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What is Risk Management

Risk managers manage any risk that might damage the
profitability or even the existence of an organization (e.g. risk from
currency movements, interest rate fluctuations, online dealing
systems, fraud or health and safety risks)

What risk managers do

A Identify, assess and mitigate the possibility of things going
wrong, and examine premises to evaluate current precautions

A Design contingency plans in case things go wrong

A Decide whether to avoid the risk, reduce it, retain it or transfer
it (often by insuring against it happening)
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What questions do risk managers deal with?

What are the risk numbers?

|s the methodology correct?

Are the results reliable?

Can the risk be hedged?

Is the risk in line with externalized risk statements?

How is the risk limited within the risk statement?

Are the regulatory reports produced on time?

How are disputes between risk and stakeholders resolved?

v v v Dy Dy Dy D>y D

SUNGARD 3



How has the role evolved?

Specific pricing models adopted following 1987 crash
Stresses of 1 nput parameters s
VaR developed to give overall view of firm risk

Regul atory adoption of oOenterp
New models developed as instrument sophistication increases
Bubbles and bursts lead to regulatory/stakeholder scrutiny

v v v Dy Dy D

j>\

Risk management now needs to communicate bilaterally with
management, regulators and internal risk takers
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Where does it leave us now?

A We need systems that allow the creation of Transparent risk
cultures within organizations

A We need systems that allow Efficiencies in timeliness and
accuracy to be achieved and maintained

A We need systems that work within and across dynamic and
evolving Networks
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What is the risk communication Network?

\ Management
, Rating
Regulators Agencies
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What does Efficiency entail?

Back Testing

*

A Back testing provides
risk model credibility

Data Load ‘ Calculation -

A Data should be checked,
clean and publishable

A Calculation engine
should be scalable to
ensure consistent
timeliness
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Analysis

Result
Validation
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Incremental
Correction

A Distribution of results

Manage C
‘ ‘ Distribution

A

should aim to
contextualise limits and
create arisk culture

Incremental corrections
to risk outputs should be
timely and controlled to
retain credibility



What Is Transparency?

A Transparency reduces frictions between risk controllers and
risk takers

A Transparency is required in
A Data
A Calibration, simulation and pricing methods
A Trade representations
A Contextualized limit setting

A Transparency provides credibility for the risk management
function
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Are the technologies available to enable
risk culture?

A Online (OLAP) distribution methods allow for fully transparent
sharing across stakeholder networks of

A Data

A Calibrations

A Backtesting results

A Trade representations
A Risk outputs

A Grid based calculation engines allow for consistency in
efficient timeliness
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How can technologies be combined to create a risk

culture?

Risk Limits Control
Limit Monitoring

Limit BreachWorkflow

Direct Commmunication
To Front Office

Trial Balance Checking

Limit Reporting

Asset Trading
Trade Entry
Portfolio Mingmnt
Desk Level Real Time Risk

Position Control

Accounting
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Valuations

Market Risk
Calculations

Credit Risk
Calculations

Hierarchical Views

Full Netting Support

Derivative Trading
Trade Entry
Portfolio Mngmnt
Desk LLevel Real Time Risk
Position Control

Common Back Office Function

Trade Level

Settlements .
Operations

Risk Outputs/Analysis

Risk Breakdowns

VaR (HS, MC)

Funding Activity
Trade Entry
Portfolio Mngmnt

Desk Level Real Time Risk

Position Control

Documentation
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Risk culture within firm infrastructure?

Board Level
Risk Directive

A Communication
between boards and
risk is keystone

A Monitoring and
explaining risk
becomes focus

s

Risk Mngmnt

Trading Risk View
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A Grid based technology
allows control of
timeliness of risk
result delivery

A OLAP based tools allow
for bespoke dashboard
based communication
between risk
stakeholders

Risk Analysis
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