Hsas

M Findings at a glance

e Reforms to risk management within
institutions will be far-reaching and
comprehensive.

e Transparency is a common theme of
proposed reforms.

e Culture, expertise and data are the
weak points in companies’ risk
management practices.

After the storm: the future of
risk management in the financial

services industry

Overview

The Economist Intelligence Unit con-
ducted a global survey on behalf of SAS
to explore risk management issues facing
financial services companies both today
and beyond the current financial crisis.
The survey, conducted in March 2009,
included 344 senior executives from
companies of various sizes around the
world. This document provides a sum-
mary of report findings.

In the past 18 months, there have been
numerous proposals for fixing perceived
risk management deficiencies at the
world’s financial institutions. Industry
bodies - e.g., the Financial Stability Forum
and the Institute of International Finance —
have published lengthy reports suggest-
ing a wide range of reforms, while the
Turner Report in the UK has proposed a
new regulatory system for banking.

Gradually, a consensus is forming around
what steps will be required to strengthen
risk management — including, the granting
of greater authority to risk managers, the
strengthening of stress testing, greater
disclosure of off-balance-sheet vehicles,
caps on leverage, stronger regulation of
rating agencies and central clearing for
over-the-counter derivatives. Many survey
respondents are also examining their own
risk management practices, with a major-
ity expecting to make significant changes.

This is a challenging time for financial insti-
tutions. There are barriers to change that

must be overcome — poor data quality or
avalilability, lack of risk expertise at a
senior level, or the absence of a robust
organizational risk culture. The survey
examines processes for implementing
change and looks at some of the barriers
that companies are encountering.

The final report — After the storm: the
future of risk management in the
financial services industry — discloses
complete survey findings along with
insights from industry experts and
commentators.

The full report is available at
www.sas.com/ermresearch.

Report highlights

Risk management reforms will be
far-reaching and comprehensive

Only one-third of respondents think that
risk management principles in financial
services remain sound. More than half
say that they have conducted, or plan to
conduct, a thorough overhaul of their risk
management practices. Key focus areas
are likely to be improvements to data
quality and availability, the stronger risk
governance, a move toward a firmwide
approach to risk, and deeper integration
of risk within business lines. Respondents
say that reform is being driven primarily
by executive management, but regulators
are also starting to apply pressure.



Transparency is a common theme
Improving data quality and availability 41%

Survey respondents said that greater Improving governance of risk 33%

disclosure of off-balance-sheet vehicles, Developing “firm-wide” approach to risk| 29%
stronger regulation of credit rating agen- Embedding risk managementwithin lines of business 28%
CieS, and the central Clearing of over- Better and more sophisticated analytics 27%
the-counter derivatives were among the Improving communication and understanding 249%

o between risk function and lines of business|
top four initiatives that they expect to have Strengthening technology infrastucture

the greatest potential benefit. Although Linking risk management more]
closely with corporate performance

24%

22%

these inttiatives are wide-ranging, they

Building risk expertise atmanagementlevel 19%

seem to have a common theme — namely,
the requirement for greater transparency
and disclosure to facilitate more effective

Regulatory compliance (eg, with Basel Il or Solvency Il 1%

Recruiting experienced risk professionals 8%

L . Training of existing risk professionals 8%
management of systemlo risk issues.
Other, please specifyfi 2%

Culture, expertise and data are weak 0 10 20 30 40 50 60 70 80 90 100
points in current risk management

Over the next year, what do you expect to be the three key areas of focus in the
Respondents point to poor data quality, management of risk in your organization?
lack of expertise and a lack of risk cul-
ture among the broader business as
being the most significant barriers to
improving risk management in their own Risk function and executive managemen
organizations. This lack of understand-
ing between the risk function and the
business seems to be significant. Asked Risk function and non-executive board
about areas where communication most

Risk function and lines of business 47%

Risk function and finance function
5%

Risk function and treasury function 5%

needs improvement, respondents point

to channels between the I’iSk function Within risk function (ie, between credit risk managers,

o
marketrisk managers and operational risk managers) 12%

and lines of business. Elsewhere, just
40 percent of respondents say that the
importance of risk management is
widely understood throughout the

company, suggesting that more needs Between which functions in your organization do you think that communication most
needs improvement?

Other, please specify [l 2%
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to be done to embed risk culture and
risk thinking more deeply in the institution.

caps on leverage, stronger regulation * Institutions will seek ways to gain a
. of rating agencies, and central clear- more complete picture of risk, assess
General Observatlons ing for over-the-counter derivatives. exposures across business lines and
aggregate these into a firmwide view.
¢ Almost two-thirds of respondents ® Investment in risk management sys-
think that the principles of risk man- tems, processes and technologies e There wil be clear winners and losers
agement are no longer sound. is widely recognized as an essential in the challenging years ahead.
step for many organizations. Institutions that overcome their risk

¢ There is likely to be greater authority
granted to risk managers, strength- Close examination of the governance
ened stress testing, greater disclo- issues surrounding risk management
sure of off-balance-sheet vehicles, is extremely important.

management challenges — and put
in place robust practices, processes
and governance — are likely to have
a clear advantage over those that do
not take such a proactive approach.
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