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The heart of the matter

Financial institutions are under pressure from business-unit leaders, investors, 
boards of directors and their regulators to deliver improved and more transparent 
performance management data. Many of these pressures are driven by regulatory 
changes that emerged after the most recent financial crisis. Financial institutions 
were accustomed to managing their businesses with summarised financial 
information, based largely upon generally accepted accounting principles.

Now, they are required to include a wider range 
of information at a more granular level, with 
both accounting and risk-based views. Financial 
institutions also face pressure to reduce costs 
while making better strategic decisions by 
pricing for risk in an environment constrained 
by internal factors (such as liquidity and capital 
capacity) and external factors (such as regulatory 
activism). Meeting these demands requires close 
coordination between the risk and  
finance functions.1

Unfortunately, most risk and finance functions 
have evolved separately – with distinct languages, 
operating models and technology. In some cases, 
however, the two functions perform duplicative 
activities. In addition, data comes from multiple 
sources and often requires considerable manual 
efforts to produce actionable information. And, 
even then, the results are not always dependable. 
For example, PwC’s ‘Unlocking Potential: Finance 

effectiveness benchmark study 2013’ highlights 
that only 45% of finance professionals believe 
that their company’s forecasts are reliable.2

At the end of the day, financial institutions 
need quick access to accurate and actionable 
information to support both business decisions 
and reporting to regulators. These needs are 
amplified in the current environment of flat 
interest rates and constraints on capital and 
liquidity. It is our view that executives should 
undertake a formal assessment of how risk and 
finance in their organisations should operate in 
the future. There are several deliberate ways for 
the chief risk officer (CRO) and chief financial 
officer (CFO) to coordinate efforts in order to 
reduce or eliminate redundancy across their two 
functions while improving quality.

1 In this paper, we use the term ‘financial institutions’ to refer to retail banks, investment banks and asset management firms. 
2  PwC, ‘Unlocking Potential: Finance effectiveness benchmark study 2013’, October 2013. www.pwc.com. Accessed  

19 November 2014.
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Our approach 
also addresses 
the coordination 
necessary with other 
functions such as IT 
and operations. And 
while many financial 
institutions have 
started along this 
journey, progress 
has generally been 
slow and results, 
mixed. 

In this paper, we outline our observations of the 
industry, present our views on the five dimensions 
of risk and finance integration, and provide 
in-depth examples of our recommendations for 
two of those five dimensions. Our approach also 
addresses the coordination necessary with other 
functions such as IT and operations. And while 
many financial institutions have started along this 
journey, progress has generally been slow and 
results, mixed. 

It is our view that delivering on this effort will 
require new ways of thinking about risk and 
finance, the processes that are executed, the 
controls in place, as well as the systems that store 
data. It will also require resolving the differences 
between two functions that have fundamentally 
different cultures:  

•  Finance’s mission is to find ways to improve 
business performance while conforming to 
largely predefined accounting and regulatory 
mandates.  

•  The risk function uses much of the same data 
as finance, but uses it differently. Specifically, 
risk inputs data into models to predict future 
outcomes based upon correlations, analytics 
and assumptions. With relatively few industry 
standards for risk management, each financial 
institution has tended to focus on different 
measures and methods. As a result of its 
mandate, risk has largely preferred to have 
imperfect information faster, whereas finance 
required additional quality and controls. 

Financial institutions face these issues as the 
regulatory environment continues to evolve, 
with many regulations having disparate impacts 
on each function. In addition, regulators expect 
sufficient separation between the business, risk 
and finance in order for them to challenge each 
other and retain independence. This expectation 
has arisen in part in response to the market 
failures of the past. 

Financial institutions that solve the risk-finance 
alignment puzzle stand to reap numerous 
benefits. These include greater cost savings, 
improved controls, greater transparency, the 
ability to make better business decisions and 
improved compliance with regulatory mandates.

Risk and finance 
integration does  
not mean…
•  A single integrated function. We 

propose that financial institutions  
only combine those activities that  
make sense to combine, based on  
agreed-upon criteria.

•  A wholesale redesign of the risk 
and finance operating model and 
architecture. Most organisations  
do not have this option, as 
unwinding existing risk and  
finance structures is both  
expensive and impractical.
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An in-depth discussion

Perhaps the most common reason why 
organisations have found it difficult to tackle 
this issue is what we refer to as ‘fuzzy vision’. 
Put simply, this means that the exact meaning 
of risk and finance integration is not clear. Many 
CROs and CFOs don’t know whether integration 
should apply to data alone or also to the systems 
that produce the data. They also don’t know 
if the concept should be broadened to include 
integration of the finance and risk functions 
themselves.  

In order to clarify the issue and better frame 
the areas on which the CRO and CFO should 
focus their energy, we define the following five 
dimensions for risk and finance integration: Data 
management, organisation and governance, 
process management, standards and definitions, 
and technology. In our view, the reason this issue 
is so complicated is that it is multidimensional, 
cutting across five dimensions, multiple functions 
(some expanding beyond risk and finance) and 
numerous activities.  

We define the five dimensions as follows: 

Data management  
Comprises all the disciplines related to managing 
data as a strategic asset. Defines and resolves the 
data sourcing and quality management to make 
the environment fit for use.  

Organisation and governance 
Defines roles and responsibilities within 
and across the risk and finance groups, and 
any associated committees. Provides the 
organisational structure that spans the two 
functions.  

Process management 
Agreement of business process flows between 
people, agreement on how people use systems, 
and agreement on how people do reporting and 
analysis. Process management should be defined 
for both expected processes and any processing 
exceptions.  

Standards and definitions 
Common, agreed-upon set of terminology and 
language for use when functions interact and 
communicate with each other.  

Technology 
Collection of computer hardware, software and 
other tools needed to run the business. Includes 
technology and data architectures.  

As shown in Figure 1 on the next page, we 
recommend that the first two dimensions (data 
management, organisation and governance) be 
addressed centrally for all activities as they set the 
groundwork for how the functions will interact 
with each other. Financial institutions should 
evaluate the next three dimensions (process 
management, standards and definitions, and 
technology) individually for each activity, and 
then explore opportunities to improve consistency 
across the board.

We explore several case studies later in this 
paper. In addition to providing a detailed look at 
the approach for organisation and governance, 
we also describe how the process management 
requirements for funds transfer pricing  
(FTP), capital management, and P&L explain  
and value-at-risk (VaR) backtesting all differ  
from each other.3

The five dimensions of risk and finance integration.

Many CROs and 
CFOs don’t know 
whether integration 
should apply to data 
alone or also to the 
systems that produce 
the data.

3  P&L explain is a type of report commonly used by traders that attributes or explains the daily fluctuation in the value of a portfolio of 
trades to the root causes of the changes. Value at risk (VaR) is a widely used risk measure of the risk of loss on a specific portfolio of 
financial assets. VaR backtesting refers to the process by which predictive VaR models are tested using existing historic data.
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Figure 1: In our view, there are five dimensions of integration. Data management as well as organisation and governance should 
be addressed centrally. The other three dimensions (process management, standards and definitions, and technology) should be 
tackled individually for each activity, and then evaluated for consistency across activities. 
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Internal drivers:

The closer alignment of risk and finance within 
financial institutions is largely motivated by 
internal changes to business models.  

Specifically, we have observed the industry under 
pressure to do the following: 

Reduce costs  
Reducing costs requires the elimination of 
duplicative or inefficient tasks currently 
conducted by both risk and finance. However, 
changes should focus on streamlining processes 
and promoting integrated reporting while 
improving quality.  

Drive profitability 
Financial institutions are under pressure 
to increase returns on each transaction. 
Improvements in both forward-looking analytics 
and capital information enable organisations 
to better price for risk and risk-taking in the 
business. These improvements can help drive 
profitability in an environment where their 
business models and market opportunities are 
constrained.  

Strengthen controls  
The business can better focus on effective and 
efficient controls when they no longer need to 
spend time doing manual workarounds and 
reconciliations.  

Attract and retain talent  
Financial institutions want to provide employees 
with challenging career paths that may span both 
the risk and finance functions. Providing these 
opportunities will help better prepare future 
leaders and provide incentives for the most talented 
individuals to stay within the organisation.   

External drivers:

Since 2009, regulatory requirements in the 
United States alone have resulted in higher 
costs for financial institutions as a result of 
money spent on infrastructure and new process 
development. It is estimated that new regulation 
stemming from the financial crisis cost the six 
largest US banks approximately USD70 billion 
from 2008 to 2013.4 

Due to the urgency of regulatory deadlines, 
financial institutions generally implemented 
one-off, highly manual solutions. And while 
these solutions may have worked in the past, 
heightened regulatory standards that focus on 
governance, tone at the top and continuous 
improvement are now forcing banks to adopt a 
holistic view of the regulatory changes and the 
associated impacts on their organisation.  

Figure 2 on the following page summarises the 
degree to which we believe internal business 
drivers and external regulatory drivers are 
impacting financial institutions across the five 
dimensions.

The shift towards risk and finance alignment is 
being driven by both the way financial institutions 
are doing business and by the evolving regulatory 
environment. 

New regulation stemming from 
the financial crisis cost the six 
largest US banks approximately

USD70 
billion 
between 2008 and 2013.

4  Chaudhuri, Saabira, ‘The Cost of New Banking Regulation: $70.2 billion’, 30 July 2014, www.factiva.com. Accessed  
4 November 2014.



8 PwC In focus: Blurring the lines between risk and finance to achieve clarity 

External drivers
Internal  
drivers

Figure 2: Internal business drivers and external regulatory drivers impact financial institutions differently across the five dimensions. 
Examples provided are from the United States; however, there exist similar requirements issued by foreign regulators such as the 
Prudential Regulatory Authority, Japan Financial Services Agency, or from international bodies such as the Basel Committee on 
Banking Supervision and Financial Stability Board. The dimensions of data management and organisation and governance tend to 
be highly impacted, regardless of the driver.
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Based on our experience, most attempts to 
integrate the risk and finance functions have 
addressed only a subset of the five dimensions 
(a subset of the rows in Figure 1) above or they 
have been confined to a specific activity or set 
of activities (one or more columns in Figure 
1). In our view, the lack of a holistic approach 
has limited the success of these integration 
initiatives. For example, we’ve seen a tendency for 
executives to focus more on data integration than 
modifications to the organisation and governance 
structure. Overall, it is our assessment that, while 
some initiatives have helped financial institutions 
move forward, they are rarely delivering the 
expected value in the desired timeframe.

We have observed the following in the industry:

1. Data management

•  Most financial institutions have instituted data 
quality and control standards. However, only 
some have developed real-time metrics and 
tracking processes and are tying data quality 
issues to incentives and penalties for the 
originators of information.

•  To improve operational effectiveness, some 
organisations have streamlined data sourcing 
to simplify the labyrinth of interfaces, 
definitions and content. This has required 
changes to both sourcing and storage while the 
business continued to operate.

•  As financial institutions collect more 
transaction and balance information, they 
are looking at how they can leverage this 
information to improve business insights. For 
example, organisations are looking at global 
and regional portfolio data to determine 
opportunities to better service their clients, or 
concentrations in portfolios, which may help 
them identify risks in the business.

2. Organisation and governance

•  Most financial institutions are formalising 
roles and responsibilities to help ensure that 
the appropriate leaders are receiving the 
right information. For example, to better 
govern capital management activities, some 
financial institutions are either creating a 
capital management unit or are coordinating 
the activities of the risk/capital demand 
committee and the finance/capital supply 
committee.

•  Risk management reporting and analytics have 
recently gained prominence similar to that of 
finance and accounting. In practice, however, 
the operational efficiency of risk management 
reporting and analytics has lagged that 
of finance and accounting because of an 
underinvestment in both controls and enabling 
technologies.

•  Financial institutions have largely been short-
sighted in their investments for newer controls 
and processes’ enhancements. Many efforts to 
reduce short-term costs have resulted in higher 
long-term costs stemming from issues that 
required remediation. These long-term costs 
include investments in change programmes, 
fines and implicit opportunity costs associated 
with executives not being able to focus on 
business operations.

•  Organisations have been creating new roles 
and functions to address business needs. For 
example, the role of chief data officer (CDO) 
has become more commonplace in recent 
years. The number of CDOs doubled between 
2012 and 2013, and data suggests that by 
2015, 25% of large global enterprises will have 
appointed a chief data officer.5

What have we observed?

5 Gartner, ‘CIO Advisory: The Chief Data Officer Trend Gains Momentum’, 13  January 2014.
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3. Process management

•  We have observed many financial institutions 
placing greater emphasis on the data 
acquisition and exception management 
processes to ensure that risk and finance are 
using the same underlying datasets.

•  The market environment is forcing 
organisations to rethink their decision-
making processes regarding change agendas, 
technology investments and resourcing. 
We have seen more collaborative decision-
making among operations, risk, finance and 
technology, as well as the functions that 
support them.

•  Process-driven change is limited by an 
organisation’s capability to think and deliver 
beyond immediate business or regulatory 
compliance needs.

•  In most cases, executives have included 
representatives from both risk and finance 
into the approval processes for new products, 
operational process change efforts and 
reference data change management.

4. Standards and definitions

•  Most financial institutions have focused on 
developing a common data dictionary for 
use in both the risk and finance functions. 
However, the adoption of a common taxonomy 
is hampered because underlying systems and 
data sources still contain legacy terminology 
that is different in each function. As a result, 
users are generally unwilling or unable to 
adopt the agreed-upon terminology into their 
everyday work.

 

•  Financial institutions have found it difficult 
to drive a data-quality mindset down into 
the organisation. Organisations are only just 
beginning to implement standards and policies 
that provide incentives or penalties to drive  
the appropriate behaviours in the front and 
middle office.

5. Technology

•  Technology investments have been ongoing 
for a number of years. However, most financial 
institutions have invested in silo solutions to 
address specific issues and many changes have 
been customised for localised data standards. 
The resulting labyrinth of interfaces is 
becoming unsustainable for many.

•  In the areas where risk and finance are making 
progress deploying joint technology and data 
stores, they have often aligned the change 
controls and/or data management processes.

•  Numerous financial institutions are 
considering using cloud computing solutions 
to deliver on-demand capacity and capabilities 
for some risk and finance activities.

•  Many organisations, especially those with 
global footprints, have begun to streamline 
the number of front-office, finance, and risk 
systems and applications to drive consistency 
across the organisation. This results in 
the ability to simplify data management, 
computation, and reporting delivery toolsets 
and capabilities.

Technology 
investments have 
been ongoing for a 
number of years. 
However, most 
financial institutions 
have invested in silo 
solutions to address 
specific issues and 
many changes have 
been customized 
for localized data 
standards. The 
resulting labyrinth 
of interfaces 
is becoming 
unsustainable for 
many.   
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Our recommendations

As mentioned previously, we define five 
dimensions for risk and finance integration: Data 
management, organisation and governance, 
process management, standards and definitions 
and technology. This section provides an 
overview of our recommendations as to how the 
CRO and CFO should approach the integration 
between risk and finance for each of the five 
dimensions.

In our view, the first two dimensions (data 
management, organisation and governance) 
should be approached centrally. It should 
be noted that we do not advocate ignoring 
the individual activities; it is simply our view 
that these two dimensions be designed and 
implemented across the organisation.

           Data management

Comprises all the disciplines related to managing 
data as a strategic asset. Defines and resolves the 
data sourcing and quality management to make the 
environment fit for use. This requires  
consensus among the CRO, CFO and the  
chief data officer (CDO).

Financial institutions should define the following:

Data architectures so that data can be 
managed across legacy and strategic systems with 
minimal disruption and loss of integrity.

Metadata management practices so that 
they can better manage how data is sourced, 
collected and stored.6

Data ownership and stewardship to 
improve data integrity with the ability to tie data 
quality issues to incentives and penalties for the 
originators of information.

In addition, they should:

Consolidate and standardise to a 
‘single point of truth’ across the risk and finance 
functions to drive consistent analysis  
and reporting.

Document and manage data lineage 
through sourcing, transformations and reporting.

Reduce data replication into downstream  
data stores.

Control all datasets and versions in an 
integrated control framework.

In our view, the first 
two dimensions 
(data management, 
organisation and 
governance) should 
be approached 
centrally.

6  Metadata is data that provides information about other data. It generally includes information such as the source of data, date of 
capture and who uses it.

1
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           Organisation and governance

Defines roles and responsibilities within and across 
the risk and finance groups, and any associated 
committees. Provides the organisational structure 
that spans the two functions. This requires 
agreement between the CRO and the CFO.

Achieving efficiency will require new ways of 
thinking about how a financial institution governs 
and organises the risk and finance functions.  
We recommend the three-step process as  
outlined below:

Step 1: 
Engage key leaders when designing the 
integration of risk and finance. Identify and 
engage a few credible leaders from each function 
who are knowledgeable about operations to  
help develop the organisation and governance 
model. Establish a working group to guide the 
effort as it proceeds.

Step 2: 
Once a working group is established, we 
propose that they study organisational options 
to determine the appropriate organisation 
and governance model. We propose one of 
the following two ways: Shared services or 
Rationalised operations.

Shared services  
Integrated activities are owned by a shared 
services group that has solid-line reporting to 
both finance and risk functions. Finance and risk 
continue to have autonomy in their respective 
domains, but share activities that are currently 
duplicated across the organisations.

 Rationalised operations 
Integrated activities are moved out of finance and 
risk to a central shared services group that sits 
outside both functions. Personnel in this group 
report into operations rather than risk or finance. 
Finance and risk provide key inputs/requirements 
for integrated activities.

Each approach has advantages and 
disadvantages. The working group will need to 
weigh these before determining which approach 
is appropriate for their organisation.

2
Shared services

Advantages:

•  Allows sufficient independence for each 
function to promote checks and balances.

•  Retains specialised personnel in respective 
independent functions, which allows  
personnel within the shared services group 
to have development opportunities in 
either risk or finance.

Disadvantages:

•  Shared services group will need to cater 
to two different stakeholders (risk and 
finance).

•  Shared services group has less direct 
relationship with the other front-/middle-
office operations’ teams, potentially 
hindering opportunities to improve data 
sourcing and quality.

Rationalised operations

Advantages:

•  Enables operations’ group to work with 
front-/middle-office teams to improve data 
sourcing and quality.

Disadvantages:

•  Operations’ group will need to cater to two 
different stakeholders (finance and risk) 
and manage a single supplier (operations).

•  Operations risk management (ORM) 
activities associated with the operations’ 
group will be repeated by risk and finance, 
resulting in duplication of effort.

•  Transition of career paths from operations 
to either risk or finance is more 
complicated than with the Shared services 
model, potentially impacting the ability 
to hire or grow talent internally for risk or 
finance.
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Step 3: 
Regardless of which organisational approach is 
chosen, we recommend that the CRO and the 
CFO do the following:

Set the tone at the top 
Establish a high-level vision for the integration. 
Set expectations about how finance and risk 
professionals will work together. Lead by example 
when it comes to collaboration.

Design for efficiency  
Align offshoring and/or outsourcing solutions 
with an eye towards efficiency. Make sure that 
any offshoring/outsourcing processes, if pursued, 
do not lead to additional inefficiencies.

Design for appropriate independence 
Put mechanisms in place to help ensure that the two 
functions remain sufficiently independent to serve 
their fiduciary roles.

Clearly define rights and 
accountabilities for employees of the 
risk and finance functions 
This should include both individual and 
committee accountabilities and reporting 
requirements to reduce duplication of effort 
across teams, decrease potential conflicts  
of interest within management and enhance  
risk management.

Clearly define roles, accountabilities, 
metrics and performance 
management processes  
for employees of the shared  
services group  
The shared services group described above 
is a form of a matrix organisation in which 
employees serve multiple stakeholders. To avoid 
the potential confusion and conflict that can 
occur in this type of situation, we recommend 
that the working group clearly define position 
responsibilities, accountabilities and metrics.  
It is also important that the appropriate leaders  
in both the risk and finance functions provide 
input into performance evaluations of shared 
services staff.

Activity categories 
Even though we recommend approaching organisation  
and governance centrally, the organisation will need to 
review the set of activities currently performed by risk, 
finance, or both. We believe that each activity will fall  
into one of five broad categories: 

Specialised services 
Unique activities requiring specialised skills. Some 
of these will remain in separate functions and 
some will move to the shared services group. 

Strategy, policy setting and oversight 
These activities set the direction, tone and 
strategy of the function and include oversight  
of the control framework.

Reporting and decision-making 
These activities focus on providing  
summarised results of activities to  
facilitate decision-making. 

Production 
Repeatable activities which serve to maintain 
books  and records and/or the second line of 
defence to operational activities.

Data collection and standardisation 
Activities that manage and standardise data  
including detailed design and implementation 
of infrastructure solutions.

The first two activity types will not move from their respective functions 
regardless of the approach chosen. Some of the specialised services can 
move into the shared-services group, whereas others will remain within 
the independent functions. The last two activity types would be part of the 
shared-services group responsibilities. 
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Design the ‘informal’ organisation 
It is our view that a business strategy is only 
as good as your organisation’s ability and 
willingness to execute. When facing a risk and 
finance integration, regardless of how good 
the structure may look on paper, the ‘informal’ 
organisation is crucial. Please see PwC’s  
‘10 Minutes on organisational DNA’ 
for more details.7

In our view, the remaining three dimensions 
should be approached individually for each 
activity, then examined to assess whether or not 
there are additional opportunities for consistency 
across other activities.

It should be noted that the list of potential 
alignment activities will depend on many factors 
within an organisation. In this paper, we present 
case studies (funds transfer pricing, capital 
management and P&L explain) and walk through 
some of the potential alignment activities for the 
process management dimension only.

           Process management

Agreement of business process flows between 
people, agreement on how people use systems, and 
agreement on how people do reporting and analysis. 
Process management should be defined for both 
expected processes and any processing exceptions. 
This requires agreement between the CRO, the CFO 
and operations.

For this dimension, we provide three case studies 
to illustrate the differences that are likely to 
emerge when considering various activities. 

Figure 3 summarises how the process 
management dimension may differ for an 
individual organisation for these three  
case studies.

Case study 1: Funds transfer pricing and liquidity 
transfer pricing

Funds transfer pricing (FTP) has been a mature process in most 
financial institutions and is driven mostly by the finance function. 
With liquidity and liquidity risk a primary focus of the business and 
regulators, it has become increasingly important for banks to manage 
the balance sheet with greater emphasis on ensuring sufficient 
liquidity. Pricing of liquidity within the FTP framework and producing 
the subsequent charges and credits for liquidity has evolved into the 
concept of liquidity transfer pricing (LTP). FTP, and now LTP, provides 
a clear example of the intersection between risk and finance.

7 PwC ‘10 Minutes on organisational DNA’, July 2014, www.pwc.com

3



Case study 2: Capital 
management

The integrated management 
of capital has evolved into 
a comprehensive process 
that requires significant 
involvement from several 
functional units which have 
historically organised and 
operated independently from 
each other. For example, risk 
has owned risk appetite setting, 
scenario analysis, risk measures, 
monitoring and risk-reporting 
processes. Finance has owned 
treasury, strategic planning, 
budgeting and forecasting 
processes. Processes need to be 
integrated for effective capital 
management.

Case study 3: P&L explain and VaR backtesting

Firms that use value at risk (VaR) as a risk management measure are 
facing growing pressure from internal and external stakeholders to 
provide estimates of the accuracy of their risk models. In order to ensure 
the accuracy of the risk outputs, organisations backtest risk models by 
comparing daily calculated VaR with financial books and records, and 
the P&L explain process.8

8  P&L explain is a type of report commonly used by traders that attributes or explains the daily fluctuation in the value of a portfolio  
of trades to the root causes of the changes. Value at risk (VaR) is a widely used risk measure of the risk of loss on a specific portfolio  
of financial assets. VaR backtesting refers to the process by which predictive VaR models are tested using existing historic data.

PwC In focus: Blurring the lines between risk and finance to achieve clarity  15
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Figure 3: This table provides an illustrative example of how the specific activities for process management differ for three activities 
as they integrate with risk activities: Funds transfer pricing, Capital management, and P&L explain and VaR backtesting.

Process management Case study #1: FTP and LTP Case study #2: Capital management Case study #3: P&L explain  
and VaR backtesting

Organise 
consistent 
workflow

Define links between risk appetite 
and behaviour keys for the lines of 
business. 

Make pricing of risks consistent 
across the organisation to ensure 
transparency and fairness. 

Define monitoring and measurement 
maintenance standards.

Integrate the LTP rate calculation, 
charge-outs and reporting with FTP 
processes.

Make sure that balance sheet, 
P&L, liquidity, capital and planning 
projections all use the same 
underlying data and assumptions 
including any adjustments made by 
operations, risk and/or finance.

Define a standard process for 
approval and use of assumptions 
and inputs across for business-as-
usual financial projections and capital 
planning, management and stress-test 
projections. 

Structure a uniform process for the 
delivery of accounting results with 
risk and quality measurements of 
income, balance sheet, economic and 
regulatory capital, risk and liquidity. 

Integrate processes across key 
stakeholders to help ensure that 
accurate financial projections can 
be used for regulatory and financial 
reporting.

Use the same process cut-offs and 
thresholds for daily P&L and VaR 
backtesting. 

Activities such as revenue-sharing 
(scenarios where trades are shared 
and split across desks) need to be 
posted in a standard, agreed-upon 
location. 

Ensure that finance reviews and signs 
off on VaR backtesting analysis and 
results in addition to risk. 

Define processes that supplement 
backtesting data inputs to account for 
any adjustments made by finance or 
operations as VaR backtesting is often 
computed using risk outputs derived 
from unadjusted data.

Organise close 
and reporting 
schedules

Involve stakeholders from treasury, 
risk and finance in the development 
of the performance parameters that 
define compensation and incentives. 

Perform frequent FTP/LTP results’ 
analysis and presentation of 
performance and compensation 
impacts to facilitate adoption.

Base capital management activities 
on the same underlying datasets 
(including adjustments) used by 
accounting or risk management. 

Align capital management activities 
with business-as-usual finance and 
risk reporting processes. 

Present results of capital analysis 
at the enterprise level and line-of-
business level at the same time  
as financial performance results,  
not after. 

Ensure capital planning process 
is aligned and part of the overall 
planning and budgeting process, 
rather than being stand-alone.

Insist on upfront agreement between 
risk and finance with respect to the 
financial balances such as the P&L 
explain subcomponents required 
for VaR backtesting. This upfront 
agreement enables alignment in 
closing and processing schedules. 

Perform VaR backtesting on a daily 
basis with a consistent underlying 
trade/position portfolio. This will 
facilitate the adoption of required 
approaches such as IMA.9

9  Internal model approach (IMA) for calculating VaR is more precise and drives better capital treatment than current approaches. However, adoption of IMA requires 
tighter review of current models and ongoing validation of internal models.
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Organise structures and  
people management

Define treasury, risk and finance 
counterparts for each product and 
portfolio as well as responsibility 
for managing offsets for risk 
management. 

Define where risk is managed in the 
institution and how the charges and 
credit for various risk attributes are 
accounted for. 

Counterparts should develop a formal 
Responsible, Accountable, Consulted 
and Informed (RACI) definition for the 
FTP process with stakeholders from 
each constituent.

Establish a risk and capital committee, 
jointly chaired by the CRO and CFO, 
to oversee and manage the integrated 
view of risk, finance, liquidity, capital 
and risk-adjusted performance. 

Establish an operating structure with 
primary responsibility to own and 
drive capital management activities. 

Designate the person who will be 
responsible for decisions regarding 
‘golden sources’ and assumptions to 
be used.

Define risk and finance counterparts 
for each product and portfolio. 

Ensure knowledge transfer between 
counterparts in risk and finance. 

Use an integrated team for data 
acquisition, production and initial 
analysis between risk and finance. 

Counterparts should work together to 
implement changes in front-office or 
operations’ activities.

Organise robust 
adjustment 
analysis

Manual adjustments to trade facts 
and financials should be included in 
all FTP charges with the appropriate 
attribution to enable accurate 
charges.

Perform data adjustments at the most 
granular level. Minimise the use of 
default values. 

Ensure that adjustments to financials 
stay in alignment with source 
systems.

Structure accounting and P&L 
reporting to ensure that reported 
daily adjusted P&L incorporates daily 
balance-sheet movements. 

Post all adjustments at the most 
granular level of detail, preferably the 
position level. Apply these principles 
to both indicative and financial 
information. 

When financial adjustments impact 
actual/clean P&L, reflect this 
adjustment back to hypothetical P&L 
components.

Control consistently across risk 
management and finance

The finance function should control 
compensation and approvals. 

The finance function should 
collaborate with risk to maintain 
assumptions about product 
composition and performance. 

Develop liquidity stress-testing 
linkages to ensure risk is measured in 
both a baseline and stressed view for 
incentive schema.

Consistently apply internal control 
standards for data capture and 
validation, platform and model 
change, and process change. 

Make sure that process 
documentation covers data sourcing 
and methodologies in addition to 
processes. 

Implement tight change-control 
processes for models and 
assumptions leveraging  
SOX-like controls.10 

Define and apply a consistent 
risk-appetite definition for use in 
capital, liquidity and risk-adjusted 
performance.

Identify and define key control 
points between the risk and finance 
functions. 

Enforce SOX-like controls for common 
touch points to ensure control 
consistency across functions.

Perform a self-assessment to gauge 
the impact of changes on operating 
control effectiveness when new 
products, models or infrastructure 
changes are adopted.

Control proactively vs. reactively FTP rates should be clear, transparent 
and communicated prior to changes, 
based upon defined business 
transactions.

As part of management reviews, 
cascade the risk-appetite definition 
to each business unit and manage 
accountability at the same level. 

Model scenarios as broadly as is 
practical to provide robust results 
and enable more informed decision-
making. 

Use sensitivity analysis to inform 
business strategy in addition to 
helping manage risk.

Review and approve P&L and 
risk end-of-day standardisation 
requirements upfront as part of the 
new desk/product approval process. 
Maintain this integrity going forward. 

Make sure that exception workflow 
management tools facilitate 
alignment across risk, finance and 
operations’ teams by providing the 
ability to quickly notify and analyse 
adjustments.

10  We use the term ‘SOX-like controls’ to refer to control requirements such as the Committee of Sponsoring Organisations of the Treadway Committee (COSO) 2013 or 
Basel Committee on Banking Supervision (BCBS) Principles For Effective Risk Data Aggregation And Risk Reporting (BSBC 239), among others.
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            Standards and definitions

Common, agreed-upon set of terminology and 
language for use when functions interact and 
communicate with each other. This requires 
agreement among the CRO, the CFO, the CDO and 
operations.

Standards and definitions should be agreed upon 
for specific risk and finance activities. For each 
activity, we recommend taking the following 
steps:

Define a consistent business 
information model so that there is clarity 
on terms, definition and levels of detail across 
activities.

Map existing values to the target state 
business information model so that the business 
continues to adopt and operate under the new 
standards.

Define key information sources by 
establishing ‘golden sources’ of data so that the 
organisation uses accurate, agreed-upon data.

Define standards to continually refine 
and ensure key data attributes are defined and 
governed upfront so that future data quality 
continues to improve.

Integrate definitions with the CDO’s  
activities and processes so that requirements, 
definitions and standards are adopted from 
upstream systems.

5.   Technology

Collection of computer hardware, software and 
other tools needed to run the business. Includes 
technology and data architectures. This requires 
agreement with the CRO, the CFO and the chief 
information officer (CIO).

Technology solutions should be agreed upon 
for the various activities. And while we do not 
recommend that financial institutions continue 
to invest in silo solutions to address specific 
issues, we do recommend tackling this dimension 
individually for each activity. We recommend the 
following steps:

Organise risk/finance 
infrastructures to align to products 
and instruments rather than businesses or 
geographies. This will enable more flexible 
business or entity views of portfolios, not just 
segments.

Reduce the number of systems used 
in both risk and finance to eliminate redundancy 
and drive cost savings.

Integrate platforms to reduce manual 
reconciliations between systems, increase 
automation, speed up analysis and drive cost 
savings.

Take advantage of big data solutions 
to optimise the large amount of information 
available for analysis.

4 5



Reaping the benefits of risk 
and finance alignment

Finding and implementing the right alignment 
between risk and finance can result in many 
benefits for the organisation including:

Better decision-making from risk- 
adjusted view of financials that result in  
better return on capital.

Cost savings from reduced duplication of 
data and effort, improved process handoffs and 
reduction in manual reconciliations. Also, as 
activities become increasingly standardised, they 
are more easily offshored or outsourced, leading 
to additional cost reduction opportunities.

Improved control from the elimination of, 
or reduction in, the duplication of tasks and gaps 
in the control framework.

Improved ability to meet regulatory 
requests from the ability to respond to 
regulators with higher quality reporting, using 
integrated information.

Improved ability to retain talent 
by providing higher value jobs within the 
organisation and eliminating the perception of 
wasteful processes. 

PwC In focus: Blurring the lines between risk and finance to achieve clarity  19



20 PwC In focus: Blurring the lines between risk and finance to achieve clarity 

Getting started
As shown in Figure 4, there are varying degrees of maturity when it comes to the alignment of risk and finance across the five 
dimensions. Doing a preliminary assessment using this information can help CROs and CFOs understand the current situation in 
their organisations.

Figure 4: Financial institution executives can often get started by understanding the current degree of alignment between  
risk and finance within their organisations.

Ad hoc Tactical Evolving Partially  
aligned

Fully  
aligned

Data management •  Duplicate application-
specific data. 

•  Data is largely 
managed at the source 
systems, if at all.

•  Significant data 
manipulation and 
duplication.

•  Common data 
structure exists. 

•  ‘Golden sources’ 
integrated into data-
management activities.

•  ‘Single version of 
truth’. 

•  Improved insights and 
decision-making in 
silos across company.

•  Ease in analysing data.
•  Data maintained in 

consistent structure 
and language.

Organisation and 
governance

•  Risk and finance 
operate in individual 
silos; only perform 
required combined 
activities.

•  Informal network of 
managers with agreed-
upon boundaries.

•  Role definitions are 
formally defined and 
published.

•  Clear definition of 
vision only partially 
implemented. 

•  Efficient hand-offs 
between risk and 
finance.

•  CRO and CFO seen 
as guiding forces with 
integrated support 
teams. 

•  Continuous updating 
of RACIs as the 
organisation and 
business evolves.

Process 
management

•  Stand-alone activities 
with no business 
integration.

•  Some discipline 
around subset of 
activities.

•  Discipline integrated 
into a small subset of 
activities.

•  Value and benefits of 
process alignment 
understood and 
supported.

•  Discipline partially 
integrated in key 
business activities. 

•  Structured process 
exists for timely 
remediation of errors 
and defects.

•  Discipline is integrated 
into all key business 
activities. 

•  Business processes 
have been re-
engineered to  
reduce waste.

Standards and 
definitions

•  Data quality standards 
and definitions are not 
agreed upon across 
risk and finance.

•  Standards are defined 
and managed in silos 
throughout functional 
areas.

•  Standards board is 
established to begin 
defining risk/finance-
wide standards.

•  Standards for key 
architecture domains 
are emerging. 

•  Standards are 
published and used.

•  Standards board 
creates and refines 
standards. 

•  Exceptions and 
deferrals are granted 
when necessary.

•  Standards are 
measured and 
reported on for quality, 
conformance and 
adoption.

•  Adherence to 
standards and 
definitions is enforced. 

•  Exceptions and 
deferrals are actively 
managed.

•  Continuous 
improvement efforts 
are in place.

Technology •  No integrated 
architecture 
vision or roadmap 
documentation exists.

•  Ad hoc reference 
architectures are 
created for some 
specific areas. 

•  No standardisation 
exists for reference 
architectures across 
functions.

•  Reference 
architectures 
have been drafted 
to promote 
standardisation across 
functions. 

•  Compliance with 
architecture vision  
is ad hoc.

•  Both business and 
technical architectures 
are regularly 
reviewed for potential 
improvements.

•  Adoption of reference 
architecture 
components.

•  All projects attempt to 
use or refine existing 
business and technical 
architectures.

•  Centralised, 
searchable repository 
exists.

•  Continuous 
improvement efforts 
are in place.



What this means for  
your business
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Despite the compelling business case for risk and 
finance alignment, many financial institutions 
have struggled to execute well in this area. Why 
do they fail to embrace a concept that could help 
the organisation in so many ways?

In our experience, there are several obstacles that 
prevent financial institutions from finding and 
implementing the right alignment between risk 
and finance. As discussed, many CROs and CFOs 
have found it difficult to tackle this issue because 
of ‘fuzzy vision’. They have perhaps analysed 
and improved specific activities that risk and 
finance have in common, but many have likely 
not stepped back and looked at the bigger picture. 
Stepping back will allow them to focus more 
clearly on the potential for alignment across the 
array of activities that are currently performed 
by both functions. Our recommendations help 
financial institutions address some dimensions 
centrally and others individually, allowing for 
nuances required by specific activities.

The second obstacle we observe is that the 
risk and finance functions have developed 
fundamentally different cultures. To drive 
change, it is important that the CRO and the 
CFO set the tone at the top by meeting regularly 
to create a collaborative culture. We also 
recommend that they ‘walk the talk’ when it 
comes to desired behaviours.

By applying a disciplined approach, such as 
the recommendations we have outlined, CROs 
and CFOs can determine what the integration 
of risk and finance should look like for their 
organisation. The approach also addresses the 
coordination necessary with other functions, 
such as IT and operations. Financial institutions 
can then implement the integration in a way that 
advances long-term strategic business goals and 
promotes compliance with mandated near-term 
regulatory initiatives.
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PwC’s people come together with one purpose: to build trust in society and solve 
important problems. 

PwC serves multinational financial institutions across banking and capital markets, insurance, asset 
management, hedge funds, private equity, payments and financial technology. As a result, PwC has 
the extensive experience needed to advise on the portfolio of business issues that affect the industry, 
and we apply that knowledge to our clients’ individual circumstances. We help address business issues 
from client impact to product design, and from go-to-market strategy to human capital, across all 
dimensions of the organisation. 

PwC helps organisations and individuals create the value they’re looking for.

We’re a network of firms in 157 countries with more than 195,000 people who are committed to 
delivering quality in assurance, tax and advisory services. 

Find out more and tell us what matters to you by visiting us at www.pwc.com.

Gain customised access to our insights by downloading our thought leadership app:

PwC’s 365™ Advancing business thinking every day.

About us



For a deeper conversation, please contact:

Acknowledgments

Contacts

Dominic Nixon 
Global Head of FS Risk, PwC Singapore  
+65 6236 3188  
dominic.nixon@sg.pwc.com

Kurtis Babczenko 
Principal, PwC US  
+1 (312) 298-3559 
kurtis.babczenko@us.pwc.com

Alok Ajmera 
Managing Director, PwC US 
+1 (203) 539-3796 
alok.ajmera@us.pwc.com

Michael Alix 
FS Risk Leader, PwC US  
+1 (646) 471-3724 
michael.alix@us.pwc.com

Symon K Dawson 
Principal, PwC UK 
+44(0) 20 7804 1225 
symon.k.dawson@uk.pwc.com

Simon Gealy 
Principal, PwC US  
+1 (678) 419-1699 
simon.d.gealy@us.pwc.com

Chris Matten 
FS Risk Leader, Asia Pacific, PwC Singapore 
+65 6236 3878 
chris.matten@sg.pwc.com

George Stylianides 
FS Risk Leader in EMEA and India, PwC UK 
+44(0) 20 7804 3364 
george.e.stylianides@uk.pwc.com

We would like to acknowledge the contributions of the following to this publication:

Margaret Brooke, Kevin Clarke, Joyce Clinton, Daniel Delean, Marcus Komm, Vijay Koppisetti, Yeon 
Lee, Michael Malone, Cathryn Marsh, Pranjal Shukla, Baemen Vertovez, David Yakowitz. 



www.pwc.com/financialservices 
This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. No representation or warranty (express or implied) is given as 
to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PwC does not accept or assume any liability, responsibility or duty of care for any 
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it. 

© 2014 PwC. All rights reserved. Definition: PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity.  
Please see www.pwc.com/structure for further details. 


