Practical Case Study: Cross-border activities, regulatory intervention, and investor protection.

The Boursa Case
Before Juan Carlos stepped into Boursa Inc, brokerage firms were small, with few brokers, and the commission share they received did not exceed, at best, 20%. One of Juan's first actions was to carry out an aggressive recruitment campaign for brokers, offering them a 40% commission. Boursa, under Juan’s leadership, was the architect of proprietary trading, resulting in one of the periods of greatest growth in Colombia’s capital market. Additionally, the company had managed to become the first market maker for Colombian Treasury Bonds, which allowed it to have preferential treatment in the auctions conducted by the Central Bank.
On November 2, 2012 the Colombian financial system was rattled when a failure to settle a transaction in the Colombian Stock Exchange was presented, specifically the inability to cancel a transaction with Banco BBVA for $20 mllion when it had already reached its liquidity limit. This default triggered a series of events that exposed the brokerage firm’s risky financial practices and ultimately led to its collapse. The failure to repay the loan highlighted significant liquidity issues within Boursa, which were exacerbated by its high-risk investment strategies and poor risk management.
The failure to settle a transaction is a common trigger for the bankruptcy of a brokerage firm, as it is one of the grounds for intervention by the Financial Superintendence, the Company Superintendence, and other regulatory and oversight bodies. Adding to this is the detrimental link to the multimillion-dollar speculation and manipulation of the stock prices of a manufacturing company owned by the UBO of the brokerage firm, financed with repos involving its clients and other brokerage firms in the market. 
Boursa was operating under a group structure which was supervised by the company superintendent (and not the financial regulator) and became so influential that the valuation of its local assets and the pricing models were not questioned, not even by external auditors. Boursa was borrowing money to finance the purchases of shares of a failing manufacturing company belonging to the UBO and used the shares of this manufacturing company as collateral for leverage. What wound up making the deal unsustainable was the fact that market agents, some of whom were suspicious about the strategy, began to avoid renewing the "repos" made on these shares, or to grant new funds to the brokerage firm. 
Considering that Boursa engaged in "maturity mismatch” meaning that it was borrowing short-term funds to invest in the long term, the weak system and model unraveled rather quickly. Additionally, it engaged in Repo transactions to finance some operations but did not have appropriate systems in place to monitor liquidity risk, and relied heavily on the premise that its highly successful Offshore Mutual Fund, Premium Capital, would keep attracting prospective investors to fund its local operations.
The Premium Capital fund was targeting retail investors and was using SPV’s established in Panama to make real estate investments in Colombia. This is only possible if these SPV’s are registered with the Company Superintendence (and the were not).
The Premium Capital Fund, linked to Interbolsa, was involved in high-risk investments and the fund’s portfolio included a mix of assets, but it was heavily invested in speculative and illiquid securities. Here are some key components of the portfolio:
1. High-Yield Bonds: Investments in high-yield, high-risk bonds that offered potentially high returns but came with significant risk.
2. Real Estate Projects: Investments in real estate projects that were not easily liquidated, adding to the fund’s risk profile.
3. Private Equity: Stakes in private companies, which are typically less liquid and more volatile than publicly traded securities.
4. Derivatives: Use of complex financial instruments like derivatives to amplify returns, which also increased the potential for significant losses.
The investment strategy was properly disclosed to the investors through standard disclosure mechanisms such as the prospectus. The sales force in Bours Colombia would sell units and investments in this fund to any investor, since Premium Capital was a sought-after investment considering the high returns.  The Fund, established in an offshore jurisdiction, was in good Regulatory standing.
The sequence of the actions taken by the Regulatory Authorities:
· 1 of the Regulators unilaterally intervened in Boursa, taking full control of the brokerage firm and issued a public notification alerting investors and related parties that all activities related to Boursa were cancelled effective immediately
· The Regulator also informed that activities in Premium Capital were frozen, so effectively closing the Fund for entry and redemptions
· The Fund’s assets in Colombia managed to be frozen and even sold off 
· Other Regulators were informed through the media or through investors seeking information with the different Regulators
Questions:
1. What were the root causes of the collapse of Boursa
2. How would you have dealt with the current situation if you were the Lead Regulator of Boursa. Do Regulatory interventions need to be timed?
3. What would you do as the Regulator of Premium Capital
4. What was the main clash between prudential and conduct objective when dealing with failure? 
