulation though, you see the prescriptive rules are generally ineffective because they actually stop a last at thing that happened or mandate a very specific issue.

What you really need to look at is move toward principles based or prudential regulatory environment and the U.K. and Europe has been under that process for a long time.  One of the things that they will see is kind of a backslide to more prescriptive rules based on the current crisis as well.

But over the long term, if you think about the capability of business rules and business management, process management systems, they offer the opportunity to get very specific in an area where you'd have a prescriptive rule and recognizing that something is out of whack, it's not following a regulation or that you, even as a reminder in a process of the next step, to be in compliance of a specific rule.

On a larger scale, the principles based regulatory side of things, the type and nature of the rules and reminders and alerts and processes will be more general in nature, but they'll be no less important because it's going to involve making people aware of particular steps in processes that may not be as prescriptive but still need to be thought about and addressed.  So they can contribute in both ways.

With respect to GAAP and IFRS and moving to the International Financial Reporting Standards is clearly the direction that we'll go into the future.  The ability of business....  To be able to tie that kind of reporting to your day‑to‑day processes is really what's critical here because otherwise what you're gong to do is go back and you're going to do backfilling and you're going to recreate something in GAAP and then you're going to have to remap it over to IFRS and deliver it.

And what the business rules and business process management should allow you to do is to first, map the differences between GAAP and IFRS and then understand what might change within the business, not only in the process but in the information flow within the business ‑‑ which of course is tied to the process ‑‑ and then get that reporting piece pulled together in much more efficient and effective manner.

And finally then as people are learning new regulatory and new accounting based rules, they'll be able to understand how those differences play out and be able to incorporate them at the point of execution, rather than, again, going back and trying to backfill or recreate from one accounting system to another.

JORDAN:
All right, thank you, Rod.  Our next question, and Rod, I think I'd like you to address this one as well. And then if our other panelists have anything to add, that would be great.

What are the possible ways of using business rules management to tackle the current volatility in terms of investment, investment risk management and valuation modeling in the securities markets around the world?  And what do you think might be the best approach?

NELSESTUEN:
Well, this is a very detailed question, and I think that it's a critical one to get your arms around in the financial services industry today.  And I think what is inherent in the question is, you're still going to have the very deep, specialized technology to do these valuations and do the analysis and tie things together in a very complex and mathematical way.

And that's good, you need that, that's how the measurements get done.  But how do you implement them and how do you tackle this and make this understandable in a business way on a daily basis?  A lot of the problems we see that of current financial services is that institutions have these measurement tools, but they were backwards looking.

In other words, the measurement tools were capable of pulling together the information and the risk position and saying, this is what you should have done or should not have done yesterday.  In other words, it's a backward looking view.

What business rules can do is use these kinds of analytics and also I understand they also have some forward looking capability and some predictive capability and we'll talk about that in a minute.  But what business rules allows you to do is to tie very complex decision making technologies into a more simplified, easily understood by humans, rule, that that human can then apply and make sure that they're thinking in terms of risk management along the way.

So the chief risk officer of a financial institution may be able to, may have a host of reports that are coming through, and studying those reports on a very detailed basis is certainly part of their work.

But what they really need to do is respond today and take action today based on the changes in the risk positions and on the dynamic changes in the economy, in the markets and in their own individual activity within the institution.

So being able to tie those very deep and expert types of systems to business rules which will serve as early warning systems or provide the manager with a look into the future, those are things....

Or, just alert them so that they bring the right parties and decision makers across the institution together to say, are we in a situation where we need to reduce our exposure in one area?  What types of actions do we need to take?  How urgent are they?

So it's actually combining the artificial intelligence, which is all good, but it really needs to have some human intelligence added in, too.  And this is where business rules are going to make a pretty extensive contribution, especially since they can bring disparate systems and applications and a lot of risk management information from very different parts of the business together in getting a better holistic view.

JORDAN:
All right, thank you, Rod.  Bruno or Sriram, do you have anything to add?  What are some possible ways of using business rules to tackle the volatility in the securities markets?

SRIRAM:
Yes, so basically if you look at investment risk, traditionally what has been happening is to look at the market risk aspect, focus on the market risk aspect for investment risks.

However, what does also come out of this crisis is investments have credit risk aspects in terms of counter party credit risks, it has aspects of operational risk, basically following policies and procedures.

So going forward I think value at risk has to look not only at market risk for investments but has to converge operational risk and credit risk as well.  And adding to what Rod just said, I think that the BRM rules, flexibility is going to be a key word, so the BRM rules which allows, empowers business users to make these dynamic changes is going to become more and more of a necessity.

TRIMOUILLE:
Nothing much to add on my end beside one fact which may sound like a technicality which is very important is the ability that we have to really define rules on a very large set of parameters.

And if today you have a set of, let's say, 100 parameters, and somehow you connect the business rule to another data field which will give you access to an express set of 50, that's something that we can accommodate very elegantly and very quickly.

So behind this technicality, it means that the rule can be defined with great accuracy and great consistency and be put in the hands of business user to really write rules the way they should be written and not think about the automation system as a hindrance on what kind of policy you can deploy.

JORDAN:
All right, thank you.  Next question, and Sriram this one would probably be for you.  What is the typical implementation time for a convergent solution?  Any ball parks?

SRIRAM:
That will depend on the situation.  And what we're really talking about with respect to a business rules management environment is to come with a platform, which is a business rules management product, ILOG product for example, and baked into it a solutions framework on each of these areas.

So it gets into a situation where we do not need to come in and start asking the questions, in which case it becomes a traditional product implementation lifecycle timeframe, but, you know, come with a prebaked solution, come with an engine, a platform, which is nimble and which is business user oriented.

But in all, like in all cases, what we can definitely say is the timeframe and the timeline is going to get reduced, but it will depend on the complexity of what needs to be implemented and [INAUDIBLE], so can quite easily see a reduction in the ball park of 50 percent or in that area in terms of an implementation timeline.

JORDAN:
All right, thank you.  It looks like we have one more question here.  And please remember, feel free to submit your questions until the end of our session here.  Next is, this question will be for Bruno.  Business rules to business users, a reality or a myth when it comes to risk management?

TRIMOUILLE:
Well, I mean, we often get this question and the fact is that today with the platform that we have, there is a dedicated and out of the box environment for business users to be stakeholders in the rule creation, rule maintenance process.

Now, it depends and it may differ from company to company how much freedom and ownership the company wants to give to its business user.  But technically, we enable business users through a set of wizards and easy to use interfaces, point and click interfaces and all kinds of templates to really feel at ease and be owners of those policies.

Now it's true that in the realm of risk management, we have seen very few companies allowing business users to deploy business rule into production.  But the fact is today when it comes to risk management, whether it's AML, KYC, accounting, we do have business users in charge of maintaining those business rules to again, improve the security, reduce the turnaround time...

...and make sure that they couple the cycle of implementation of those guidelines, especially right now with the change of all the foreseeable change in accounting, you're going to need to have a business user in charge, otherwise it's going to take too many cycles to iterate with IT, explain them what the policy is about and have that implemented into the system by the IT folks.

So business user have the tools today to do that, they have the push and the drive to take ownership of those rules.  So that's something we see happening today in the market with our customers.

NELSESTUEN:
This is Rod.  I'd like to add that if you go back to the discussion part of our presentation when we talk about governance, this is really where this comes into play.  And the capability for business users to create and deploy rules is one issue, but it's really going to be based on your governance within the institution.

The stakes are high today for getting things wrong on a regulatory basis or making poor decisions from a risk management perspective.  And so, you certainly are going to employ a very strong governance mechanism over what rules are created and implemented.

Now, the interesting thing, though, is that if you think about risk management, the closer you can actually move the execution of managing risk to the production front line or to the point of that risk in the back room, the more effective you'll be at stopping it.

So it's the difference between being able to deploy it and then using it and being accountable for and responsible for what those rules say.  So the user, if you make the user right at the very detailed user level responsible, they certainly, if they see something wrong, they're certainly going to raise the question and bring that back to the governance mechanism which will probably be in control of the actual writing and deployment.  And I think that creates more of a holistic risk governance approach again.

JORDAN:
All right, thank you, Rodney.  And another thank you to our panelists for participating today.  That looks like the end of our questions.  If you have any other questions, you can visit our online exhibit booth today where we have staff standing by, or you can send your questions to questions@ilog.com.  Or you can call 800‑FOR‑ILOG, that's 800‑F‑0‑R‑I‑L‑0‑G.

Our next conference session on Agile Payment Structures will be starting at 11 o'clock Pacific Time and two o'clock Eastern.  And once again, thank you very much for attending with us and have a great day.  Good‑bye.

[END OF SESSION]
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