
PRODUCT CONTROL 20/20
Prioritising the challenges within Product Control 
A survey of top Investment Banks
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Product Control Research

PRODUCT CONTROL 
RESEARCH

METHODOLOGY

Legerity has invested in building a risk and finance “big data” solution. One of the early models to run across this architecture is a 
traditional P&L explain process that simultaneously reconciles front and back office P&L and the Balance Sheet. 

Given the impact of regulation since 2008, Legerity ran a survey in late 2016 to early 2017 to clarify how the world’s leading banks are 
prioritising the challenges in product control, to determine what further investment should be made in this area.

Legerity conducted the survey among the largest European, Asian, Australasian, Middle East and US international banks by asking 
three questions:

What are the top three issues in product control today?

What are the top three challenges in aligning front office P&L and the P&L in finance?

What would you most like to see improved in the technology you use to bring the two in line?

The findings provide key insights into the changing shape of the trading world post the Credit Crisis, and its subsequent stream of 
regulatory demands.

Many thanks to all of those who participated with all their deep understanding.

EXECUTIVE OVERVIEW

The survey findings reveal that strategic decisions around the shape of the organisation and its technology have replaced past con-
cerns like the reconciliation of legacy systems and front and back office results.

As a result, many organisations aim to use big data technologies to deliver timely insights and exposure management, and to reduce 
the overall cost of product control by supporting talented people with intelligent systems. 

The survey concluded that delivering and demonstrating banks’ compliance at all times with the myriad of new and emerging regula-
tions is a top priority. 
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Product Control Research

Firms with significant trading books are changing their organisations and their use of technology to address this.

All respondents cited the Fundamental Review of the Trading Book (FRTB) as a major challenge. FRTB is designed to create 
consistency and stringent control by using a standard approach to market risk that incorporates liquidity horizons. FRTB needs to be 
in place by 2019.

The 2019 deadline gives banks time to implement a solution. However, as you will see below, the work required is substantial. It aligns 
with that underway for most of the other new regulations – for example prudential valuation, stress testing, margin reporting, BCBS 
239, IFRS 9 etc.

The regulations increase the level of capital required for most banks – “across the board by 40%,” according to E&Y.  
This has an impact on the profitability of trading, and puts pressure on the cost of product control.

Many of the respondents in product control departments mentioned offshoring as a source of one-off cost reduction for less skilled 
tasks. No one suggested offshoring was more than a mechanism to cope with the legacy manual processes arising from significant 
numbers of inconsistent systems.

The need to use intelligence and technology to build lower cost product control is of greater concern. The largest players, the smaller 
regionals and the national banks all stressed the strategic urgency of creating a single transactions store with a control sub ledger 
and reference data to enable all teams to operate using the same information.
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Most of the large players have started a strategic initiative for a linearly scalable Big Data solution. They are using talented people, 
intelligent systems and data models to replace some of the costly manual processes and overcome the challenges of legacy systems 
and technical debt that prevail in the largest banks.

PwC  show some of the concepts below in their report this year, based on work they did two years ago

The survey showed that concerns of the past (including reconciliation of legacy systems, front and back office results) have been 
displaced by strategic decisions around the shape of the organisation and technology to deliver the new regulatory demands. Many 
aim to use big data technologies to deliver timely insights and exposure management, but also to reduce the overall cost of product 
control through talented people supported by intelligent systems.
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Summary of Findings

CONTROL, MANUAL 
ADJUSTMENTS, STABLE 
SYSTEMS, NEED TO REMOVE 
TECHNICAL DEBT 

Control Process - Detail Required/
Quality/Skill/Manual/Overwork, Legacy 
Systems and infrastructure - batch, 
timing, time zones, differing treatments.

TRANSACTION STORE, 
CONTROL SUBLEDGER  
AND DATA STORE

Data challenges - lack of high speed and 
robust global transaction store, data 
management issues. Product control, 
trading, risk and finance should be 
looking at the same data.

CLEAR BALANCE SHEET

Accounting Systems are problematic – 
challenge to get a clear view of  
the balance sheet at subledger  
level. Back office is not of the  
quality and timeliness to match front 
office, expensive and slow to  
match accounting

COST

Cost RoE of trading activity – move to 
outsource product control functions, 
lower cost needed.

REGULATORY DRIVING 
ORGANISATIONAL CHANGE,  
TIMING ISSUES

Regulators - require a standardised view 
of the business at any time, 
organisations not structured for this.

MODELS AND DATA MINING

Credit/Liquidity/Valuation,  
Model/Data inconsistency across 
systems e.g. for the underlying and the 
derivative. Diagnostic modelling tools 
needed over vast amounts of data, 
FRTB/risk modelling software - highly 
compute intensive.

SUMMARY OF FINDINGS 
RANKED BY FINDINGS
The table below ranks finding from most important to least. The comments summarise the recurring themes of the  
banks’ interviewed
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Regulatory driving Organisational Change, Timing Issues  
Regulators - require a standardized view of the business at  
any time, organizations not structured for this.

The number one challenge faced by Product Control both strategically and in their 
daily work is addressing Regulatory and attendant Organisational and Timing 
challenges.

In fact, these challenges represent three dimensions of one issue. Regulators want to come in at any time, validate compliance, 
test stringent control and have an auditable view of the data and process. This puts “timing” pressure on the work of product control 
and it does not align with current organisational behaviours.

Regulatory challenge

The regulatory requirement is clear: “To make sure that data flows and processes associated with the risk measurement system 
are transparent and accessible. In particular, it is necessary that auditors and supervisory authorities are in a position to have easy 
access, whenever they judge it necessary and under appropriate procedures, to the models’ specifications and parameters.” 

Organisational challenge

The regulatory challenge necessitates organisational change. 

To quote one of the largest global players, “We are having to move to a new way of working. The [regulator] is looking for comparisons 
based on a single set of rules. And by limiting the possibility of the bank to report on their own view, it means more and more we have 
to produce risk and finance with reconciliation to the regulator report”. 

For this to happen the organisation needs to change, and one of the first challenges is the FRTB.  “The FRTB is a problem because it 
is not how we work in the front office. It is much closer to an accounting view – P&L by instrument, fair value by capital, concepts of 
risks and budgets”.  This is the root of the organisational challenge combined with the need for a credit risk adjusted balance sheet 
required for FRTB and IFRS9.

PRIORITY ONE - Regulatory, Organisational and 
Timing changes

Summary of Findings
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Timing challenge

About 70% of respondents referred to the timing challenges of the new regulations. The skill and understanding needed are finance 
skills, but many stressed that unlike the front office systems, finance systems are batch and don’t meet the timeliness requirements 
of the regulator. Product control is used to having a few days to run an IPV process to identify rogue or new traded products. Trading 
is 24 hours – most banks operate multiple closes, but not all have that level of sophistication. 

It’s a known challenge, but when the regulator wants compliance to the reports at all times, then timing issues have a new dimension. 
One respondent at a large global US bank stated, “The timing difference has been known for years and it’s more of a pain than 
anything else, so as long as you can show the regulators that every day you are treating it the same, then you are normally alright. But 
it adds a level of complexity. Ideally it should all be instant.”

But having instant data on hand to show the regulator and evidence control is generally a challenge. Product control report into 
finance, but finance is not used to providing a daily P&L. The Head of Product and Financial Control at a French bank said, “Traders 
need a daily P&L, but control usually has a few days. We don’t have to change the process but must be able to prove that [we] did it on 
a daily basis. It’s very new to finance who are really used to end of month, end of quarter, end of year. daily is not in our DNA.” 

A respondent at another bank cited ‘Performance’ as a key challenge. “Our main challenge is not the fact that we have a different 
way of computing the P&L in the front office and back office. It is more a question of instrument requirements and booking the 
transactions with no delay and with batch problems and performance issues”.

The benefits of “instant” are great according to a US player. “Also, real time. If you can do your alignment of front to back office or your 
analysis of the P&L in real time, then it means you’ll solve problems before they feed down into the other systems within your bank - 
the sub ledgers, general ledgers, the ones that are then used for final accounting.”

But to go back to the interaction of organisation and systems, one key recurring theme was “the biggest challenge is creating a unique 
world wide database. This is pushing us to eliminate the traditional set up in finance and risk”.

Summary of Findings
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Control, Manual Adjustments, Stable Systems, Need to Remove 
Technical Debt Control Process - Detail Required/Quality/Skill/
Manual/Overwork, Legacy Systems and infrastructure - batch, timing, 
time zones, differing treatments

“We need to comply with Control Frameworks in Asia, the UK, EMEA – all of these. It 
would be easier it there were a system where you could say I am compliant because I 
use this system”.

“We need to comply with Control Frameworks in Asia, the UK, EMEA – all of these. It would be easier if there were a system where you 
could say I am compliant because I use this system”. 

As such a system doesn’t exist the process is a mixture of manual checks, manual adjustments and slow systems. This is a day to 
day challenge. 

Respondents at several banks gave the example of products booked differently in different systems, especially derivatives or custom 
products for clients. All spoke at length of systems challenges, dependencies on programmers to change systems and the challenges 
of change in legacy architectures.

The control and manual adjustments issues are again highlighted by the regulatory focus on access at any time to view the process.

Respondents commented repeatedly on the challenges of legacy systems, complex data integration and slow systems forced to use 
aggregation to meet timescales.

PRIORITY TWO – CONTROL - EVIDENCED BY 
MANUAL ADJUSTMENTS, HAVING A STABLE SYSTEM 
REMOVING TECHNICAL DEBT

Summary of Findings
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Transaction Store / Control Subledger / Data Stores / Hadoop /  
Big Data / Scalable Cloud / Low Cost

“A lot of banks are having a big drive to central sources of reference data (the meta 
data on trading) e.g. you do a trade with Morgan Stanley, but who have I really done it 
with Morgan Stanley London? Morgan Stanley International? Who exactly?”

A first principle of exposure management is your counterparty management…and then there’s a merger! FRTB is very focused on 
book/desk management, but yet again legacy systems can create challenges in this area. 

“You many think a trader has been booked by a trader into book XYZ, but another system may say actually this is being show in our 
system under deal book ABC.”

Many respondents cited “big data” lake as the future strategy for addressing these issues.

 “We would like to increase the use of big data. Ideally we will be sitting on more and more data. We would like to be able to see 
very quickly if a specific issue has been missed. We also need very granular data – all the market data, all the transactions, all our 
exposures - and that is a huge amount of information. If you have a less granular view of the data, then you have to go back to the 
front office system. We have done this for some time. Big data gives us another option.” 

All respondents mentioned the increase in the volume of data, and it’s more than just transaction data, market data and risk data.

PRIORITY THREE – TRANSACTION STORE, CONTROL 
LEDGER AND OTHER DATA STORE

Summary of Findings
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Model & Data Mining
Talented People
Intelligent Systems

In the words of another bank:

“For prudential valuation and FRTB – we have to store vast amounts of data and it has 
to be consistent. FRTB is difficult as you have the non-modelised factors and a lot of 
questions on observable market price”.

Modelling using old systems can create its own challenges to quote one US bank “With these models if you don’t have the same 
valuation models in all your systems then it can lead to discrepancies and that can take a long time to explain”.

He then went on to explain what they would most like from technology – “when a user comes in, instead of them having to hunt 
through the data and saying... that trade doesn’t look right, you want the system to have a level of intelligence that says this is the 
book to look at first, this is the one to look at next and this one here isn’t as important as those other ones”. All this leads back to 
talented people and intelligent systems for a low cost but far more effective product control function.

FRTB creates new challenges, new models 

PRIORITY FOUR – MODELS AND DATA MINING

Summary of Findings
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Clear Balance Sheet & Profit and Loss

FRTB creates new challenges, new models 

PRIORITY FIVE - CLEAR BALANCE SHEET

This is a shift of emphasis. It is not new, but the focus and relationship to the aims of the regulators is. 

In the past, the main challenge to product control departments in the bank was validating P&L for the traders. Now, with a focus on 
exposure and liquidity horizons, balance sheets have come to the fore.

Again, as stated by the regulator, “In the 2012 consultative paper, the Committee recognised the importance of incorporating the 
concept of relative liquidity and the risk of market illiquidity in banks’ regulatory capital requirements for trading portfolios. Before the 
introduction of the Basel 2.5 changes, the market risk framework was based on an assumption that trading book risk positions were 
all liquid, i.e. that banks could exit or hedge these positions over a 10-day horizon. The recent crisis proved this assumption to be 
false. As liquidity conditions deteriorated during the crisis, banks were forced to hold risk positions for much longer than expected and 
incurred large losses from changes in values due to fluctuations in liquidity premia.”

Some respondents we spoke to said that their priority is exposure and clean balance sheets - with traceability from the regulatory 
report to finance, transactions and risk. 

A respondent at one of the largest US trading houses said, “It’s data alignment between finance, market risk, group risk and treasury. 
This is not only a product control issue, but all the feeds eventually come back to product control because that’s where you validate 
the balance sheet.”

Summary of Findings
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Cost
Cost RoE of trading activity – move to outsource product control 
(PC) functions, lower the cost of PC functions

PRIORITY SIX – COST

Some respondents said that after regulation and related organisational challenges, cost was the greatest challenge. “Whereas 
previously the cost was less of an issue, now RoE is critical. Looking at the cost of product control, the obvious answer is to offshore 
it,” said a respondent at one bank.

But another global player noted, “We have had people in India for a while and Poland and Manila. [We make a] clear distinction near 
shore like Poland and offshore and the core of our product control function has moved nearshore.”

But the same comment came in other forms, too. “The back office functions are a cost, not a revenue generating centre, so in the 
desire to keep showing profits you tend to cut costs in centres like product control so you have less people doing more work …..and 
the answer is talented people using intelligent systems, and you want to rely on systems to do the work for them”.  

For some respondents the new regulations have just made the scale of the technical debt in legacy systems even more apparent 
than before. “The cost and slowness of making changes in accounting systems to improve postings” was one of the top challenges 
aligning front and back office P&L

Summary of Findings
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CONCLUSION
Regulation is the number one priority because it has an impact on the organisation and changes the timeliness of data needed. Banks 
of all sizes want to build data stores to deliver the third priority of new models and data mining. Cost is an important issue but only 
after achieving all of these and getting a clear P&L and balance sheet/exposure view. 

The root issues of the past remain – control processes, manual adjustments, the need for stable systems and the removal of costly 
legacy systems and technical debt. They are behind the move to the lower cost, future power of big data and the intelligence and 
transparency it can bring.

A respondent at one of the largest global banks summarises the situation:

“The direction we are going in is to create a data store in the same way for each product regardless of the trading system i.e. the 
same way for interest rate swap whatever system it’s from -  all stored in the same way.

Then we take from that source, and if we need to look at interest rate swaps, then we can do so all together in the same way.  

From a trading perspective it allows a risk management view to be given to trading, independent of the systems. We have so many 
products in so many systems because of the way traders were given an overall risk management figure, which was by putting the 
products in the same system. So if equities were doing interest rate swaps we needed to put interest rate swaps in the equities sys-
tem to give them a risk number. 

It’s cheaper if we put all swaps in one system, but it only works if you have a risk management layer that can give the equities people 
a single view that pulls in all the information in a way that is independent of the trading system.

We need a flexible technology that allows you to drill down easily into the data yourself without being reliant on someone who  
coded it. 

And when we need to amend data, then we can make those amendments and it all flows through.”

Summary of Findings



14© 2017 Legerity Limited- All rights reserved

ABOUT LEGERITY
Founded by a team of highly experienced financial system and industry specialists with a proven 25 year track record of innovative 
system design and delivery, Legerity is the new generation in high performance finance and risk reporting systems. Based on cutting 
edge application design and the latest technology Legerity can significantly assist firms that are dealing with the challenges of prod-
uct control, finance and risk.

For further information on Legerity Limited please visit www.legerityfinancials.com

Legerity Limited 
55 Old Broad Street 
London EC2M 1RX 
United Kingdom

+44 (0)20 7997 698 
info@legerityfinancials.com 

About Legerity
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Appendix

APPENDIX – RESPONSES TO 
SPECIFIC QUESTIONS
WHAT ARE THE TOP THREE ISSUES IN PRODUCT CONTROL TODAY?

Looking at this question 50% of respondents raised Regulatory and Data as their main concerns sharply followed by cost. If all three 
are combined the score is 69%. These three issues are the main concerns – meeting regulatory demands, having the right data to 
hand and doing so at a cost that matches the reduced profitability and higher capital requirements now imposed on trading.

These are group strategic questions, and to solve them cost effectively will be game changer for the winner.

Other comments – legacy systems, technical debt, vagaries of old valuation models in old systems reflect the root issues that drive 
the need for strategic change to operate as a profitable global player in trading. Indeed is being global with the scale of distribution 
and depth of balance sheet still as valuable as it was in the past?

Integration of risk and finance was mentioned but in fact more commonly was superseded by an understanding of the need for a 
central store of data for multiple functions including risk and finance but enabling other uses also.
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Appendix

WHAT ARE TOP THREE CHALLENGES IN ALIGNING FRONT OFFICE P&L AND THE P&L 
IN FINANCE?

Traditionally much of the work of product control has included reconciling the front office and back office P&L. Survey respondents 
were clear that this work still continues but it is not the strategic issue. The balance sheet/exposure position is the issue, and having a 
credit adjusted view as per FRTB or later IFRS 9 is the major issue.

Concerns about the timing of data and organisational challenges recur here. It is a finance-like view that is requested but with the 
timeliness more commonly found in the front office, and a view of risk that is provided in standardised models from the regulator.

The issues are evidenced by the array of adjustments and arise from all the legacy technology, valuation models and the complexity 
of control sub ledgers distributed across trading systems around the globe.

Operating across sub ledgers in trading systems is challenging, and trading needs a control sub ledger with transparency into 
suspense accounts.
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WHAT WOULD YOU MOST LIKE TO SEE IMPROVED IN THE TECHNOLOGY YOU USE?

Appendix

The requested technology improvements align with the issues driven by regulatory change around access to data in a timely manner, 
and using advances in “big data” to extract value and lower costs from data lakes that go beyond just producing regulatory reporting.

Respondents want real-time alignment – and not aligning front to back, but more creating a view that has an accountant’s level of 
auditability combined with the front office level of timeliness.

Bank respondents repeated the idea that in today’s world technology can help identify anomalies in trades, replacing many of the 
outsourced teams and ensuring clean transactions and adjusting for system vagaries.

This view was juxtaposed with a wish that new systems did not require armies of technologies to extract value.

Smaller banks envisage a vendor providing a globally compliant solution. This would work for a smaller player, but for players with 
many global systems it would not address the underlying data issues.


