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Daily Update
Tuesday, December 8, 2015

CRO Summit Chairmanship and CRO
Summit Opening Address
For the third year in a row, PwC’s Dominic Nixon, FS Leader Asia was the Chairman of the
CRO Day at RiskMinds. Dominic opened the Risk Minds 2015 CRO Forum by talking about
key trends in global FS risk. In particular he talked about the results from the Banking

Banana Skins 2015 Survey and Report. The key
observations are that although the macro economic
environment is still the number one issue that worries
bankers, cyber risk and criminality are increasingly
becoming top priorities. Dominic also touched on some
key topics that the industry is focused on right now,
including Model Monitoring, Operational Risk and the
CRO View of Cyber Risk and introduced PwC’s theme for
RiskMinds 2015 and introduced three Points of View on

the above topics that were made available first to RiskMinds delegates.
Dominic also spoke on ‘Looking to the Future of FS Risk’, PwC’s theme for
this year’s RiskMinds Conference. Finally, Dominic encouraged the
delegates to reposnd to PwC’s FinTech Survey that will launch in February
2016. Please use the QR code to participate.

Dominic Nixon
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CRO Summit Presentation: The Future of FS Risk

Mike Alix’s presentation on ‘The Future of FS Risk’ followed up on Adam Gilbert's address
on the challenges of global FS regulation with an in-depth look into "The Future of FS Risk".

Mike asserted that regulation, particularly the prescriptive
internal modeling of regulatory capital under so-called
advanced approaches, has distracted risk managers from
their core responsibilities to innovate and identify
economic risks, alert management to potential problems,
protect organisations from external threats, and repair and
adapt where problems occur. Following years of
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dissatisfaction among regulators with the comparability across firms of model-driven
capital, especially for operational risk, the impending shift from a seemingly sophisticated to
a more basic method for calculating risk-weighted assets should be a welcome development
for risk managers.

Although this de-emphasis of models may give the impression that risk management is
going backward, in reality risk managers are being given the opportunity to go back to the
future. Simpler, more standardised capital requirements will free risk managers from
focusing on improving models to drive regulatory capital numbers lower, to instead using
quantitative methods to adapt to new vulnerabilities, such as geopolitical and cyber threats,
through forward looking data analytics and stress testing. Banks that refocus their risk and
modeling resources to embrace this change will inevitably make better business decisions.
Those that do not will be left behind. Please contact Mike if you would like to hear more.
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CRO Panel Discussions

The CRO panels chaired by PwC partners are a highlight for the RiskMinds conference
delegates.

Adam Gilbert opened the first panel discussion of the main conference ‘Changing Track –
Are we ready to shift from regulatory defensive to regulatory offensive mode?’ by
introducing thr panellists and having them comment on risk and regulation issues in their
various territories. The panelists agreed that that the rising bar of regulatory expectations
was yielding improvements in risk management, including better engagement between risk
managers and business leaders and more informed risk and strategy decisions. But the
panelists also expressed concerns about the differences in regulatory requirements across
jurisdictions and some potentially adverse consequences of new. The panel also discussed
the two meanings of offensive (attacking or aggressive) and defensive (offend or cause
resentment) and how these two points must be managed together in order for banks to be
successful. A key point that all of the panellists thought wsa important is the fact that in
order for banks to stay relevant they have to consider more than just regulations. Financial
institutions need to satisfy regulators, clients and shareholders, which is becoming
increasingly challenging in today’s rapidly changing world.
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George Stylianides’ CRO Panel dealt with ‘The Culture of Conduct, The Conduct of Culture –
Overcoming the challenges of measuring, managing and reporting hard to quantify new risks
to the board’. The Culture of Conduct, the Conduct of Culture. Reform of conduct is
dominating the industry. It's not just about fixing the mistakes of the past or complying with
regulation - the organisations here today know that good conduct means competitive

advantage. The panel of CROs and heads of Conduct led a
lively debate on how to overcome some of the biggest
challenges in conduct. Measuring it, managing it, reporting
it - they all shared views on what's working and what's not.
For these leaders there's still some way to go to get the
right people, technology, governance and systems to
properly identify and manage risks related to market
practices, employee behaviour and corporate culture. But
we've come a very long way since 2008.

Some of the big questions debated included:
- What are the key attributes to the right culture? Can past bad-behaviours recur?
- What questions are our Boards asking in relation to conduct and culture? And what tools,
techniques and approaches are being deployed to get the right information and insights for
them?
- What's the role of the CRO? Are governance and organisational structures appropriately
aligned to identify and manage risks arising from Conduct e.g. regulatory non-compliance,
fraud, AML/ KYC, terrorist financing?
- How do you stay abreast of emerging, non-traditional risk types? Particularly when some
are so hard to quantify.
- What do we expect to see next from regulators across the world?

George Stylianides
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The final panel of the day was moderated by Mike Alix. Titled ‘Managing Risk in an
Environment of Change – How does the CRO factor digital innovation, cyber threats,
political & environment uncertainty into risk management strategy’. The panel of CROs were
from a variety of geographies and types and sizes of financial institutions, but the consensus
was that CROs need to be agile, flexible and be able to incorporate new threats into old
concepts.

The topics the panel discussed include trends in political risk affect how they influence risk
management, how CROs and risk functions are
preparing themselves for the technical changes that are
occurring, especially with respect to the digital
evolution and cyber threats and what this means in
practice for CROs. A key point is that CROs must be
able to understand the business to ensure that firms
have created and follow effective processes. People and
culture were also discussed, including what types of
candidates risk teams should hire and if these people
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are readily available in the market. The panel concluded with the topic of recting to digital
changes – what is the role of risk in managing change and how is this evolving to meet
changing circumstances?
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PwC’s two most popular sessions of the day were probably the CRO interviews. Kevin
Burrowes and Chris Matten interviewed two top tier CROs, their careers and how they got
into risk and their roles. The paths that they each took show that there are a variety of paths
one can take, whether being an auditor or trader in order to reach the innacel of their
profession.

Technical Stream Presentations

Eduardo Viegas, PwC’s Head of Quantitative Analytics and Business Solutions, was the
Chairman of the Technical Stream and directed a series of sessions from a number of risk
practitioners. He initiated the session providing an overview of the typical issues leading to
valuation disputes and litigations, using a number of war stories to illustrate those issues.

The following session was presented by a CRO from a global insurance group who wrote a
book on capital management and shareholder value. He highlighted the importance of value-
focused capital and balance sheet management over the next five years, given his expectation
for continued low interest rate and asset volatility. He also emphasised that regulatory and
risk capital should be treated as constraints, not the basis of decision making – which he
strongly contends should be based on value creation. When queried why financial
institutions were not already being managed on this basis, he explained that his theory is
that financial conglomerates are complex and not sufficiently transparent, making it difficult
for outside parties to fully understand the bank’s capital allocation decisions and
performance.

Eduardo returned to the plenary and presented a session focused on the strengths and
weaknesses of different methodologies for modelling risk, with particular emphasis on
evolutionary and biological models. Eduardo argues that whereas traditional economic and
quantitative finance models perform very reasonably during either stable or volatile periods,
they are not fit for purposes to identify the transition phases between stability and volatility.
Those transition are only better understood through the use of ecological and biological
inspired models. Therefore, for a modelling risk framework to be complete and extensive, it
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must be supported by three different dimensions: economic, quantitative finance and
evolutionary models.

The CEO of a software vendor completed the morning line up. He spoke about the
importance of not ignoring the Real World measure in models, informed by recent research
into the topic which he had published in a paper together with two academics. He
emphasised that the difference between real world and risk neutral measure appeared
significant over longer-term time horizons, with material implications for modelling
approaches including regulatory capital, regulatory liquidity and counterparty credit risk.

In the afternoon, a new product was presented from a global media firm: an analytics tool,
based on machine learning methods that can quantify the liquidity levels of individual bonds
as well as the price uncertainty of those bonds. This type of product can be very useful for
risk professionals in order to obtain the base data required by new regulations concerning
liquidity.
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