Automated counterparty management

The basics

Who's it for? A-B book brokers. Agency/STP brokers and anything in between.

Which products does it work with? Cross product FX/Cryptos/CFDs etc

How does it work? Via our own native MT4 Manager plugin, or via one of the major FIX
bridge providers.

How long does it take? There’s no development required and it can be turned on in less
than a day.

Can | get a free trial? Yes.

So what does it do? This one may take a few moments longer

Not all flow is equal.
We have an automated process that maps trading behaviour to risk management strategies.

We believe that by automating this process

=> jt avoids losing PnL by brokering profitable flow to LPs.

=> it supercharges your B-Book making more money from it, converting flow that would
hurt its profitability into new revenue streams via alternate risk management strategies.

=> it reduces the time to stop negative client trading behaviour. Catching it and actioning it
automatically. There is no coffee break for the algorithm!

=> it reduces the amount of effort and people required to review and manage the
business.

=> it classifies new accounts, based on similar accounts e.g. say those that use the same
Expert Advisor. Getting a leg up on classification of the client, before they have fully ramped
up their trading.

We are also the only vendor offering some of the sophisticated management
strategies based on these classifications.

Different categories of flow may require different risk management treatment for a variety of
reasons.
- Simple PnL reasons e.g. for being the other side of a client’s trades.
- Commission and rebates
- Some flow may only be monetizable via sophisticated algorithmic techniques and
predictive trading signals. Interested in more detail? Contact us for more detail. We
have plenty.

We work with our clients to refine what kind of classifications you require and automate the
management of your FX flow.



Case Study

For a B-Book broker of ours. We applied the above techniques to better monetise their

portfolio.

Traditionally they B-booked almost 95% of their flow and were happy with the results. That is

until they found a better way!

Flow management was thought to be purely behavioural. => Eventually the clients would

lose money and the broker would be there to pick up the profit.

In reality they were losing, or could have been making more money via 3 main factors

1) Their pricing was vulnerable - Using our pricing models improved pricing by

$470k

Here’s the flow that was entering their book that was offside at inception:
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(usp) (UsSD) PnL period period
+ T whkal 690m 43,739 45,850 59,2 -56,018 30,941 22,583 30.0s 0 4h38m 3h46m 53,218
+ T wka2 774m -28,045 -51,735 49,638 -36,110 -21,147 2h 0 4h18m 5h 52,542
+ T wk40 964m -11,496 -215,409 -61,280 -55,485 7,424 10,987 am 0 6h16m 1h13m 80,013
+ T wk3d 885m 9,971 170,084 60,602 54,890 15,098 6,435 1h30m 0 10h 11m 6.5s 81,095
+ T wk38 10.6m 4,458 549 5,784 5,177 4,775 4,829 2m 0 1h56m 54.45 294

Contact us for more information on how our pricing models are more predictive of where the

future price will be than an aggregator.

2) Policing EAs and counterparties - Preventing $450k losses
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o] Week (UTC) Quantity Open/Close read PnL  100msPnL  1sPnL 30s PnL

(USD) PnL
+ T wk38 3.74m -112 20 519 573 328
+ T wk39 548m -136,420 23,893 23,740 25,960 -11,786
+ T  wk40 470m -120,971 23,038 23,303 20,337 7,655
+ T wk4l 291m -80,628 8,821 9,052 14,170 17,252
+ T wk42 306m -104,878 24,961 25,390 27,490 27,272
total loss

ml

Best holding Timetozero Holding Half-life Trades
period period

500ms 2m 4h 13m 19.4s 168
1.0s 30.0s 5h3m 555ms 50,175
500ms 8m 9h17m 11m13s 54,489
2h 7h44m 4h2m 41,818
2h 12m 10h 15m 5h20m 40,464
n 500ms n8m n7h44m n1h4Tm Y 187,114

The above set of EAs were identified and were shown to be extracting PnL week in, week

out from the broker.

3) Using holding period analysis to classify counterparties

Holding periods are absolutely essential to profitability. Where they dealt with counterparties
that held risk for a long time, they made money. Behavioural trading factors win out and they

made more than the spread.
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sel i S strong open and close pnl eXceeding spread Per°
+ T >180minutes 6.62b 2,745,439 439,414 439,940 439,122 413,034 2h 44h 4
+ T 120-180 minutes 1.61b 157,925 91,017 90,784 89,998 72,527 500ms 40m 2h27

Where holding periods are shorter than two hours their clients tend to lose money. This is
the specialty of Compass where we look to return at least the ~30-60 second pnl.
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(USD) PnL period
+ T 15-30 minutes 3.72b -626,772 179,495 177,485 170,640 154,280 2h
+ T 5-10 minutes 3.34b -509,170 157,536 155,768 146,424 135,447 2h
+ T 30-60 minutes 3.69b -443,938 189,460 187,095 185,501 180,663 10.0s
+ T 2-5minutes 3.31b -439,115 158,376 156,359 150,549 140,336 2h
+ T 10-15 minutes 2.15b -334,636 106,440 107,043 101,155 90,086 1h30m
+ T 30-60seconds 2.62b -236,471 159,743 157,819 146,700 113,909 4m
+ T 60-120 seconds 1.66b -205,908 89,601 88,732 84,044 84,008 2h
4+ T 60-90 minutes 1.99b -83,801 101,432 101,745 95,339 98,109 100ms
+ T 90-120 minutes 1.31b -14,264 83,076 83,590 79,640 70,816 100ms

We also bust the myth that clients ride their losses and cash in their profits early:
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4+ T Winning Y >180 minutes 2.38b 180,094 9,388,048 161,039
+ T N/A W >180 minutes 27.3m 1,162 0 1,167
+ T Losing Y >180 minutes 3.65b 214,608 7,375,687 171,097

This means that the pnl that rolls up in long holding periods doesn’t have a bias to just
reflecting loads of clients not closing their loss making positions. A larger volume of risk is
held open for > 3 hours when it’s in a winning position for the client.

For this client, the dominating classification was that if a counterparty holds flow for > 2

hours we set the automation to B-book it. If it was for shorter holding periods than this,
Compass management was the best means of extracting yield.

What type of classifications would be useful for your business?
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Existing examples include:

Broker - flow that is recommended to be brokered. The only way to monetise is to apply
markup and send to other LPs that may be able to monetise as part of a different portfolio.

Don't Broker - flow that is currently brokered that could be rehabilitated to Compass
management or B-Book strategy.

Fast Hedge - flow that has a limited window of which it may be profitable, but long term risk
holding usually results in a negative PnL impact to the portfolio

Don’t B-Book - counterparties that are most negatively impacting a B-Book portfolio over a
medium to longer holding period

B-Book - counterparties that look so non-informational in their flow that they may be worth
B-Booking.

As part of the onboarding process we will work with your business to determine how you
would like to classify and manage flow within your business and for what purposes. As part
of this process we aim to avail Echo & Compass with as much information as possible to
support trading flow management and hedging strategies. If there is something missing that
you use to manage your business please indicate what is missing and we will endeavour to
integrate this in future versions.



