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What is the Lifecycle of a Trade?
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Buying Securities Currencies Selling

Trading
Financial
Instrument

Initial
Decision

Settlement
& Clearing
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Trading

[ Brokers ] [ Exchanges ] [CIearingHouse] [ Custodians ]

LS

Pre-trade Trade Clearing & Ongoing
Preparations Execution Settlement Position & Risk
Management
FINANCIALEDGE!

© 2023 Financial Edge Training 2



FINANCIALEDGE!

Ins and Outs of the
Trade Life Cycle

@ Efficient trade
77k execution

Spot potential
risks

Clarity on the roles of
different players
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Pre-Trade

Client Onboarding
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The Pre-trade Process

Client
Onboarding

FINANCIALEDGE!
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Collecting essential Investment goals Regulatory
client information and risk appetite compliance is met

Firstinteraction a client has with a financial institution
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>

Know Your Customer (KYC) Checks

All necessary Compliance and risk
documentation should be assessments as well as the
collected and verified. setting of trading limits.
FINANCIALEDGE!

Pre-Trade
Market Research & Analysis
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The Pre-trade Process

Market
Research &
Analysis

FINANCIALEDGE!

Comprehensive Market Research & Analysis
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Understanding of current Spotting trading Assessing potential
market dynamics opportunities risks and returns
A comprehensive approach - Critical techniques: fundamental
360-degree view of the market. I analysis and technical analysis.
FINANCIALEDGE!
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Scrutinize its earnings reports  EEEELE .
o Analyze metrics
Assessdebtlevels ELEEEH . e.g. Price-to-earnings etc

) ouencor
a4

-0

Provides the Fundamental Technical Provides the
why to invest analysis analysis when to invest
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Pre-Trade
Order Preparation & Placement

FINANCIALEDGE!
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The Pre-trade Process

\_— 4

Order
Preparation &
Placement
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Market Participant

fg (i

Y[ear
Isn't as simple as Q p| O |4 O Blend of strategy,
hitting ‘buy’ or ‘sell’ b O | ¢ foresight & precision
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Determining the Size the Order
Order Type Order Duration
Deciding on the best technique to Deciding the scale Day Order — Daily
achieve their goal of their play pass, expires if not
executed
Market Order Limit Order 100 shares,
Buy at the current Set their desired 100,000 shares or a Good-Till Cancelled -
market price purchase price million shares? Season pass, remains
valid until cancelled
or fulfilled
FINANCIALEDGE!

Pre-Trade
Compliance Checks

FINANCIALEDGE!
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The Pre-trade Process

B

Compliance
Checks
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Compliance Checks @

Regulatory and exchange Investor’s order
requirements is accepted
FINANCIALEDGE!
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. Compliance Checks
I%\\ P @

Position Limits Integrity

@ Qo

070

Limits on future contracts The purpose of this is to Prevent price influencing
each counterparty can hold ensure market diversity by a single participant
FINANCIALEDGE!

Compliance Checks @

Trust Conflict-of-Interest Checks | Integrity

i+

Buys large no. of shares Ahead of announcement Red flags will be raised

FINANCIALEDGE!
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Pre-Trade
Counterparty Checks & Limits

FINANCIALEDGE!

The Pre-trade Process

Counterparty
Checks &
Limits

FINANCIALEDGE!
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Counterparty Checks
relationship & limits

v

[ Moody’s seeeeeg

...... Counterparty | . i
Credit Risk [ Transaction ]

[ S&P el >

Report cards for
financial entities

&
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Counterparty Limits

Exposure ——

Credit Risk : : : :

Counterparty

Exposure
Limits

Limits on how much is loaned to Cap its derivative exposure to
another institution/government ! a specific counterparty
| FINANCIALEDGE!
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Trade Execution
Trading Venues

FINANCIALEDGE!

Trade Execution

L
% ? Intentions meet reality

<6, Order transforms into
TRADING > <} transactions

e
>

Completing a buy or sell
"5 4 orderinthe market

FINANCIALEDGE!
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CO0BO

Market Participants

Navigate venues, order types, and
liquidity conditions

Achieving the desired speed
Getting the right price

Ensuring the certainty of execution

FINANCIALEDGE!

Trading
Venues

Traditional exchanges: NYSE or NASDAQ

Centralized venues where orders are
publicly displayed and matched

Electronic Communication Networks (ECNs)

Automated systems where buy and sell
orders meet in a digital realm

FINANCIALEDGE!
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> Dark Pools
‘Dark Venues’

Private Exchanges — Trade without visibility

Ensuring a high level of anonymity

Advantage of minimizing potential
market impact

> FINANCIALEDGE!

Q00

Over-the-Counter (OTC)
Trading System

Participants deal directly with each other

% Bypassing centralized trading venues altogether
> FINANCIALEDGE!
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Trade Execution

Order Types

FINANCIALEDGE!

Order Types

Market Limit Algorithmic
Orders Orders Orders Orders
Best More control Activate when VWAP -
available price over the price pre-set price Volume
is reached Weighted

Prioritizing Specific ceiling Average Price

execution speed or floor
FINANCIALEDGE!
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VWAP - Volume Weighted Average Price

1,000 Shares m

B ) D ®
351 Shares 174 Shares 155 Shares 320 Shares
$$$ $$ $$
|\ ‘ J
Average price paid for shares Average price security traded at
FINANCIALEDGE!
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Trade Execution

Liquidity

FINANCIALEDGE!
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Drives the ease of executing a deal on a chosen venue

Bid-ask Spread

TS

Difference between highest price a buyer
is willing to pay and the lowest price a
seller is willing to accept

Order Book Depth

>

How many buy and sell orders are
waiting at different price levels?

S

Market Liquidity

p

Lk

marketplace

Analogous to a busy

FINANCIALEDGE!
Price . . g0 Execution
Stability (( quuldlty )) Certainty

N

Swiftly and
efficiently trade

1

No disruptive
price fluctuations

FINANCIALEDGE!
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PN

Clearing
o

FINANCIALEDGE!

Reconciling

e €K @ D sete

® a2 H

Safeguard in the Minimizing risks Ensuring market
trade lifecycle integrity

FINANCIALEDGE!
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Trade
Capture

Trade Capture

Core details are captured in the system by the trader.

Security Direction Size Price
Traded
FINANCIALEDGE!
Trade Trade
Capture Enrichment
Trade Enrichment
Additional data to enhance trade details.
Security details
Trading venue
Associated fees
FINANCIALEDGE!
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Trade
Capture

Trade
Enrichment

Trade
Validation

Trade Validation

Trade details align with market and internal rules and regulations.

Ce

$

$

= o

Are date and time

Is the agreed upon price

Is the security as well as

Discrepancies

within expected consistent with market the traded quantity within or errors will
trading hours? prices at the time? the traders’ limits? be flagged
Q 0 e ................................. ;
FINANCIAL EDGE!

Trade
Capture

Trade
Enrichment

Trade
Validation

Deter/detect

manipulative
behaviors

Improve
market

transparency

Trade Reporting

Trade details are reported to the relevant parties.

Enhanced
investor
protection

Insider

trading

Trade

Reporting

Increases the fairness and
functionality of markets

FINANCIALEDGE!
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Trade Trade Trade Trade Trade Confirmation
Capture Enrichment Validation Reporting & Affirmation

Trade Confirmation & Affirmation

Mutual agreement of the trade details between parties.

(O Mutual understanding

=
— @ (O No discrepancy
=

O Formal acknowledgement of the confirmed trade

|/
v——d FINANCIALEDGE!

P

Settlement
e i

FINANCIALEDGE!
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<,
Settlement

Completion of the agreed upon transaction.

Q ® 0
. Financial .
Selling [ instrument ] Buying
B
FINANCIALEDGE!

Delivery vs.

Payment

Delivery Free
of Payment

FINANCIALEDGE!
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Delivery vs.
Payment

PAYMENT RECEIVED

] L}
lA‘l Reduces the risk for both parties to face losses 1“‘1

FINANCIALEDGE!
&
f(s) 9, 4
<
Delivery vs. Delivery Free
Payment of Payment
FINANCIALEDGE!
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Securities

= <

],
e av
“‘ Potentially risky method for whoever delivers first 'b

Delivery Free
of Payment

SEPARATE

Payment

s'S
a0

FINANCIALEDGE!

Netting

Markets where participants
execute multiple trades in a day

(Inefficient to settle each trade individually)

Netting consolidates
multiple trades

( Settle the net amount of obligations )

FINANCIALEDGE!
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100 2> 50 » 5O

SHARES SHARES SHARES

X s1) o i
— °

00
aae '¢'¢‘9
Reduces operational costs Minimizes complexity Efficient use of capital
FINANCIALEDGE'
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Position & Risk Management
a4
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Ongoing Position & Risk Management

Monitoring & Associated
managing risks

~ "

acceptable risk limits internal guidelines

(]
\

Position remains within ] [ Meets regulatory and

FINANCIALEDGE!

What is an Open Position?

A trade that has been executed and not been offset with an opposite trade.

5 [ Financial

No opposite
mstrument trade

@ Represents an active Can result in either f
exposure to the market a profit or aloss ‘

FINANCIALEDGE!
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Position & Risk Management
Measuring Profit & Loss

FINANCIALEDGE!

Assessing Profitability

Open Position Current Market Prices

r—

The position is revalued based on current market prices

FINANCIALEDGE!
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® —_—
..
Real-time view of Rapid response to Clarity on the value
gains and losses market changes and performance
FINANCIALEDGE!
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Position & Risk Management
Managing Corporate Actions

FINANCIALEDGE!
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2N Corporate
s Actions
Ivl

Events initiated by issuers of securities Can considerably impact issued securities

STOCK-RELATED EVENTS

S B 2

1hl
Dividend Stock Stock
payouts mergers splits

FINANCIALEDGE!

N Corporate
I$ Actions
Ivl

Events initiated by issuers of securities Can considerably impact issued securities

BOND MARKET
MATURITY
E Periodic interest payments bondholders receive
s REDEMPTION
FINANCIALEDGE!
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Risk
profile

@ Managing these corporate actions is pivotal @
5 =2 o
| ==)

—O-— ©

( Anticipate market moves ) ------ ( Adjust our positions ) ------ ( No unaccounted-for funds )

FINANCIALEDGE!

&

Position & Risk Management
Internal & External Reporting

FINANCIALEDGE!

© 2023 Financial Edge Training 32



FINANCIALEDGE!

~
L

Gy

Internal External

FINANCIALEDGE!

Internally

WO

Decision

Finance Department -making Risk Department
Scrutinizing Evaluating
the numbers exposures

TRADERS RISK MANAGERS

Reviewing daily profit & loss (P&L) reports Analyzing credit exposure summaries

FINANCIALEDGE!
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Externally

Transparency Compliance

SHAREHOLDERS REGULATORS

In the loop about our financial health

( Annual reports ) --------------- ( Earnings releases ) --------------- ( Regulatory filings )

FINANCIALEDGE!

@ x¥y
¥ »
: b &
: % » *
Making informed Upholding Remain
decisions transparency compliant
FINANCIALEDGE!
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Position & Risk Management
Managing Counterparty Exposure

FINANCIALEDGE!

5=]
o
Counterparty Exposure

A pivotal aspect of risk management in finance.

Company B
SELLER BUYER
Fail obligations
Counterparty risk
FINANCIALEDGE!
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Derivative Contract

Sl’I ( Contract has the potential to provide significant profits ) hs
. .

Company A o CompanyB
SELLER BUYER
Counterparty
Profits might not be realized Exposure Faces financial troubles

Unable to fulfil the deal

FINANCIALEDGE!

y
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A

Assess Creditworthiness
Collateral Adjust Low risk
positions entities only

FINANCIALEDGE!
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Specialized Clearinghouses

Central counterparty to a trade

F o= % AL

Selling Buying

Both parties will fulfil their obligations

FINANCIALEDGE!

FINANCIALEDGE!

www.FE.training

Please do not redistribute these materials without the
express permission of Financial Edge Training.
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