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Beating the Breaks: Modernizing Managers’ Reconciliation Models

Unreconciled data is a silent threat to asset managers. When positions, cash, or transactions don’t match
across systems, the result isn’t just operational noise — it can bring costly missteps, regulatory breaches, or
missed trades. Reconciliation is more than a routine middle and back-office function; it's a frontline defense
against financial and reputational risk. Whether comparing cash balances with custodians, matching
positions across internal books, or resolving breaks in derivatives data, the process ensures that what firms
believe they hold is, in fact, what they do hold. Done well, reconciliation keeps the wheels of investment
management turning smoothly. Done poorly — or too late — it exposes firms to mistakes with real market
consequences.

From Alpha’s most recent Global Operations Survey, 42% of respondents indicated they outsource
reconciliation, position keeping, and cash management — part of a broader shift toward managed services.
But even when outsourced, firms must maintain tight oversight and governance to ensure accuracy,
completeness, and compliance aren’t compromised.

What Challenges Must Firms Overcome?

Despite being business-critical, reconciliation remains one of the most labor-intensive and error-prone
processes in asset management. Many firms still rely on outdated workflows and excessive manual
intervention, which not only drive operational costs but also increase the risk of compliance failures and
flawed decision-making. In fact, nearly 70% of asset managers cite manual effort as the top bottleneck in their
end-to-end processes — a figure that speaks volumes to the inefficiencies still embedded in many
organizations.

Challenges may be technical, structural, or a combination of both —with some of the leading offenders being:

e Data Accessibility: Without centralized and timely access to accurate data, reconciliation becomes a
patchwork of spreadsheets, emails, and manual checks. Disconnected data sources create delays
and open the door to errors. Firms need stronger data governance, including standardized models and
real-time integration across systems.

o Fragmented Technology Ecosystems: Many firms operate with legacy platforms, bolt-on tools, or
reconciliation software that doesn’t “talk” to other systems. This lack of interoperability leads to
duplicated effort and broken handoffs. A modern, integrated tech stack is essential to streamline
reconciliations and reduce operational overhead.

e Organizational Silos and Role Ambiguity: Reconciliation often touches multiple teams, from
Operations to Finance to Risk. But unclear ownership and inconsistent processes frequently result in
duplicated work or gaps in coverage. Clear accountability frameworks and cross-functional training are
key to improving outcomes.

e Tool Utilization and Change Management: Even with the right tools in place, success hinges on proper
implementation and adoption. A reconciliation platform is only as effective as the users who rely on it.
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Firms should prioritize change management, provide thorough training, and create feedback loops to
optimize tool usage.

e Third-Party Vendor Management: As more firms outsource reconciliations, vendor relationships
become critical. Without strong governance, misaligned expectations or service lapses can lead to
missed deadlines or regulatory issues. Formalized vendor frameworks — with clear SLAs, KPls, and
regular reviews — are essential.

Beyond risks to investment decisions, another consequence of poor reconciliation practices is regulatory
compliance issues. Financial institutions must adhere to stringent reporting and recordkeeping standards,
such as those set by the SEC, which rely on precise and timely reconciliations. Failure to comply with
regulations can result in hefty fines and reputational damage — often an impetus to revisit the operating model
but better addressed prior to penalties.

Emerging Trends in Reconciliation

The reconciliation process is undergoing a fundamental transformation. Facing rising volumes, tighter
regulations, and increased pressure for real-time insights, asset managers are turning to smarter, faster, and
more integrated approaches. Two trends are at the forefront of this shift: automation and centralized data
management.

Automation: From Manual Matching to Intelligent Workflow

Legacy reconciliation methods - riddled with manual steps and reactive processes — are giving way to
automation. By embedding intelligence into workflows, firms are seeing gains in:

e Accuracy: Fewer human errors and cleaner exception handling

e Efficiency: Faster break resolution and reduced operational overhead

e Decision-Making: Timely, trustworthy data to support investment strategies
e Compliance: Stronger audit trails and lower risk of regulatory breaches

Modern reconciliation platforms now incorporate intelligent process automation, dynamic workflow tools, and
even machine learning models to self-improve over time. Solutions like SmartStream TLM and Duco, among
others, offer scalable platforms that integrate seamlessly into existing tech stacks —automating break
detection, exception management, and reporting.

Alpha recommends firms invest in enterprise reconciliation tools that consolidate various reconciliations
(cash, positions, NAVs, etc.), replace legacy spreadsheets or point solutions, and build resilience into
operational infrastructure.

Centralized Data: One Version of the Truth

A second, equally important trend is the shift toward centralized data management. Disconnected systems
and siloed data have long been a barrier to effective reconciliation. Now, firms are consolidating onto

~——



platforms that present golden-source data in a unified environment — accessible to both operations and
business teams.

This shift isn’t theoretical. According to Alpha’s Global Operations Survey, 46% of firms either use or plan to
use Snowflake as their core cloud data platform. By centralizing data:

e Teams reduce reconciliation errors caused by inconsistent inputs
e |tbecomes easier to collaborate with external parties like custodians and fund admins
e Data lineage and traceability improve, which is vital for regulatory compliance

A centralized platform also unlocks downstream benefits like improved analytics, advanced reporting, and
more agile reconciliation frameworks that can scale with complexity.

The Al Advantage: Reconciliation Enters a New Era

Artificial intelligence is no longer just a buzzword — it's quickly becoming a practical, powerful tool in the
reconciliation toolbox. Asset managers are beginning to harness Al to drive smarter, faster, and more scalable
operations.

According to Alpha’s Global Operations Survey, 48% of asset managers have already adopted Al in their
middle and back-office functions. Among those, 22% cite reconciliation as a top area of focus, noting data
comparison as a high-value use case to reduce friction, surface insights, and future-proof operations.

How Al Is reshaping reconciliation?

e Automating Transaction Matching: Al can streamline the matching of transactions across disparate
systems — internal records, custodians, and other third parties — eliminating the manual effort required
for traditional processes.

e Accuracy That Improves Over Time: By learning from historical data and past reconciliations, Al models
continuously refine their accuracy. This helps firms catch subtle anomalies or exceptions that might
escape manual review.

e Pattern Recognition & Predictive Insights: Al tools can identify recurring patterns, helping firms
anticipate and prevent breaks before they happen. These predictive capabilities allow operations
teams to be proactive rather than reactive — an important shift in today’s data-heavy landscape.

e Scalable Without Headcount: As transaction volumes rise, Al-powered workflows scale seamlessly.
Instead of adding headcount, firms can rely on Al models to process larger data sets quickly and
consistently — delivering operational leverage without additional cost.

Alisn’t just a productivity tool — it’s a competitive differentiator. When integrated effectively, artificial
intelligence and machine learning don’t just improve reconciliation accuracy; they enhance decision-making,
enable real-time insights, and elevate the client experience.
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In Conclusion: From Control Function to Competitive Edge

Reconciliation has evolved from a routine back-office task to a strategic priority. In today’s data-driven
environment, unresolved breaks can derail decisions, introduce risk, and damage clients’ trust.

Firms that embrace automation, centralized data, and Al aren’t just improving efficiency — they’re building the
foundation for smarter, more resilient operations. As the industry continues to evolve, reconciliation will be a
key differentiator between those who lag behind and those ready to lead.

How Can Alpha Help?

Alpha FMC has a wealth of experience helping clients make sense of their operating models across the front,
middle and back office — including delivering reconciliation-specific target operating models. Our Operations
Practice has a proven track record in implementing new reconciliation processes and technology solutions to
drive tangible improvements. If you would like to find out more about how Alpha can help, please contact the
team here.
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