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Desintermediation

It's & Dig waord that psely ranslates inlo the
vemnecular a5 “cuthng out the middiemen”

A3 8 financial investigator | often get to sea
trends developing when our client's mesds
and nature shifts. In the early 2000°s our firm
was in demand 0 aid in the fact finding
process Tor Bank's commensial loans, In mid
2005 on 1o 2008 “The economy s 50 good
weara not making any bad bans” These are the
exact worlds from a loan officer at Wachowia,
Miot surpriseng we had zero due diligence work
from banks. |n 2007 o 2009 the engage-
mends ware on assel recovery matlers. The
banks and financial intudions were looking 1o
recawer irom borrowers on bad loans, Most ol
tiee wiork was on loans for 2 milion dollars and

up and bank's managerment lended o wish [o
b very controlling on whal hours could bBe
worked angd what resgurces we oould pse
We lumead down most 'E'I'IA;IHEIEI'I"-E.‘"‘IE. as with
Such 5'.[II'IQEI'I|Z controls we wearg uneble o
work effectively. Discouwnt investigations has a
good deal in commaon with discount plastic
surgerty in hal thare s a Iarnc gap belwean a
alient's expactations and a compalent prodes
Sional willing %o meel those expecialions
From 2000 to present we have been very busy
'.i.'l:lrh.:!'l; with banks and other fimansial Institu-
tions with & loxic “boom time® Iegacg.r 1=5Ue -
complance. Banks and financial instibkdions
who a) did not understand the regulalors were
sarious and bl who did nol lake the opportu
ndly during the oood limes 1o inses] m comp

ance Infrastructure, are now being forced 1o
maka the insesimeant and ri'-!'!'!ll'lg RIQI'III'ICEI'II'
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fimes for past feilures. Further thess failures
are prompting yet more rounds of regulations
with which they rmust comply. The fmes
ariging have more o do with initial Tailures in
KYC procedures that lead o systemio viola-
tiang af anti-money leundering staiutes, viola-
tions of anti-bribery and comuptions statutes
and dealing with prohibited parties swch Bs
epecially designated nationals, as opposed 1o
any malicious imtant of the institulions.

Al the sarme lime as the KYG Taiues and
owersight tallures are coming to lght comcur-
rently with fines for those fallures, the regula-
ticirs. hittirsy the financial commanity; such &9
Basel Il kegislation on what banks can and
cannot o with their money, uses of
deposilor’s money, feas they can and cannot
charge are créaling a very difficull Gme Tor
bankers

Bast this tumult is really not new, history can
prowide us with several kessons of crsis and
owerreaction... | have had enowgh irips around
the swn and yaars in finance to have sesn this
play bassd upon, - failure, than panic fofowed
by legislative redemption - mone than once.

+ PFrobdams i lhe sarly 1970 (Amvong
ramember Bamig  Comieks, MXS ang
Raobert Vasco?)

+ The recession of the eany TA80 and Ihe
high mfgres! ates whon Volkor came
ang forped deleveraging on the LS ks
and ousetiokds.

« Farsk ancd S&L fadies of U omd 1580's

« Faiue of several puiille comganies in e
TEHYE Ml fesd b Samanas Duigy

Each tima newsworthy events ocour, a new
wave of poflicians declares a crisis in curnent
law and regulalions and work 10 pass a new
tome of laws and regulalions 1o insure thal this
(the crisis of the momeant) will never happen

#gain, This fime, | think the owver anxious poli-
ficians maybe correct, albel for all of the
WO FEas0ns.

The EU banks are estimating that they will
be required to invest over 30 bilkon dofiars on
complianca and the US financial community,
having nol adopled Basal 1, s axpecied o
imvesl 110 billion an compliance, Furher, the
capital controks on banks, 0 parteular capital-
zation requirements and what & or what was
tier I, Il & |1l capital is forcng the hand of the
benks fo0 re-order their imestments &nd
holdings. The banks' reactions have baen to
delevarage as fasl as they can, rastrict naw
kxans, and stock up an short-larm governmeant
secutilies,

A simadar legiskative fusillade directed at the
securities industry in 1880s and 1990 in the
U5 kilhed the smalsr company PO where the
cost of raising capital by small companies.,
according the SEC own sludies, ranged from
18 to 26 cens for evary dollar of eqguity raised.
It was st 100 expensive 1o comply wilk all of
the requlations for the small companies, The
amall pubbc PO was gone, only private
maney or fund monsy was available. So the
wealthy and knowledgeable now prefer
private funding which 1o invest and take anly
private money for their venlures, pest as thay
avoid public air transpodation and prafer
privabe aecran

For wa the ogest shift in clients we have
seen has been in the last 18 months, Allof the
due diligence work = now coming private
impastors, private funds, and family busi-
nesses. The banks have curtailed lending lat
alane mvesling and the IPOs lell ara mosily
end af gronsth cyvcle slock Sales by prncipals
such as,  Blackstone Group, GroupOn,
Facebook. .

The private lenderinvestor does not care
what a rating agancy has to say. They do not

waste their time with opinions or recommen-
dations  from  distnlermediated  middleman
such rafings agencies, bankers or brokars,
The privale Investons ane colscting from an
investment prospec nol only complied finan-
cagl reports, audited I possible, but also the
raw operational and commerceal intsligence
they nesd - no requare - to make their fully
informead imvestmeant choice.

The private inwestor's rend away from the
brokers and benks has been 50 pronounced
that the reguiators are now crowing abow all
of the “shadow bankers” as though these
anlivened markat paricipans are 1o ba
ground under the regulator’s heal. Thesa
“shadow bankers™ are as miuch the crealion of
the regulalors as they are enlivensd Tree
markel paricipants. For it it was nod for the
regulators mmyoplc zeal, these “shadow
bankers” would not exist.

The market i3 working its way awey from big
concantrated market paricipants that are “oo
big fo fail’ and seeking niche kmowladge
tonvard betber profis in the “shadow banking”™
communily. This community is also providing
redl capital o Business that otherwese would
not have access to capltal |t s relieving the
infrastructural siresses on central banking and
underwriting and proveding for &8 more diverse
and healthy capital markat,

The regulatars are right abaut the ahadows,
There gre long shadows being cast, two wery
distinct long shadows. As the sun sets in one
place it rises in ancther and the long shadow
at sunset is the silhowelie of a long armed reg-
ulatar while thi sun is jus! stafing o shing on
I privale irmveston

Wa, the OFC community, must continua 1o
wiork toward invenling and beltler servicing tha
niche clients of loday and lomorow. Thi
el o @ large concentraled assernblaoe ol
prafessional staft in one location B the ald

model. as few lirms can suppor the Siz2e and
breadth of stall required 1o sense the vaned
and technical needs of foday's client base
Jdust as the dissvermnedigbon of banks and
brokerages is occurring the same holds true
for the OFC protessional serice field working
from the old models. Tha modarn OFC firms
are using a service model where by the clieni
has a single poinl of contact, where thal
person takes care af coordinating support for
that client’s needs. The firm behind the single
point of contact will rely on a small support
stafi, but also a lange and vaned group of pro-
fessionals who are SMEs in their field. Fields
such as arl curators, fransaction procassing.
wib based business, trust law, lax profession-
als, Insurance experls, mieleciual propery
and critical infarmation specialists, and one of
my favorie disciplines - due diligence. This
deconstructed more  nimble OFC service
provider 15 the form of the modesn OFC
provider of today and tomomow. A closa rels-
tionship with tha cliant is paramaounl 1o recruit-
ing the client, and a herelofore unhearsd of
deplth is addressing the moderm clhenl’s needs
is the key o long-lerm client retention

Mind the trend indicators - be prepared or be
disintermedialed. ~
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K. Fles ls a recopresed International
wnpaft iy Due DEgence, Fnescial
Investgafiores [/ Aszmt Becowery when the
Diue Migence has not been done, and the
reation, defense and valuation of FC
imellectual Progsrty and Critieal
Informakion Case  amsignments  have
covered suar S0 coumanias and bl of
dallmiy in gnsets. He & rember & the Bassd of &dwisom ta
the &rsocgbonof Due Dlipenos Professionals and Presidant
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He Faas Beain gucted in articles, hid @athared artcles, and
Fue muthored 4 books - the most recent i Duee Ddigence For
Thi Ainarcsal Professional, 2nd Editorm - sinner of two Bk
aviards, antd fe o wak more surprsad than the autsaed
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