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Your speaker

Professor Moorad Choudhry is an independent non-executive director at
Recognise Bank Limited in London, a non-executive director at the
Loughborough Building Society and a non-executive director at Wandle
Housing Association. He is Honorary Professor at University of Kent
Business School.

Previously he was CEO at Habib Bank Zurich (London), Treasurer,
Corporate Banking Division at The Royal Bank of Scotland, Head of
Treasury at Europe Arab Bank, Global Head of Treasury at KBC Financial
Products and a vice-president in structured finance at JPMorgan Chase
Bank. He began his career at the London Stock Exchange in 1989.

Moorad is a Fellow of the Chartered Institute for Securities & Investment, a
Fellow of the London Institute of Banking and Finance, a Fellow of the Global
Association of Risk Professionals, a Fellow of the Institute of Directors and a
Freeman of The Worshipful Company of International Bankers. He is author
of The Principles of Banking (John Wiley & Sons 2012, 2022).

Moorad was born in Bangladesh and lives in Surrey, England. He was
educated at Claremont Fan Court school, the University of Westminster and
the University of Reading. He obtained his MBA from Henley Business
School and his PhD from Birkbeck, University of London.
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Agenda
O

+ Governance structures and “enterprise risk managementp

+ Embedding risk management processes into the firm’s daily practice
through an effective risk culture

+ Credit Suisse: a case study in the wrong culture
/ How to embed the right risk culture

Bangladesh Institute of Bank Management
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“Risk culture”

+ The agenda started with governance and ERM
/ But before we've even started, an interlude....

Bangladesh Institute of Bank Management
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The Principles of Bankmg, 2nd Edition (Wiley 2023)

Extract from the “Afterword” (pages 771-773)

secono EoiTion

THE PRINCIPLES
OF BANKING

(/\_A\q(;wp\/]‘)

From the First Edition:

“The risk management principles we have discussed in this book are identical
whichever way one looks at them: be it from a shareholder-value perspective,
hedging or fair-value perspective, regulatory requirement perspective or societal
well-being perspective. It is important for bank management to incorporate them into
their strategy and practice, even if they think that other banks are ignoring them.”

And from the Second Edition:

“These words remain relevant in 2022, and | daresay will be in 2032 or 2122. But
what | have learned since the first edition was published is this: it is easy, very easy,
to write these things in a Word or PowerPoint file. It is even easier to say them, and
easier still to stand up and present them to an audience, because no-one will
disagree with you. The challenge lies in actually doing them. Making them happen.
Making them reality. That is the problem that bank managers face — how to make
real, in practice and in their day-to- day business, what is written down in policy
statements and governance frameworks.”

This is “Risk Culture”: actually doing what you say to your stakeholders you will
be doing...

So what are the “things” that we say we’re doing?

© 2023 BTRM / Choudhry
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+ Protecht Group uses the following diagram to
illustrate the ERM framework

Governance

/ It describes the constituent parts as:
/ The Roof — Governance. This covers the

Lines” model, and Risk Appetite BT Sy

N\

The Foundations - People and Culture

N\

management processes, including but not

mechanisms and structures that provide overall Risk
governance of ERM, including Roles, Continuous Management [l Reporting and
Responsibilities of Committees, the “Three Improvement Processes Response

The Rooms. Risk Management Processes
and Systems This covers the core risk People and Culture

limited to, Risk Assessment, Risk Metrics,
Incident Management and Compliance.

+ The Right Hand Wall — Reporting and
Response. This includes Escalations and
workflows

+ The Left Hand Wall — Continuous
Improvement. This covers Issues and Actions
Management, “Root Cause Analysis” and Risk
Treatment

© ProtechtGroup.com 2022
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ERM in banks

/ In most jurisdictions, banks are required to develop and implement an
“Enterprise Wide Risk Management” (ERM) framework that is approved
by the Board of Directors

+ Author’s definition: In essence, for a bank this means having a risk
management framework (RMF) that enables the definition,
measurement, monitoring, mitigation and management to calibrated
risk appetites of all the risk exposures that it faces in the ordinary
course of business, as well as exposures that might impact it during
any unforeseen stress event.

+ The RMF ideally should

+ Establish risk tolerance and risk limits for all risk types, ensuring they are
embedded in the business strategy and day-to-day operating processes;

+ Define the organisational structures and tools that will be applied to identify,
analyse, evaluate, manage and monitor all risk types;

+ Enable provision of risk data aggregation and reporting to specific
responsible persons

Banaladesh Insti of Bank M
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What does a good ERM framework look like?

Governance and Organisation

(Committees)

Strategy and Business Plan

(Stakeholder Objectives, Strategic Objectives, Risk Capacity, Culture and Values

High Level Risk Ta: my and Risk Appetite

[{ itative and Qualitative)

Risk Appetite Statement

(Policies, Protocls and Limits (KRIs, KPIs and EWIs))

Procedures and Processes

\

Risk and Control
Registers
(Granular Risk
Taxonomy)

Risk Indicators (Lower
level metrics, Analysis
and Risk Drivers)

Regulatory Compliance

Risk Event Reporting
and Internal Loss
Management

Risk and Compliance
Reviews (Action
Tracking)

(Oversight, Horizon
Scanning and Relationship
Management

Assurance: Reporting and Stress Testing

+ This incorporates:

+  Committee structure and authority

+ Board and Board Risk + ALCO
Committees

/# Mandate + delegated authorities

N\

7 Holistic approach
/  Risk Management philosophy and
/  key principles

/#  Link to strategic planning capital +
funding frameworks

+  Risk Culture, Values and Behaviours
/  “Tone from the top”

+  Transparency, reporting and
disclosure

/ A Risk Appetite Statement
+# Al Key Risks identified and defined
/ Quantitative Risk Bearing capacity

Credit Quality

Assurance
+#  Risk Appetite and firm Limits
/  Risk Framework + Key Risk Policies

© 2023 BTRM / Choudhry
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Board structure

The Principles of Banking, 15t edition, Figure 18.1

+ Board structure is not universal, there is more than one model

Unitary board Two-tier board Mixed system
The board N
Supervisory board Executive board Non-executive Executive board

board

Non-executive chair CEO Non-executive chair CEO

Chairman and
Non-executive directors | Executive Non-executive Executive directors CEO
directors directors N i Execuiive directors

directors

© 2023 BTRM / Choudhry
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The recommended Board, BRC, Exco and ALCO operating model

+ The recommended Board, BRC, Exco and ALCO operating model:
reflects paramount importance of the ALCO in the overall ERM and
prudential regulation compliance process

Executive Committee

(ExCo)

Assetand LiabilityCommittee

Executive Credit
Commitee

Executive Risk Committee

“The Principles of Banking, 2" edition (2023), Figure 9.7

Bangladesh Institute of Bank Management
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Risk management framework

+ The RMF is observed and implemented via the following principles:

+ Governance is maintained through the effective delegation of authority from
the Board down through the committee and management hierarchy to
specific named individuals;

+ Risk management supports the safe delivery of the bank’s strategic plan
and objectives;

/ Risk management is based on the Three / Four Lines of Defence model, in
which the business management owns and reports on the risks assumed
throughout the bank and is responsible for ensuring that these are managed
and controlled on a day-to-day basis;

/ The Board and business management are engaged in and promote a
culture in which risks are identified, assessed and reported in an open,
transparent and objective manner;

+ 2LoD (the Risk function) is independent of the businesses and provides
both oversight and challenge; it also provides support and advice on the
management of risk across the business;

Bangladesh Institute of Bank Management
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Risk strategy

# Sound risk management is at the heart of the bank’s strategic
objectives, both as an end in itself and to facilitate the achievement of
the bank’s business strategic objectives. The ultimate aim is to protect
the bank’s long-term viability, which must include producing
sustainable medium- to long-term revenue streams.

/ The bank’s strategy is to concentrate on customer lending and deposit-
taking activities only in those areas where it has genuine subject matter
expertise, both in the 1st and 2nd Line of Defence (LoD). It will also
originate only those financial products in which it has the necessary
operational capacity, systems and infrastructure to manage effectively
and monitor the products throughout their life cycle.

+ The Board’s risk strategy is reflected in its Risk Appetite Statement
(RAS) document. This is supported by a set of appropriate key risk
indicators (KRIs) and early warning indicators (EWIs). Together, these
describe the amount of each risk type that the bank is willing to take in
pursuit of its strategic objectives.

Bangladesh Insti of Bank M:
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Risk strategy...

« Risk strategy includes that the bank has an established RMF in place
which ensures that it :

« operates with integrity within the marketplace.
/ operates within Board approved risk appetite; and

+ complies with regulatory requirements and meets the expectations of the
[national supervision authority] PRA and FCA

/ has in place a Board and executive that understands the risk exposures that
the bank faces and has the requisite technical expertise to manages these
exposures during times of market stress

 While at any time the RMF should be fit for purpose today, the risk
management of any entity will change over a period in line with the
evolution of its risks.

« This highlights the importance of establishing a risk management
strategy, which will be subject to regular review, to ensure that the
bank maintains an appropriate approach to risk management at all
times

Banaladesh Insti of Bank M
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Risk strategy...an ongoing process

/ Risk strategy setting and finalisation should be undertaken principally
by 1st LoD risk owners, with input and oversight provided by the 2™
LoD function, to provide:

+ a bank-wide view of the current risk landscape;
/ where the bank thinks it needs to be in 12-18-24 months;
+ and the actions that it perceives will need to be taken in 12-18 months.
/ The key outcome of the risk management strategy process is a
series of actions which the businesses have agreed will be
required to ensure that the management of risk remains fit for
purpose.

« An example to illustrate what this output might look like is shown in the
table overleaf.....

/ ...these actions would be reported through Exec RiskCo to Board
RiskCo on a quarterly basis to maintain full visibility of progress

@ Bangladesh Institute of Bank Management
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Risk strategy...Example of output of risk strategy process

Risk Area | Action Proposed Responsible By Committee
Operational | Develop corrective and detective controls C&PD Sep 22 ERC
- T

Third Party Train new technology analyst resources in 3™ party cTO Sep-22 Exec
management

@ R EH?WC BCP training also includes operational CTO Sep-22 ERC
resilience trainin;

Third Party | Implement 3™ Party training — company wide CTO Oct-22 Exec

Op Res Develop the operational resilience database and CcTO Oct22 Exec
dashboard

Liquidity Develop limits for maturing deposits CFO Dec-22 ALCO
Undertake annual gap analysis of IRB data

Credit requirements to support any future consideration of | CCO Annually ERC

IRB implementation
Implement a net interest income risk KRI as
articulated in the ICAAP development section

IRRBB

Treasurer Dec-22 ALCO

Cyber Commission a 2LoD review of the cyber risk and CRO Sep-22 ERC
control framework
Op Res Rev1e\fv assessrp.ent of resource to support CTO Sep-22 ERC
operational resilience
Liquidity Back test deposit maturity retention assumptions CFO Dec-22 ALCO
©2023 BT IRRBB Back-testing IRRE3 forecasts against actuals CFO Dec-22 .méIL(.EuO.\ 2024 16
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Risk strategy...Example of output of risk strategy
process: Building in adaptability and resilience

/ Risk culture and governance

+ At Board level risk management and control is given adequate time....Board
and its members take their regulatory and fiduciary responsibilities seriously

+ Ensure at Board level there is an appetite to ensure that the risk framework
“front runs” the business growth and agenda

/ At Executive level the picture should be similar, with the “C-suite” reflecting
the same approach

+ Subject the risk culture to significant internal and external scrutiny, formally
via Internal Audit and by external independent review

Bangladesh Institute of Bank Management
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Updating the rlsk register

+# The most effective risk register is one that identifies risk types before
the bank is actually exposed to them

« This implies the powers of a clairvoyant...

/ ...but compared to what our register might have included 10 years ago,
today we would expect to add a few more...

Bangladesh Institute of Bank Management
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-_—
- | [Risk Area
—_—

4 EXAMPLE: Extract of updated risk
register showing latest additional
risk types and selection of mitigating
actions....

/ Clear individual ownership and
appropriate governance committee
noted

« This needs to be an at-least semi-
nual review pro
+# And today...

“SOCIAL MEDIA RISK”....

+ Risk of negative and/orf e news
on social media going
triggering an ins

/ ...with funds accessed via
smartphones instantly

© 2023 BTRM / Choudhry

Action Proposed

Define regulatory reporting as a
discreet risk appetite, including a
risk appetite statement limits and

Train new technology analyst
resource in 3" party
management

CRO BRC

CTO Exec

(Operational
Resilience

Operational

Ensure BCP training also
includes operational resilience
trainin

Develop the operational

and
dashboard

CTO Exec

Data

Information Security Manager to
become Deputy Data Protection
Officer (DDPO)

DPO Exec

Conduct

Review and update Conduct
Risk Dashboard and reporting
once Mi starts following from
Deposits and Lending

CRO ERC

Financial Crime

Implementation of TruNarrative
AML system

Undertake an internal review to
ensure that all personal data is
stored securely on the network
with no data held on local
devices

Commission a 2LoD review of
the cyber risk and control

CTO

+ The board-level RAS

© 2023 BTRM / Choudhry

/ Articulating and communicating the bank’s risk appetite

 The RAS needs to be articulated in a manner that employees will understand and
can use to measure risk against. This can be achieved via the following methods:

Bangladesh Institute of Bank Management
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Embeddmg RAS throughout the bank

+# The Risk Appetite Policy Statement, part of the RMF and the ERM framework

/A series of “Mini” RAS for use in Group or multi-entity banking groups, for use at
subsidiary/divisional level. These are They are tailored statements for each
subsidiary/division based on standardised group RAS.

+ Code of Conduct. The code of conduct should clearly articulate boundaries for staff
behaviour, linked to risk appetite.

+ Key Risk Indicators (KRls). The specific metrics (one or more for each risk type in the
risk register) and managed to calibrated quantitative limits

/ Risk Matrices. The traditional risk matrix, where risk is measured using a qualitative
assessment of likelihood and consequence, is often used as a basis of setting risk
boundaries and evaluating Risk Appetite:

/ Policies, Standards and Guidelines. Internal policies, standards and guidelines are a
common way to communicate risk appetite in a meaningful way so that staff understand
the boundaries within which they need to operate.

BIBM Dhaka Mar 2024
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COmmumcatmg the overall risk position

« As part of embedding and operationalising the RAS, there are a

number of high level summary risk dashboards that can and are used in

banks

+ There is more than one solution...

e

+ Succinct

+ Accessible

/ Give the complete picture in one or two slides

+ Be forward looking

 \We show the author’s own high-level risk dashboard for senior
executive distribution >>>

ideally, the reporting mechanism will be

/ “The balance sheet is everything!” (RBS Group Treasurer to the author,

2010)

© 2023 BTRM / Choudhry
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@ Board / ALCO 1-pager

ChoudWest
BANK

www.mc.financial

21st August 2023

Key observations

We remain long on survival days due to

continued savings in flows and a static loan
pipeline
IRRBB EVE Delta and NIl Delta are “green” (see
page 2)

- Since 2014

£125m

£l0m

Surplus Cash

18-Aug-2023 Treasury Dashboard, Ratios & Cash

Lending book =£202m
Cred it approved

o>, Cash Position
1111 £140m

Bank of England
£125m

BoOE rate = 5.25%

-%

&8 s x°°¢* =
e e

OLAR (str survival days)

Capital Tier 1 40% @
LCR (Liquidity coverage ratio) 358°/o 0
NSFR (Net stable funding ratio) 3190/0 9
183 @
LDR (loan-to-deposit ratio) 720/0 °
Weigh Avers; R:
Lending inc. Asset Financ 7.66%
Savings 3.94%
Net Wght Avr Rate 3.72%
romotal Savings . £12.2m  4.4% @

Ops min. Ops trigger Board min.

<16% <18%

>125% >110% <110%

>110% >110% <100%

>110  >90 <90

days days days
>115%,

<115% <120% >120%
>15%,

<15%

<20%

>20%

Savings =£280m

ipeline =£54m

WIP HoT's accepted, 75% =£16m

60%, £121 m

32%, £65 m

8%, £16 m

Asset
Finance

Fixed rate  Variable

on-Notice Outflow=£12m

48%, 5%,
£135m £144m 6%, a5

£130m I
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Risk culture

 “Risk culture” has been defined in a number of ways and there are indeed
a number of ways of looking at it
« Speaking personally, the author would simply define it as always...
+ “Doing the right thing”
/ “Do good work”
# ...and leave it at that. However there is much formal literature written on
this topic so we need to cover it in more than one sentence!
« To us, risk culture is part of the firm’s culture, so let’s define that first

# A firm’s “culture” is the beliefs and attitudes about something that people in a
particular group or organisation share, and/or

+ a system of shared values (that define what is important) and norms that define
appropriate attitudes and behaviours for organisational members (how to feel
and behave)

+ There are some common beliefs and traits that run thru these...

Bangladesh Institute of Bank Management
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Risk culture...

+ What culture is

« Culture is made up of beliefs, values, expectations, practices and
assumptions. It drives, and is driven by, the way the firm’s employees think.

+ What culture is driven by:
« Culture is driven and influenced by many factors including, but not limited to:
/4 Behaviours of our leaders “tone from the top”,
+ Existing accepted practices within the organisation
+ Culture of our people brought in from outside of the organisation,
+ Practiced and lived Vision, Mission and Ethos of the organisation
~ What culture leads to: Culture affects the way people and groups make
decisions and interact with each other, with clients, and with all
stakeholders
+ The author will stick to one conduct mantra that sums up “culture”:
+ *“Ethics is doing the right thing when no-one is looking”

Bangladesh Institute of Bank Management
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Risk Culture. a (very obscure') Case Study

RUN

/ PRA fines MS Amlin Underwriting Limited £9,695,000 for failings in its governance,
controls and risk management

/ https://www.bankofengland.co.uk/news/2022/october/pra-fines-ms-amlin-underwriting-limited
/18" October 2022

/ In the Executive Summary the PRA say that MSAUL failed in its risk management
because

/ i) there wasn't a strong risk culture;
+# i) the 1st and 2nd lines of defence were “blurred”;
« i) they failed to remediate deficiencies identified.

+# The PRA goes on to say the firm failed to organise and control their affairs responsibly
and effectively because i) underwriting governance was fragmented; ii) underwriting was
presented at such a high level the Board could not effectively challenge it; iii) Ml was
inadequate.

/ Lessons for us all speak to having the right “Risk Culture” in the bank
+ 1- Policies only protect you if follow the policies.
+ 2-having 3LoD only works if you act on 2LoD and 3LoD findings

Bangladesh Institute of Bank Management
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Risk Culture:
“Lessons Learned” in 2023

Case Studies in (Risk) Culture and Competence

gafue Bank
Collapse

/% “Do you remember the case, Gregson?”

4 “No, sir.”

/ "Read it up - you really should. There is
nothing new under the sun. It has all been
done before.”

--- Sherlock Holmes, A Study in Scarlet,
1887 (Sir Arthur Conan Doyle)

Banaladesh Insti of Bank M
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The original sin

+ Every bank in the USA (not to mention in UK and EU) had to deal with
and manage the rise in interest rates during 2022 and 2023

+ The large majority of them didn’t go bust!

+ The impact of rising rates exposed a flawed funding model at Silicon
Valley Bank (as it did at Signature Bank and was shortly to at First
Republic Bank)...

Bangladesh Institute of Bank Management
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Concentrated funding structure

Top 50 banks by share of deposits that are not federally insured

% SVB deposit CUStomerS were Excludes banking giants considered systemically igperta
. . Greater share of deposits uninsured
concentrated excessively in 255 -
what the UK FSA used to call Sitcon Valley
« " . billion total deposits.
Type A” deposits and Signatire))
90% of $89 billion

depositors

+ Large corporates, often non-
bank FI entities

Bar heights are proportional
10 each bank's total

Y ngh proportion of 68% of $176 billion Gomestic deposits
“uninsured” deposits

First Republic

+ These are not to be
considered as “stable” funding

t)
/ But let’s take a step back...
Sources: Federal Financial Institutions Examination Council; Financial Stability Board « Notes: Data is as of
Dec. 31, 2022. Includes domestic deposits only. Excludes global systemically important banks, which are
subject to more stringent regulations, including tougher capital requirements. « By Ella Koeze

Source: ICAEW 2023

Bangladesh Institute of Bank Management
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Liquidity risk management

Y
4

In the UK we have the concept of “Pillar 2 liquidity”, guidance from the PRA from 2016
Amongst other things, it addresses:
+ Those risk types addressed by the FSA ILAA regime not covered by Liquidity Coverage Ratio (LCR)
+ Those risk types not covered by LCR and not previously covered by ILAA
These include:
+ Funding maturity mismatch beyond a 30-day tenor (up to 90 days minimum)
+# Concentration of funding
There is no “Pillar 2” or equivalence for non-systemic banks in the USA
SVB had a high concentration of funding:
+ Concentration by depositor type (one commentator described them as “Crypto and VC @-----")
+ Concentration by contractual maturity
+ Concentration by product type
The bank was not obliged to report NSFR and LCR

In any case, we note that SVB’s LCR at the time it attempted a Rights Issue was ~71%...below the 100%
Basel Il minimum

Once the bank run started, the bank was doomed

But the funding structure itself was always more vulnerable to a bank run following loss of
confidence than a bank that followed “Pillar 2” discipline

This caused failure...the loss o@nfédeqa%eesmﬁilﬁaegﬁggk%bank run was not mitigated in any way

ang| S anagemen

© 2023 BTRM / Choudhry T BAPBOCE T I TFICTS T BIBM Dhaka Mar 2024 31

SVB Governance structure

+ SVB'’s asset-liability committee (ALCO) reported into the “Finance
Committee”

+ The Finance Committee reported into the Board, or, depending on
media source, the Board Risk Sub-Committee

+ As we have observed with bank failures in 2007-09, and again in 2023,
this (orthodox and very common) operating model places genuine
understanding of the balance sheet — and its risk sensitivity to changes
in market factors — too far away from the Board

Bangladesh Institute of Bank Management
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ALCO and distance from the Board

M Inbox - mooradchoudhry@gmal X | @B Pretenders - Backon the Ch- 41 X [ Post | Feed | Linkedin x  + v o =
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Moorad Choudhry + You aes Ad e
Independent Non-Executive Director at Recognise Bank Limited Get the latest jobs and industry news

we®

The ongoing discussions about Silicon Valley Bank have, for me, confirmed yet again

the importance of the asset-liability committee (ALCO) as the steward, and guardian, @
Moorad Choudhry of a bank's balance sheet, particularly if a firm wishes to be adaptable and resilient

Independent Non-Executive Director when market factors change. But to be genuinely effective the ALCO needs to be _
at Recognise Bank Limited near enough to the Board to ensure that balance sheet risk management is Moorad, explore relevant opportunities
View full profil understood and addressed at Board level. I've modified my views since first with Multiverse
tew full profile publishing about the ALCO governance framework in 2001..in PoB1e in 2012 | was
suggesting that ALCO needs to report to the Board direct. This article, from the

Autumn 2020 issue of “Journal of Risk Management in Financial Institutions, Vol13
No. 4", summarises things succinctly (I hope). | note that SVB's ALCO reported to its

“Finance Committee", which (depending on one's source) reported either to its About  Accessibiity  Help Center
Board Risk Sub-Committee or its Board. IMHO, this is not close enough to the Board Privacy & Terms ~  Ad Choices
to ensure long-term balance sheet robustness, particularly in advance of a stress T

event. This topic is covered in Chapter 9 of "The Principles of Banking, 2nd Edition".

Thisto Get the Linkedin app  More
#banking #riskmanagement #governance
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effective risk management

The Asset-Liability Committee (ALCO):
Ensuring effective balance sheet risk
management during a market-wide
stress event

Moorad Choudhry

Mg
@ o

* Bookmarks [P LBSBoard @ Wandle BoardPacks % CintraiQ-SelfServ.. F Elsevier Royalty Link ) Nubank-Signin ¢ E‘TRADE I]i Board Intelligence @ Forever Us [l Fidelity Login BB John Lewis Credit ... » Other bookmarks

o X

o@ :

¢ ~

10°C
<3 Mostly cloudy

@

Q Search E Q Ao n

Article (2017) from European FinanciglRQeview; . .

of Bank ivi

© 2023 BTRM / Choudhry A BNFEBTE I 1P TITTSTAB BIBM Dhaka Mar 2024 33

2133
2310472023 @

The Certficate
of Bank Treasury
Risk Management

Credit Suisse

Slipping from one banana skin to another....and
another....
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Credit Suisse risk culture

« The news stories around this particular “G-SIFI” bank had not been
particularly positive for some years now

/ It reminds me of this quote from The Importance of Being Earnest, a
novella published in 1895...

“To lose one parent,
Mr. Worthing, may
be regarded as a
misfortune; to lose
both looks like
carelessness.”

Oscar Wilde (The Importance of Being Earnest)

Banaladesh Insti of Bank M "
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Credit Suisse to pay €238 million fine in
France to settle fraud probe

Top Stories

Credit Suisse bank found guilty over
money-laundering charges

anvassing o clients i France and aggravated taxfraud.

ey laundering and tax raud charges, o
bya

REUTERS

Credit Suisse fined $2.5 billion after pleading
guilty to U.S. tax charge

(Reuters)
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CS: years of Mls-steps and Scandal |

2019 — Corporate espionage: The bank hired private detectives to track two outgoing executives, including one who left to join rival
bank UBS, triggering a regulatory investigation and the departure of then CEO Tidjane Thiam in 2020. Regulators also accused the
bank of lying about the scale of the espionage.

2020 — Bulgarian money laundering: Swiss courts found Credit Suisse guilty of failing to run proper checks on clients and investigate
the source of funds linked to a Bulgarian drug ring that laundered at least $146m between 2004 and 2008. The court found that the
bank missed clear red flags such as the funds being stuffed in suitcases and two assassinations linked to a client.

2021 — Archegos Capital: The bank faced a $5.5bn loss due to its exposure to the US hedge fund Archegos Capital Management
which collapsed in early 2021. A report published soon after blamed the losses on poor risk management practices and a “lack of
accountability”.

2021 — Greensill Capital:Credit Suisse was forced to suspend $10bn of investor funds after the collapse of supply-chain
financing Capital whose loans were packaged and sold to Credit Suisse clients. Senior executives overruled risk managers
to approve a $160m loan to Greensill which the finance company said there was “no conceivable way” to pay when it collapsed.

2021 — Tuna bonds scandal: The bank faced a $4750m fine for its role in the “tuna bonds” loan bribery scandal. In the scandal funds
raised through debt issuance were spent on purchasing military equipment instead of being used to invest in a tuna-fishing fleet in
Mozambique. The loans were not revealed to creditors and the IMF, triggering a crisis in Mozambique. Credit Suisse is set to face a
13-week trial in September 2023.

January 2022 — Chair resigns: Antonio Horta-Osdrio resigned as Credit Suisse chair in January after breaking Covid quarantine rules
in both Switzerland and the UK. Horta-Osério, who was brought in to reform the company’s culture, attended Wimbledon and the
final of the men’s European championship on the same day. It was reported he also used the company’s private jet excessively.

AN\ Banaladesh Insti of Bank M
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Credit Suisse and risk culture

/ Banking is, first and foremost, confidence

+ A loss of confidence will lead, very quickly, in a loss of viability which leads
inevitably to failure and resolution

/ Itis clear that the Board and senior executive at Credit Suisse were unable — or
possibly unwilling — to address the kind of risk management environment that
enabled the bank to lurch from one bad news story to another

/ Yet | can attest personally (one or two of my friends work there!) to the fact that,
optically, and on the surface, the bank’s “risk management framework” was
as comprehensive and all-encompassing as any one would observe
anywhere, at any bank.

# All G-SIFI banks have very comprehensive RMF structures, policies and
processes in place. All are under heavy regulator scrutiny. (Again | can attest
personally from my four years at RBS Group Treasury...)

/ In theory the RMF at CS was fit for purpose
/ In practice it wasn't....

Bangladesh Insti of Bank M
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| agree.

% e v = The answer is not
1_CREDIT SUISSE Risk Net article April 2023.pdf - Adobe Acrobat Standard DC .
File Edit View Window Help further regulation....

Home Tools Document [ @B [3=4] Q @@ 1/ e ﬂ ;}l’;:sisbse(t)t:lre:’hsiﬁgc‘#ltgtre

26/04/2023, 10:36 Why tougher liquidity rules may not reduce the risk of bank runs - Risk.net .
itself can address

Why tougher liquidity rules QO
may not reduce the risk of °
bank runs

EU regulator and industry experts say LCR reform is the wrong respons

to Credit Suisse and SVB

5
\

CREdIT SU\,SS&“

Costas Mourselas
¥ @CostasMourselas
G
K. 25 Apr 2023
L O Type here to search =] | g o o ¢ w
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ultimately, only the bank
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1_CREDIT SUISSE Risk Net article April 2023.pdf - Adobe Acrobat Standard DC
File Edit View Window Help
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“The first place for regulators to look is with respect to capital and
whether it adequately reflects the risks that the bank is taking,” says
Carolyn Wilkins, external member of the BoE’s Financial Policy
Committee and former senior deputy governor of the Bank of Canada.

“As the Bank of England has highlighted, there is also a question to be
discussed on the international stage on the calibration of the liquidity
coverage ratio.”

Many sources point out that, like all its standards, the Basel Committee
describes the LCR as “a minimum supervisory requirement for banks”,
and that it is up to local regulators to tailor further liquidity stress tests
for the unique features of their banks.

A veteran liquidity risk consultant and former bank treasurer says bank
executives and depositors should not assume that meeting regulatory
ratios is sufficient.

“Bank owners and managers have a different perspective from

regulators,” says the consultant. “The latter require sufficient liquidity to

£ Type here to search
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Conclusion

+ The components of an RMF in a bank are straightforward and generally
not complex to implement

 What the events of 2023 have demonstrated is that simply having an
RMF in place, while necessary, is not sufficient to prevent bank failure

+ For an RMF to be effective, and to prevent failure for firm-specific
reasons, its operation must be undertaken within an environment that
promotes and fosters effective risk culture

+# This is much harder to write about than the theory...

@ Bangladesh Institute of Bank Management
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Recommendations for effective risk culture

+ They were at the beginning! But here are some more:
+# 1- only individuals who have demonstrated an observable, peer-confirmed track record of
commitment to implementing a sound risk culture in banks should be elevated to positions of
seniority in banks
/ 2- Act on and make real the bank's formal risk management policies
+  Simplicity, succinctness and clear language at all times, in policy documents and process maps

+  Senior executives must lead from the front in building a team culture that emphasises a shared goal.
Remuneration policy is part of this

+ Clear, accurate and succinct Ml that is actually read by all senior execs
+ Genuine technical knowledge and expertise exhibited by the C-suite and the Board Directors
+ Governance framework (committee structure) that is effective and reviewed as such regularly
/ 3- Embed risk management processes into the firm’s daily practice through an effective risk culture
+  Policies only work if youi follow them
+# 2LoD and 3LoD are only effective if their recommendations are acted on
/4 Embedding the role and influence of 2nd Line of Defence and 3rd Line of Defence within the
business

/  Act on their recommendations!
+ 3LoD should be internal to the firm and not outsourced, so they are aware of the actual risk culture of the bank

+  Complete this picture: [firm-specific]

Bangladesh Institute of Bank Management

© 2023 BTRM / Choudhry T BAPBDCE T I TIICTS T BIBM Dhaka Mar 2024 42

© www.btrm.org Page 22



Who should
undertake and
report on this

assessment?

Assessing effectlve risk culture

+ A positive risk culture includes the following attributes:

+ Employees at every level appropriately consider and manage risk as an intrinsic part of their day to day
role, considering risk in any decision made, and taking responsibility for risks and controls.

7 Opef)n) communication is supported and encouraged (“Psychological Safety” — have we come across
this?
+ In assessing culture we should consider the following aspects:
/ “Tone from the top”;
+  Accountability
+  Effective communication and challenge.
/ “Tone from the top”: assess that

+ The leadership promotes, monitors, and assesses the risk culture of the bank; considers the impact of
culture on safety and soundness; and makes changes where necessary.

+ Accountability: assess that:
/ Relevant employees at all levels understand the bank’s core values and its approach to risk, are

capable of performing their prescribed roles, and are aware that they are held accountable for their
actions in relation to the bank’s risk-taking behaviour.

+ Effective communication and challenge: assess that:

+ An environment of open communication and effective challenge is promoted in which decision-making
processes encourage a range of views; and promote an environment of open and constructive
engagement.

@ Bangladesh Institute of Bank Management
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The Final Wor

+ How can we embed the right “risk culture” in banks?

« The answer is not “more regulation”....regulation is not culture, it is (and
this is not to diminish it’s vital role and importance in systemic safety)
process and bureaucracy

/ In the author’s view, two things will help:

4 We adopt a view that “we are ALL risk managers.” Managing risk is not soley the
role of the 2LoD and Compliance department

/ Only individuals who have demonstrated a track record of commitment to
implementing a sound risk culture in banks should be elevated to positions of
executive seniority in banks

/ | recommend reading the “Afterword” to The Principles of Banking, 2"
Edition....

/ ...summarised as:
 “The first principle of good banking...is to have principles.”

Bangladesh Institute of Bank Management
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THE PRINCIPLES
OF BANKING

e e

« The Principles of Banking, 279 Edition, John Wiley & Sons 2022,
Chapters 18-21

V
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DISCLAIMER

The material in this presentation is based on information that we consider reliable, but we do not
warrant that it is accurate or complete, and it should not be relied on as such. Opinions expressed
are current opinions only. We are not soliciting any action based upon this material. Neither the
author, his employers, any operating arm of his employers nor any affiliated body can be held liable
or responsible for any outcomes resulting from actions arising as a result of delivering this
presentation. This presentation does not constitute investment advice nor should it be considered
as such.

The views expressed in this presentation represent those of the lecturer in his or her individual
private capacity and should not be taken to be the views of any employer or any affiliated body,
including any bank that employs any member of the BTRM Faculty, or of the lecturer as an
employee of any institution or affiliated body. Either he/she or his/her employers may or may not
hold, or have recently held, a position in any security identified in this document.

This presentation is © BTRM / Moorad Choudhry 2014, 2024. No part of this presentation may

be copied, reproduced, distributed or stored in any form including electronically without express
written permission in advance from the author.
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