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Optimizing margin held against over the counter (OTC) derivatives 
trades is key to ensuring that a bank does not unnecessarily 
have money tied up in a trade that could otherwise be invested.  
The bank’s goal is to profit while proving to regulators it is solvent 
enough to weather a systemic financial market crisis. For exotic 
swaps, this requires a chain of complex calculations to arrive at  
an accurate measure of risk.

An analytics solution that offers speed, performance and a good 
handle on real-time data is what’s needed.  

A top-10 Tier 1 global bank with more than half a trillion dollars of 
assets under management chose ActiveViam to calculate exigent 
risk not taken into account under trade group ISDA’s Standard Initial 
Margin Model (SIMM), known as Risk Not in SIMM or “RNIS”. Facing 
a double challenge of volume and complexity, the bank turned to 
ActiveViam. ActiveViam delivered a solution based on its exclusive 
Atoti+ technology that they could configure and integrate their own 
models into to slice and dice, compute, decompose and explain  
their numbers daily leading to maximum margin optimization. 
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Swaps Desk Management
A swaps desk enters into OTC transactions with other financial 
institutions mainly to hedge risk. After the financial crisis, regulators 
sketched out a trading infrastructure for all swaps and mandated 
financial market participants to follow it to trade and clear swaps. 

Standardized swaps, such as a plain vanilla interest rate swap 
denominated in U.S. dollars, are traded frequently, have a depth 
of market liquidity and have standardized components such as 
a maturity of one-to-five years. These swaps are generally made 
available to trade on swap execution facilities or SEFs (a term coined 
in the post-crisis Dodd Frank Act) and can be centrally cleared,  
so the clearinghouse members take on any default risk. 

“Bespoke” or “non-standardized” swaps created for a specific 
counterparty with singular characteristics not endemic to the market-
at-large do not have such a backstop. Their unique characteristics 
could include longer or shorter maturities, non-heavily traded currency 
pairs or some combination of call and put options, as examples.
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Options straddle on shares of AAPL 
stock price (example)

For this reason, regulators mandated that OTC swaps need to be 
funded with margin to protect against default risk since they are 
not widely available for trading and are not centrally cleared. 

Bank

Fixed Rate (Swap Rate)

LIBOR

Borrower

LIBOR + Spread

VOLATILITY Implied Volatility

Delta        Gamma       Theta AAPL

Call option

Put option

Vega = PnL impact

In the money
At the money
Out of the money

Plain Vanilla Interest Rate swap
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ISDA SIMM
In 2016, in response to regulatory requirements, the International 
Swaps and Derivatives Association (ISDA), the trade organization that 
represents the derivatives industry in policy matters, created SIMM. 

Apart from addressing the industry’s need for a standardized model 
by which to calculate initial margin for OTC swaps with the goal of 
alleviating potential disputes between counterparties, the initiative 
helped solve the Basel Committee on Banking Supervision’s (BCBS) 
regulation 261, which required banks to post initial margin on non-
centrally cleared derivatives. 

The bank first has to meet the ISDA requirements to be approved 
for using SIMM, which includes back testing of portfolios and 
validating data (both internal and external sources). Even then, 
back testing of trades can also divulge mismatched risk between 
counterparties and call for additional margin. 

The Challenges
The SIMM model does not capture a portion of OTC risk when 
bilaterally trading options – RNIS. One reason is that different 
counterparties have different ways of calculating initial margin 
on trades, leaving some risk on the table. Different counterparties 
also may have different models and may source market data from 
diverse third parties. These two elements are used to calculate risk 
sensitivities (Delta, Gamma, Vega, etc).  Calculating margin on exotic 
swaps requires performing a series of complex calculations across 
a derivatives portfolio and across time periods, and estimating the 
value into the future. 

This can lead to mispricing of initial margin for options under a high 
volatility scenario and the more complex a financial instrument 
is and the more payout structures it has, the harder it becomes  
to calculate initial margin. What’s more, under certain conditions, 
 if two parties breach and exceed an aggregate $50 million in trades, 
regulatory margin automatically applies.  This directly affects how 
much capital a bank needs to hold against its OTC trades – post 
too much margin and risk having less money to invest; post too little 
and you risk fines from regulators. 
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In terms of regulatory constraints, OTC derivatives contracts need 
to be measured as “risk weighted assets” which, in turn, feed into  
a bank’s solvency ratio – the riskier the asset, the higher the amount 
of regulatory capital needs to be held against it.

How ActiveViam Won the Deal
This particular bank had been using ActiveViam’s solution for nearly 
a decade for market risk, credit risk and FRTB SA and IMA within 
their Traded Risk and Global Banking and Markets business units. 
The bank learned from discussions with ActiveViam that they could 
apply their own methodology for RNIS to ActiveViam’s FRTB solution 
for the Standardized Approach since the calculations were similar.

This Tier 1 bank developed a one-of-a-kind solution from scratch 
using ActiveViam’s technology to solve this problem. ActiveViam’s 
solution was the only one of all those consulted by the bank that 
offered the ability to calculate RNIS according to the bank’s own 
methodology. The most important factor in the bank choosing 
ActiveViam was that the solution it offered was not a “black box”. 
The source code was made available so that the bank’s market 
risk officers and technology developers could integrate their own 
methodologies to calculate RNIS. 

Had they not found ActiveViam, the bank would have been stuck 
with burdensome, time-consuming data export and reconciliation 
processes as well as hundreds of shared spreadsheets, instead of  
a unified solution, leading to lesser performance, more mistakes 
and more time spent on unproductive activities.  
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The benefits were immediate and plentiful. 

A unified platform:

The bank used “polymorphism”, or one ActiveViam 
“cube” to do calculations and one to do aggregation. 
A single UI showed the results. This solved the problem 
of needing to navigate through different platforms. 

“From a processing point of view, there are a lot 
of benefits,” said the bank’s Global Lead for 
Margin Requirements on Uncleared Derivatives 
(MRUD). “We have one single platform now. We do 
aggregation and computation on a single platform. 
It certainly made work for the BAU team a bit easier. 
We don’t need to navigate across multiple platforms. 
We have one single platform.” 

Time saved:

Regulators only need quarterly reports, but the bank 
now runs their calculations daily and is able to do 
this because of ActiveViam’s solution. 

“If I have to run the margin for one given client with 
any hypothetical trade, it’s a much quicker process. 
We’re talking from 2 hours to a couple of minutes.”

On-the-fly calculations:

Delivering the ability to calculate margins on exotic 
swaps instantly speeds up the workflow, while 
enabling better decisions.

“We don’t have to do calculations by brute force, 
which is what we used to take a lot of time and 
the aggregation also happens on the fly. It is quite 
agile,” said the Business Manager for Regulatory 
Risk who performed the project development 
and implementation.

Polymorphism:
ActiveViam’s technology allows 
clients to perform Polymorphic 
Distribution or what is known as 
Polymorphism, meaning they 
can keep specific calculation 
chains for specific datasets in 
different cubes and call upon the 
data when they need it. 

For example, VaR is a tenor-based 
risk measure (if the basis points 
on an interest rate change, then 
it changes the sensitivity for that 
financial instrument) whereas 
PnL is an additive calculation. 

These two disparate datasets 
cannot be calculated equally so 
what ActiveViam’s technology 
does, through polymorphic 
distribution, is separate the data 
into different cubes so it can 
be calculated on its own terms. 
Each application is developed 
at its own pace and is easy to 
maintain in separate cubes. 

When the data needs to be 
accessed, ActiveViam centralizes 
the data on the fly. 
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Full Circle
The bank plans to use ActiveViam to further refine its portfolio 
optimization. As a natural byproduct, model validation helps 
optimize a portfolio and over the long term the bank’s risk manager 
said it should gain more visibility in the firm for that:

“That’s then linking it to actual transactions the bank is taking. 
At the moment we are just processing existing trades. We will 
eventually go up the management chain when we start influencing 
pre-booking of trades,” the Global MRUD Lead said. 
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Need more details  
or want to ask us a question?

Visit us at activeviam.com
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ActiveViam provides precision data analytics tools to help organizations  make better decisions 
faster. 

ActiveViam started in 2005 with the vision of leveraging in-memory technology to create an 
analytics platform where businesses could leverage the largest data sets without restrictions, 
keep them up-to-date in real time and use them to empower their decision makers.

Our goal at ActiveViam, is to let organizations not only make decisions faster, but better; to not 
only reach their data, but their potential; to not only see their data, but find their way into the 
future.

ActiveViam is a privately owned company with offices in London, New York, Paris, Singapore 
and Hong Kong.  

For more information please visit:  www.activeviam.com

About ActiveViam

NEW YORK
550 Seventh Avenue,  

19th Floor

New York, NY 10018 USA

Tel: +1 646 688 4442

LONDON
6th floor,  

Shaftesbury House 

151 Shaftesbury Avenue 

London WC2H 8AL

Tel: +44 20 7836 8820

SINGAPORE
80 Amoy Street 

#02-01

Singapore 069899

Tel: +65 6816 4988

HONG KONG
21/F, On  

Hing Building,

1 On Hing Terrace

Central, Hong Kong

PARIS
46 rue de l’Arbre Sec

75001 Paris, France 

Tel: +33 1 40 13 91 00

https://activeviam.com

