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Financial companies should be alert
to marketing opportunities in on-
line gaming; the Financial Services
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ject; and more. PAGE 3
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Myerson sees a deeper meaning
in the concept of “time equals
risk”: that the
spread of program
trading, weakness-
es in systems inte-
gration and other

' common opera-
tional realities have complicat-
ed risk management and limit-
ed straight-through processing
benefits. PAGE 4

DEPARTMENTS
COMPLIANCE: |-flex Solutions
and the anti-money-laundering
technology supplier it is acquir-
ing, Mantas, have Oracle ties in
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into the regulatory void left by a
court’s overturning of the SEC’s
hedge fund rule. PAGE 8

DATA MANAGEMENT: Mellon Fi-
nancial Corp. moves to centralize
its reference, corporate actions and
pricing data on the Eagle Pace
system. PAGE 8

TECHNOLOGY: Belzberg Technolo-
gies is gaining hybrid trading capa-
bilities by buying N'YSE direct-access
provider NandraGroup.  P4GE 11

COMPLIANCE: L evying $1.25 million
in fines, the New York Stock Ex-
change shows its resolve to clamp
down on short-selling infractions.

PAGE 12
People Index p3
People Index p19
Company Index p19

On the Web

A new president at SunGard Brass,
and new AMD processors geared
for high-frequency trading.

See at Breaking News at:
www.securitiesindustry.com.

U.S. a Step Closer
To Eliminating Paper
Stock Certificates

Direct registration affects
first-time listers in ‘07

By CHRIs KENTOURIS

he U.S. is taking a cue from

some foreign markets to cut
back on paper stock certificates in
circulation. Effective Jan. 1, com-
panies listing for the first time on
the New York Stock Exchange,
Nasdaq Stock Market, American
Stock Exchange and NYSE Arca
will have to be eligible for a direct
registration system (DRS), oper-
ated by the Depository Trust &
Clearing Corp. (DTCC), that will
enable certificateless transfers. Ex-
isting issues would have to permit
DRS by Jan. 1, 2008.

“This may not be dematerial-
ization,” says John Panchery, VP
and managing director of opera-
tions and technology at the Secu-
rities Industry Association (SIA),
referring to the term for removing
paper in securities ownership. “But
it’s the closest we have come to
going paperless for several years.”
In a direct registration system, cor-
porations know exactly who their
underlying shareholders are be-
cause they are on the books of an
issuer or its transfer agent under

Continued on page 16
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Portfolio Margining, Equities on CBOE Agenda

Regulation, overall market growth lengthen to-do list

J uly was what has become a typ-
ical month for the Chicago
Board Options Exchange (CBOE).
It executed more than a third of
options contracts in July, a total of
53 million, for a year-over-year in-
crease of 48 percent. That’s just an
inkling of the growth and change
that may lie ahead for the leading
U.S. options exchange—and the
options market as a whole.
Securities and Exchange Com-
mission approval is believed immi-
nent on proposals by CBOE and
the New York Stock Exchange that
will introduce portfolio margining,
which will significantly lower col-
lateral requirements for well-
hedged portfolios. The initiative
will bring the U.S. in line with

other marketplaces, allowing for
more leverage with the same
amount of collateral, consequently
boosting investing power—and
risk. The SEC’s action will clear
the way for investment accounts to
hold stocks, options, single-stock
futures and possibly also futures
contracts, depending on Com-
modity Futures Trading Commis-
sion (CFTC) approval. The SEC’s
Regulation T currently requires 50
percent collateral for stocks, and
the new rule would lower that to
15 percent. So investors purchas-
ing $1 million in securities on mar-
gin will have to put up $150,000 in
collateral, compared to the
$500,000 required today.
Continued on page 18

As Hedge Funds Mature, They Look to Upgrade Operations

By JoserH RADIGAN

federal appeals court gave

hedge funds a reprieve of sorts
when it overturned the Securities
and Exchange Commission’s regis-
tration rule in June. Whether hedge
funds can kick back and relax is an-
other matter.

The alternative investments sec-
tor is growing so rapidly and under-
going such a radical transformation
that a host of new demands may ul-
timately dwarf the requirements that
these firms faced under registration.
They now increasingly cater to in-
stitutions such as public pension
funds that have boards of directors,
legal charters and fiduciary respon-
sibilities to their beneficiaries.

“Almost everything I've seen in

the hedge fund industry, in terms of
changing business practices, is being
driven by the institutionalization of
the industry,” says Brett Lane, SVP
and manager of Mercantile Alterna-
tive Investments, a fund of funds
manager owned by Bal-
timore-based Mercan-
tile Bankshares Corp.
“The investors who are
determining where the
growth is coming from
are dictating the terms
under which the indus-
try will operate. You've
seen firms build out
staffs. They’ve assigned specific tasks
to chief compliance officers and chief
operating officers.”

Not long ago, a manager of a

start-up fund could assert legitima-
cy by pointing to his background as
a trader with a bulge-bracket Wall
Street firm or as a portfolio manag-
er for a high-profile mutual fund.
Pedigree is still critical, says Geof-
frey Tudisco, CEO of
New York-based Van-
thedgePoint, a regis-
tered broker-dealer
that provides services
to new hedge funds,
“but it’s becoming
much more important
that someone has the
infrastructure to man-
age the post-trade process. That’s
where institutional investors are
putting a lot of pressure.”
Continued on page 17

NYSE Says Bond
System Is Ready
For Oct. Launch

By SHANE KITE

YSE Group says it is pre-

pared to launch its new
corporate fixed-income trading
platform, NYSE Bonds, before
the end of October, provided
the Securities and Exchange
Commission approves rule
changes that the parent of the
New York Stock Exchange had
filed for last year.

NYSE is seeking exemptions
from the Securities Exchange Act
of 1934 that would ease the
process of trading bonds of ex-
change-listed companies. Cur-
rently, the exchange is preparing
another filing that would replace
its Rule 86, which governs the
existing Automated Bond System
(ABS).

Trading would take place on
NYSE Arca, the successor of the
Archipelago electronic exchange
that the NYSE acquired in
March. The system already sup-
ports stock and options trading.
NYSE Bonds will be offered to
broker-dealers and front-end sys-
tems vendors through Arca’s FIX
protocol gateway.

The platform will focus on the
secondary market for domestic
corporate bonds, in contrast to
ABS, which also trades U.S.
Treasuries and convertible and

Continued on page 19







