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Northern Trust launches an automated collateral manage-
ment service in response to demand from clients looking to
better manage the credit risk arising from OTC derivatives.
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corporations, institutions, and affluent individuals
worldwide. The service is provided through Colline®, a
sophisticated web-based collateral management
system, developed by Lombard Risk, the leading global
provider of risk management technology. Aimed at
investment managers and in-house managed pension
funds, the service is offered as part of a full investment
operation outsourced service or on a standalone basis.

In recent years, the use of OTC derivatives among asset
managers, pension funds and hedge funds has risen
sharply. In addition, managing the collateral pledged
against these derivatives trades is a complex process.
Investment managers face considerable difficulties,
particularly as numerous transactions, large volumes of
data and lengthy legal documents are often involved.
To date, firms have typically developed in-house
programs to attempt to manage their exposure. This
approach tends to be error-prone and results in
considerable increases in operational and credit risk.
However, today, well-managed firms are looking for
deeper functionality and added security that only an
automated collateral management solution can provide.
In addition, having access to a fully automated solution,
via an outsourced service, enables a firm's internal IT
resources to perform other valuable services rather than
carrying out time-consuming, development of risk
management software.

Revel Wood
Product Manager for Corporate and Institutional Services

As Northern Trust already offered a “custody of
collateral” service and an independent valuation service
for OTC trades, it was a logical next step to expand the
collateral management operation to include OTC
derivative exposures. To this end, Northern Trust
reviewed both the possibility of developing an in-house
solution and of purchasing a “best of breed” collateral
management application. After determining that a
robust solution would take many months to develop,
the firm launched a rigorous selection process. Revel
Wood, Northern Trust's Product Manager for corporate
and Institutional Services for Corporate and Institutional
Services, remembers, “We carried out an extensive due
diligence process over a number of months with score
cards, demos, RFPs, and son on.” All the leading
solutions developed by collateral management vendors
and OTC derivatives providers with a collateral
capability were considered. Following lengthy
deliberation, the Colline® solution was selected.
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In selecting Colline® Northern Trust was particularly
influenced by the flexibility of the solution compared to
other systems currently available. Mr. Wood was also
impressed by the ease with which Colline® could be
implemented and integrated with existing technology,
as well as with the system’s “nimble architecture”. He
comments, “We knew that there would be
development work, as interfaces were required with
Northern Trust's global operating solutions, and
Lombard Risk met this criterion too. We also wanted to
work with a vendor with whom we could partner and
with whom there would be a cultural fit.”



