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Banking and financial services operate in an
environment that demands robust, multifaceted

risk management. Recent global and regional e““Must Have” Essentials

events—ranging from economic uncertainties to
cyber threats and bank failures over the past few

eKey Action Tools
years underscore the critical need for strong
governance and agile responses. As regulatory A e e | e 2
bodies tighten requirements and stakeholders

demand transparency, risk executives play a

eSpecialized Risk

pivotal role in safeguarding institutional stability Management Portfolios

and trust.

In this issue of Engaged Newsletter, | outline the eRegional Banking Events

key responsibilities of five specialized risk
management executives: Credit Risk, OCIosing
Compliance, Operational Risk, Liquidity Risk,

and Enterprise Risk Management (ERM).
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But first, | reference the essentia

I“

must have” which combines regulatory guidance, governance

structures, measurement techniques, and communication best practices into a single integrated

framework. From there | carve out components for the five specialized risk management disciplines.

“Must Have” Essentials

Effective risk management is essential for organizations operating in complex financial landscapes. By
establishing robust governance mechanisms, maintaining regulatory compliance, measuring potential
exposures, and ensuring continuous oversight through reporting, organizations can better safeguard

their strategic objectives.

The table below details the key pillars of a comprehensive risk management toolkit.

Core Component

Governance &

Objective

Establish a robust risk culture

Key Actions

Board-level risk committee for oversight

Formal risk appetite statement aligned with strategic goals

Culture and clear oversight roles . . .
g e  “Three Lines of Defense” model (front line, risk management,
internal audit)
e Maintain up-to-date documentation on internal policies,
Regulatory Maintain compliance with key mapped to regulatory requirements

Compliance &
Policy Management

regulations (Basel lll, IFRS 9,
OCC guidelines, etc.)

Deploy automated compliance monitoring tools and alerts

Conduct regular policy reviews and gap analyses to reflect
evolving regulations

Risk Assessment &
Measurement
Tools

Identify and measure potential
exposures (credit, market,
liquidity, operational, etc.)

Risk and Control Self-Assessments (RCSAs) to uncover
vulnerabilities

Key Risk Indicators (KRIs) to detect early warning signals (e.g.,
non-performing loan ratio, liquidity coverage ratio)

Stress testing and scenario analysis to evaluate resilience under
severe conditions

Risk Reporting &
Communication

Deliver clear, concise, and
actionable risk intelligence to
stakeholders

Customizable dashboards for executives and boards (e.g., credit
risk, market risk, operational metrics)

Regular presentations of aggregated risk data, including trending
and benchmarking

Escalation protocols for breaches of risk thresholds

Controls &
Assurance

Implement effective internal
controls and ensure ongoing
validation

Continuous control testing (internal audit, compliance checks)

Independent model validations for risk measurement tools (e.g.,
credit scoring, capital adequacy)

Periodic third-party audits for additional assurance

Technology & Data
Governance

Leverage analytics/automation
while ensuring data integrity,
privacy, and security

Centralized data repositories and consistent data models

Cybersecurity frameworks aligned with industry standards (e.g.,
NIST CSF, ISO 27001)

Real-time monitoring for fraud, AML, and unusual transactions

Business Continuity
& Crisis
Management

Ensure resilience and rapid
recovery from disruptive
events

Formal Business Continuity Plan (BCP) and Disaster Recovery
Plan (DRP)

Regular drills and scenario-based stress testing (e.g., IT outages,
market crashes)

Clear crisis communication plan and chain of command




Within these core components key actions are specific tools for effective risk management:

Key Action Tools

Tool/Process

Risk Appetite Statement

Description
Articulates the bank’s acceptable levels of risk for
each area (credit, liquidity)

Benefit
Aligns strategic objectives with risk
thresholds and governance

Key Risk Indicators (KRls)

Metrics (leading or lagging) measuring trends in
credit, market, or operational risk

Early detection of adverse trends, enabling
proactive interventions

Stress Testing

Scenario analysis of adverse economic conditions

Assesses capital/liquidity adequacy and
identifies vulnerabilities in extreme
situations

Policy Management System

Centralized repository of regulatory
requirements, internal policies

Maintains alignment with regulatory
changes; streamlines updates

Internal Controls Testing

Audits, self-assessments, and checks for key
processes

Ensures the effectiveness of internal
controls and fosters compliance

Crisis Management Plan

Documented plan for mobilizing resources and
communications during a crisis

Speeds response time and mitigates impact
of unforeseen disruptions

Holistic Framew

k

Each risk management executive—Credit, Compliance, Operational, Liquidity, and ERM—brings specialized
expertise that, when integrated, forms a robust “must have” toolkit. By adopting cohesive frameworks,
leading methodologies, and forward-looking scenario analyses, these executives collectively ensure that
banking and financial institutions remain resilient, compliant, and poised for sustainable growth.

Executive Portfolio

Core Responsibilities

Key Tools

Value to the
Organization

Credit Risk

Oversee lending/investment
exposures, set credit policies,

conduct portfolio reviews testing

Credit rating models,
concentration analysis, stress

Minimize loan losses, aligns
credit strategies with risk
appetite

Compliance

Ensure adherence to
regulations (AML, KYC, data
privacy), manage policy
updates, train staff

Compliance management
systems, automated
monitoring, policy gap analyses

Avoids regulatory penalties,
builds trust, maintains ethical
standards

Operational Risk

Identify/control process- and
system-related vulnerabilities,
manage incident response,
track KRIs

RCSA:s, incident management
tools, root cause analysis

Prevents process failures,
reduces financial/reputational
harm

Liquidity Risk

Maintain adequate cash flow,
monitor liquidity coverage
ratios, manage asset-liability
mismatches

Liquidity coverage ratio (LCR)
monitoring, contingency
funding plan (CFP)

Enhances solvency, ensures
timely settlement of obligations
under stress

Enterprise Risk
Management

Provide holistic oversight,
integrate data across risk
functions, align strategy with

risk appetite

Risk appetite statement (RAS),
consolidated dashboards,
scenario planning

Establishes cohesive culture,
fosters proactive board-level
risk governance




Specialized Risk Management Portfolios

Credit Risk Management Executive

Scope and Responsibilities

The Credit Risk Management Executive focuses on identifying, measuring, and mitigating exposures arising from loans,
investments, and counterparties. By establishing credit risk policies, defining risk appetite limits, and performing
regular portfolio reviews, this executive ensures that lending and investment decisions align with the institution’s
strategic goals.

Key Tools & Approaches
e Credit Scoring & Rating Models: Leveraging statistical and machine learning models for customer and
counterparty assessment.
e Concentration Analysis: Monitoring exposures across sectors, geographies, and obligor groups.
e Stress Testing: Evaluating the impact of adverse economic scenarios (e.g., recessions, industry downturns).

Strategic Value

By maintaining robust credit underwriting practices and proactive monitoring, the Credit Risk Management Executive
helps prevent loan losses, preserves capital, and ensures the institution remains compliant with regulations such as
Basel Il and IFRS 9.

Compliance Executive

Scope and Responsibilities

The Compliance Executive is responsible for ensuring adherence to legal and regulatory requirements, including anti-
money laundering (AML), know-your-customer (KYC), and data privacy regulations. This executive sets the
institution’s ethical tone by implementing policies and conducting training on regulatory obligations.

Key Tools & Approaches
e Regulatory Compliance Management Systems: Centralized repositories that map internal policies to
external mandates.
e Automated Monitoring & Surveillance: Real-time alerts for suspicious transactions, ensuring prompt
investigations and reporting.
e Policy Reviews & Gap Analyses: Regular checks to ensure new regulations (e.g., from the Office of the
Comptroller of the Currency [OCC], European Banking Authority [EBA]) are swiftly integrated.

Strategic Value
By maintaining a robust compliance program, the institution avoids significant penalties, reputational damage, and
operational disruptions. A strong compliance culture also nurtures stakeholder trust, supporting sustainable growth

Operational Risk Executive

Scope and Responsibilities

Operational risk—covering internal processes, human factors, systems, or external events—is managed by the
Operational Risk Executive. This role ensures well-defined controls, consistent monitoring of operational metrics, and
robust incident-response protocols.

Key Tools & Approaches
e Risk and Control Self-Assessments (RCSAs): Periodic evaluations of process vulnerabilities.
e Key Risk Indicators (KRIs): Metrics (e.g., fraud rates, system downtime) that flag emerging issues.
¢ Incident Management & Root Cause Analysis: Structured protocols to capture, investigate, and
remediate events (e.g., cybersecurity breaches, process failures).

Strategic Value

Effective operational risk management minimizes business interruptions, reduces potential financial and reputational
harm, and ensures regulatory compliance with guidelines such as the Basel Committee’s “Sound Practices for
Operational Risk Management”.




Liquidity Risk Executive

Scope and Responsibilities

The Liquidity Risk Executive oversees the institution’s ability to meet short-term obligations and handle cash-flow
disruptions. Through continuous monitoring of funding sources and contingency planning, this executive guards against
liquidity shortfalls that could threaten solvency.

Key Tools & Approaches
e Liquidity Coverage Ratio (LCR) Monitoring: Ensures the institution maintains adequate liquidity buffers
for 30-day stress scenarios.
e Asset-Liability Management (ALM): Aligns the maturity profiles of assets and liabilities to minimize
funding mismatches.
e Contingency Funding Plan (CFP): Defines strategies for emergency liquidity sources in case of market
upheavals or bank-specific crises.

Strategic Value
By proactively managing funding positions, the Liquidity Risk Executive helps maintain market confidence, reduces
refinancing costs, and ensures the institution remains resilient during periods of financial stress.

Enterprise Risk Management (ERM) Executive

Scope and Responsibilities

The ERM Executive coordinates cross-functional risk oversight, providing a holistic view that integrates credit,
compliance, operational, liquidity, and other risk domains. This overarching perspective supports strategic decision-
making and alignment with the institution’s risk appetite.

Key Tools & Approaches
e Risk Appetite Statement (RAS): Formal articulation of the bank’s overall risk tolerance, providing
boundaries for each risk discipline.
e Aggregated Risk Dashboards: Consolidated metrics and data visualizations for senior leadership and
boards.
e Strategic Scenario Planning: Considers macroeconomic trends, emerging technologies, and geopolitical
shifts that could reshape risk profiles.

Strategic Value
A strong ERM function ensures consistency across specialized risk segments, embeds a robust risk culture, and
supports the “Three Lines of Defense” model (front line, risk management, internal audit).




Regional Banking Events

. Impact on Internal Impact on
Event Region Date pact on P Reference
Organizations Customers/Vendors
Internal teams at startups | Customers (especially
were forced to manage early-stage startups)
Silicon Valley Northern March cash-flow uncertainty and | struggled with accessing | FDIC: SVB
Bank (SVB) California; 2023 payroll risk- Emergency deposits- Vendors faced | Press
Collapse National treasury measures and payment delays since Releases
risk committees many client funds were
mobilized inaccessible
Commercial real estate
o clients and fintech New York
Internal reorganizations
. . . customers had State Dept.
. of financial holding . ) -
Signature New York; March companies- Heightened restricted access to of Financial
Bank Closure National 2023 pa ghtenc funds for a short Services:
compliance and liquidity .
. period- Vendor Press
audits .
payments briefly Release
delayed in some cases
Clients faced
uncertainty regarding
Internal restructuring, mortgages and .
. . - . FDIC: First
First Republic P . layoffs, and cost-cutting personal/business loans- -
California; April-May o . Republic
Bank Troubles . to manage liquidity and Vendors reliant on
.. National 2023 ) . Press
& Acquisition capital - Prompted staff credit or cash Releases
reallocation management services -
had to shift to new
banking providers
Changes in local
Internal system availability of credit Various
Regional Bank | Various inte ratio)rl1$ and lines and small-business | local news
Consolidations | regions 2023-2024 g . financing- Vendors may | sources;
. restructuring for merged .
& Mergers (e.g., | across the (ongoing) S . have to renegotiate eg.,
institutions - Layoffs in . .
small lenders) us. overlapping departments service agreements or American
pping dep set up new ACH/wire Banker

details



https://www.fdic.gov/news/press-releases/2023/
https://www.fdic.gov/news/press-releases/2023/
https://www.fdic.gov/news/press-releases/2023/
https://dfs.ny.gov/
https://dfs.ny.gov/
https://www.fdic.gov/news/press-releases/2023/
https://www.fdic.gov/news/press-releases/2023/
https://www.fdic.gov/news/press-releases/2023/
https://www.fdic.gov/news/press-releases/2023/
https://www.americanbanker.com/
https://www.americanbanker.com/

Closing

In today’s evolving financial environment, robust
risk management isn’t just a regulatory
obligation—it’s a strategic priority that drives
resilience and stakeholder trust. By integrating
specialized roles (Credit, Compliance,
Operational, Liquidity, and ERM) under a
cohesive toolkit and leveraging practical
frameworks for oversight, measurement, and
reporting, organizations can shape a culture that
remains vigilant and adaptable to emerging
threats. | hope these insights empower you and
your risk teams to refine processes, build
sustainable governance structures, and foster a
Check out our next issue! unified approach to safeguarding institutional

stability.
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