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Reconciliation is one of the least glamorous functions in investment operations — and one of the 

most consequential. When it works, it is invisible. When it breaks down, the effects propagate through 

risk reports, performance attribution, client communications, and regulatory filings. Most mid-size 

investment teams reconcile manually, or with tools that require significant human intervention to 

function. The hidden costs of that approach are not always obvious until the firm has already grown 

past the point where the process can keep up. 

 

The five issues below are the ones we encounter most frequently across investment operations teams 

of all sizes. Each is addressable — but each requires recognizing that the problem exists before it 

surfaces in a client report or a regulatory inquiry. 

 

1. Reconciliation Errors That Compound Silently 

A single mismatched position today can become a risk misstatement next quarter. 

The problem: Manual reconciliation typically involves an analyst comparing two exports — one from 

the portfolio management system, one from the custodian or prime broker — and resolving 

differences row by row. The process works until it doesn't. Small errors in position data compound: a 

mismatch in a corporate action today becomes an incorrect cost basis next month, which becomes a  
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flawed attribution report next quarter. Because the error propagates silently through connected 

systems, the first visible symptom is often a discrepancy that takes far longer to trace than to fix. 

The solution: Implement a daily automated reconciliation layer that compares position and cash data 

across all sources at the close of each business day. Any break above a configurable dollar or 

percentage threshold should trigger an alert before it enters the next day's workflow. The goal is not 

to eliminate human review — it is to ensure that humans review exceptions, not everything. 

Implementation specifics: Start with your highest-volume custodian relationship and build the 

automated comparison there first. Export position files from both sides in a normalized format (CSV 

or FIX), run a daily comparison script, and pipe results into a break management dashboard. Most 

teams can have a working version in two to three weeks. Expand to additional custodians once the 

first integration is stable. 

 

2. Operational Bandwidth Consumed by Routine Breaks 

If your operations team spends its mornings resolving the same categories of breaks, that is a process 

problem, not a data problem. 

The problem: In most mid-size investment operations teams, a significant portion of the day is 

consumed by breaks that recur predictably: pending settlements, accrued interest differences, 

dividend timing mismatches, and fee calculations that differ between internal and custodian records. 

These are not novel problems requiring analytical judgment — they are repetitive tasks that follow 

well-defined resolution paths. Yet they consume the same operational bandwidth as genuine 

exceptions, leaving less capacity for the issues that actually require human attention. 

The solution: Classify your break population by category and frequency. For the top five recurring 

break types — which typically account for 70 to 80 percent of total break volume — build automated 

resolution workflows that identify, categorize, and in some cases resolve the break without human 

intervention. Reserve analyst time for the tail of complex, unusual, or high-value breaks. 

Implementation specifics: Pull 90 days of historical break data and group by root cause. Build a 

simple classification model — even a rule-based one — that tags incoming breaks by category at the 

point of detection. For categories with a known resolution path (pending settlement, price tolerance 

difference), automate the acknowledgment and tracking. For categories requiring judgment, route to 

the appropriate analyst with the relevant context pre-populated. Most teams report cutting manual 

investigation time by 50 to 60 percent within the first month of deployment. 
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3. Month-End Close Delays Rooted in Reconciliation Backlogs 

If reconciliation is not current daily, month-end becomes a sprint — and sprints produce errors. 

The problem: The connection between daily reconciliation hygiene and month-end close speed is 

direct and often underestimated. Teams that allow breaks to accumulate during the month face a 

compressed resolution window at period close, when the pressure to finalize NAV, performance, and 

client reports is highest. Under time pressure, breaks get resolved with less rigor — or, worse, get 

carried forward as known differences that never get properly investigated. The month-end close 

becomes a recurring source of stress, errors, and restatements. 

The solution: Treat the daily break count as a key operational metric. The target is to exit each day 

with zero unresolved breaks above the materiality threshold. Breaks that cannot be resolved same-

day should be escalated immediately, with a documented reason and expected resolution date, rather 

than carried silently into the next day's workflow. 

Implementation specifics: Introduce a daily break aging report — a simple dashboard showing 

every open break, its age in days, its category, and the analyst responsible. Make it visible to the 

operations manager each morning. In practice, the mere visibility of aging breaks accelerates 

resolution: analysts close issues faster when the data is tracked. Supplement with a hard escalation 

rule: any break older than three business days without a documented resolution path triggers a review 

with the operations lead. Most teams that implement this see their average break age drop from five 

to seven days to under two days within a quarter. 

 

4. Risk and Compliance Misstatements from Stale Position Data 

Your risk system is only as accurate as the positions feeding it. 

The problem: Risk reports, compliance monitoring, and regulatory filings all depend on accurate, 

current position data. When reconciliation is manual and incomplete, the positions flowing into risk 

and compliance systems may reflect yesterday's data, an unresolved break, or a failed update from 

a corporate action. The downstream consequences range from incorrect VaR calculations and factor 

exposures to compliance limit breaches that were not actually breaches — or actual breaches that 

went undetected because the position data was wrong. 
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The solution: Establish a clear data lineage policy: no position data enters a risk or compliance 

system without first passing through the reconciliation layer. If reconciliation has not completed for a 

given account or date, the downstream system should flag the data as unconfirmed rather than 

treating it as final. This prevents silent propagation of stale or incorrect data into consequential 

outputs. 

Implementation specifics: Map your current data flows from custodian to PMS to risk system to 

compliance monitor. Identify every point where unreconciled data can enter a downstream system. 

For each of those points, implement a status flag — confirmed, pending, or break — that travels with 

the data and is visible in every system that consumes it. Compliance and risk teams should see, at a 

glance, how much of their input data is fully reconciled before relying on the output. 

 

5. Scalability Walls That Appear Without Warning 

A manual process that works at $500M does not work at $2B. The failure point is rarely obvious until you 

are already past it. 

The problem: Manual reconciliation processes have a non-linear relationship with AUM and 

complexity. A team that reconciles two custodians across three strategies at $500M may manage 

adequately with two analysts and a set of spreadsheets. The same team at $2B — with six custodians, 

five strategies, multiple prime brokers, and daily derivatives activity — faces a reconciliation burden 

that is five to ten times larger, not twice as large. The scalability wall appears suddenly: a new 

mandate, a strategy expansion, or a prime broker change that doubles the daily break count and 

overwhelms a process that had no remaining slack. 

The solution: Design the reconciliation infrastructure for the firm you are becoming, not the firm you 

are today. That means implementing automated reconciliation tools, standardized data formats, and 

scalable break management workflows before the growth event occurs — not in response to it. The 

cost of retrofitting reconciliation infrastructure under operational pressure is significantly higher than 

building it proactively. 

Implementation specifics: Conduct a scalability audit of your current reconciliation process: how 

many custodians, strategies, and instruments can it handle before breaking down? Identify the 

specific constraints — analyst capacity, system integrations, file format limitations — and build a 

roadmap to address them. Prioritize the integrations that would deliver the most operational leverage
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first. In our experience, automating the top two custodian relationships typically eliminates 60 to 70 

percent of total manual reconciliation effort, regardless of firm size. 

 

Where to Begin 

The common thread across all five issues is that manual reconciliation is not a sustainable foundation 

for a growing investment operation. The processes that feel manageable today create compounding 

operational risk as AUM, strategy complexity, and counterparty relationships expand. 

 

The right starting point is almost always the same: a clear-eyed audit of where your break volume 

comes from, how long breaks stay open, and which downstream systems are consuming 

unreconciled data. That audit typically takes a week and produces a prioritized roadmap for the next 

six months. The investment is modest; the operational leverage is substantial. 
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