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Effective risk data aggregation and risk reporting requirements — nothing
substantially new in the latest regulations

BCBS 239 principles

“One of the most significant lessons learned
from the global financial crisis [...]
Many banks lacked the ability to aggregate risk
exposures and identify concentrations quickly
and accurately at the bank group level, across

business lines and between legal entities.”
Source: BCBS 239 — Jan 13 BCBS 239 principles to support banks’

top management and Supervisors’

timely and accurate decision making,

ACCURACY

INTEGRITY
COMPLETENESS

FREQUENCY especially in critical situations

DISTRIBUTION
TIMELINESS

USEFULLNESS
COMPREHENSIVENESS

ADAPTABILITY

CLARITY

From an efficiency perspective to a survival matter 0)
ABI Eventi - Unione Bancaria e Basilea 3 @ 20150623 - Organizational Side Effects - 3




The accomplishment of BCBS 239 principles will go through a rough way
Impacting several areas of the bank — such a change requires a strong guidance

Impacts of Risk Data Aggregation

Impacted fields of action

RDA-Principles have implications on
systems, processes and organization

0 Governance

@ Reporting

Full implementation period estimated about
two/ three years

2 > 4 >

Functions/
methods

Q Data and systems

IT improvements are necessary ...
Processes

... but atop down approach is strongly
suggested

Guiding the change is crucial to assure consistency and efficiency 0)
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The G-SIBs self assessment, sponsored by the Basel Committee to assess BCBS
239 compliance status, shows significant gaps especially on Governance aspects

Compliance assessment outcomes: 2013 vs 2014

Score Score
2013 2014

Governance ... a Board affair:
27— VW —(26)

* Promote identification,
assessment and management
of data quality risks

Governance

Governance

(A)
4 O Renorting * Review and approve the bank’s
(c)

i i roup RDA and risk reportin
— Risk reporting 3.0 A 3.1 group porting
;“e';ﬁggg‘:‘/ Processes

practices framework

* Be fully aware of and
understand the limitations that
prevent full RDA

Risk and C_’ata — * Be responsible for determining
aggregation 2,7 - 2,7 its own risk reporting

capabilities requirements

in order to close the existing gap and assure a smooth and efficient change,
and a continuous supervision
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CDO as cross over function to enable quality, efficiency and chances in using
data —to the benefit of bank steering and bank development

Initial situation and objectives

Our observation Objectives CDO

¢ Historically each business unit required stand ¢ Bring business units together, integrate and
alone IT solutions for stand-alone business consolidate the information, overcome

e Some banks have implemented a organizational barriers (origination vs. steering)
Data Governance function — focussing on e Envision and direct an overall data and analytics
finance and risk strategy (“validate and explain”) for the business

e The current evolution shows for the future a e Activate change by using data and analytics to
tendency to integrate all data aspects in one deliver greater value and impact the business
CDO function — including value adding functions (“challenge”)

to actively develop the business e Show options of realizing cross over benefits (“do

i ~ _’= the right things”):
e - - CDO .
- - : « Taxonomies
g ' * Processes
: Current focus: Future: Explore o
History: Harmonizing full potential of  Organisation
Isolated data in steering cross function

« Human Resources

data silos functions data usage

Development towards CDO needs clear positioning
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Despite all technological advances, most business units in banks are still lead as
expert silos

Expert governance — in this model experts define taxonomies, processes, functions individually

Expert governance is characterized by: Expert governance example

e Managerial silos: separation of functions and units (all levels)

e Quality islands: no information alignment, each area claims

quality standards for herself

Budget Portfolio

U0 ¢
U0l
[oEh

® No steering focus: experts deliver their view, but do not argue in

100 ¢

terms of “overall relations/contribution” Process 1} Process 2
e Expert isolation: managers do not like to enter expert e, CFO CRO

. . . tion
discussions with relevant consequences:
Rule 2

— High operational per capita risk

190

SECURITIES e e

Def 2

— Stockholm syndrome with auditors and regulators

(

— Creation of functional redundancies
— Development of taxonomies and of rules in isolation
— Creation of a dangerous mix of business and IT abstractions

n
—
L
X
o
<
p=

PAYMENT
SYSTEMS
PRODUCTS

e Low synergies: high inefficiency in terms of new, synergic
usage of data and creating new chances from existing data

CORE
BANKING

Resulting CDO core mission: break business silos, bring together the experts, establish layers/

abstractions for a federative cross functional approach with Origination, COO, CRO and CFO
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Overcoming the silos: the target concept of a CDO is the basis to allow cross
functional cooperation and integration

CDO covering all cross functional layers

CDO concept characteristics: Functions along core data value chain

Develop innovative data usage approaches, using prototyping Challenging management function
and agile project management approaches

¢ Clear mandate of reporting functions to challenge management
of the business units i.e. with benchmarks Overall analysis function

e QOverall cross functional analysis, providing a cross functional
explanation of results

Report generation

e Cross functional standard reports generation

® Provide business services and consulting to further develop the Data business service and consulting
infrastructure function

e Clear cross unit philosophy of defining: taxonomy, rules of
aggregation as well as processes (run the bank) Certification function

e Defining cross functional projects (change the bank)

e Certificate processes and data management i T RGETET T

CDO as testimonial of a top down approach: instead of maintaining silos, focus on

common functions along common processes — always along the core data value chain
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Integration of business requirements entails also change processes to move
toward centralization

Organizational Structure (Roles & Responsibilities) (1/2)

Business . . . Still setup in a Hand-over process of requirements
Division few areas of L -
. . across divisions from business to IT
Silo |BD1||BD2||CIO | || banks, e.g. retalil,
trading, risk Parts of the change and complete
Run finance etc. run within CIO
Business . Change processes integrated in
Division | | | e Commonin business divisions, split between
Integrated Change 'BD1/| [BD2|[Ccl0 ||| mostareas of business and IT
----------------- banks CIO focus on service delivery and
Run IT1 IT2 e [funderlying IT run activities
platform is
centralized, _ _
Business banks also find Change processes are integrated in
Integrated Dvisien. _ ways to business divisions, reasonable split
and Change |BD1||BD?2 I_!CIO | centralize the between business and IT
aligned | |~"7"7T oo oTooos i—ﬁ" origination Alignment across divisions along
Run change, via dotted lines to CIO
ﬁ Business Tendency Requirements from business
Integrated Division , divisions are bundled
grated || -r=t. see next slides | | owards
and Change for details centralization of Central change management
centralized | |-----""""-------- change in few orchestrates different requirements
Run banks and drives towards service delivery

. Business . Joint Business and IT IT
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Integration of organizational units requires joint committees — alternative CDO
organizational positioning

Organizational Structure (Roles & Responsibilities) (2/2)

M : Data governance responsibility in
| | | s strategic and operative committees
Committee H H ;
: Strategic committee consists of
Committee |cEO| |CFO| lcrRo| | | [elle} :
approach | | | | | | ] different board members (CRO,
| F1 || F2 || RL|| R2| 71 | | 12 Chairman CFO, CIo)
— —— I (Operativ_e Data) Chairman of the strategic committee
[F11] [Fr1] [R11][R12] m1.1] [T Commitiee is usually the CEO
@ _ New CDO role (one accountable
Str;:;‘:gz‘a person) on B-2 level
Committee CDO is member of the strategic
lcro| [ .| |ciof : .
CDO on committee and chairman of the
B-2 level |_|_| operative committee
IEE\‘ RL | [R2 ] (] [z ] CcDo CDO reports to business, e.g. CRO
-7 RO e T I Operative Data or CFO. Functional reporting line
(R11| [R12] TS irldmal ommree from affected business and IT units
@ CDO role on B or B-1 level, direct
| Strate(g:ilzoData report to CEO/CIO
CDO on B/ [ceo| [crol cro] [ ] Committee CDO is chairman of the strategic
committee
B-1level 1 1 [ T 1 . .
| Fi|[Fr2|[RL]|[RrR2][D1]|[D2] [1m1]][IT2] CDO CDO is supported by its own team(s)
,_I_| [ (Operative Data and covers parts of the end-to-end
Committee .
[F11] [Fr1] [R11][R12] IT1.1 value chain
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Basis for Data Governance are often already developed involving some cross
functional services — extension to origination as a next step for full integration

First step towards full CDO approach: Extend services to origination

e Deliver the complete picture for all functions already covered by data governance
e Explicitly analyse the fields where IDP is still in place and migrate these to the DG service platform
e Explicitly include the origination desks to cover the complete front-to-end information flow

Data
manage-

ment fication Governance Methods User
Application Catalogue Access

Rules ! Englnes! Data marts

function

[ Data business service and consulting
Certi-

Source
Systems

BB

Evidence ! Mapping

Recon Parameters

2

Rules of engagement
Expert panel
Decision committee

9
)]
<

|
(%3]
o
2
>
S
)
)]
)
O
c
@
E
o
>
@)
o
M
+—
@
O

Change and Innov. Gov.. Adjustments. Smart

Analytics

Functions already
covered:

Profitability
Steering/CFO, CRO

Report generation and
validation function

I
To be included:

Origination

1

1

1

1

1

: Regulatory/
: CRO Standard/ad hoc
1
1
1
I

Report extension

Certification function

Service extension

Data management
function

Interface extension

[m————————

Convince origination departments to follow the CDO approach focusing on costs, synergies

in current processes — not to forget the value added by permanently analyzing data usage
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Extend the CDO function to analysis and explanation — establishing a cross

functional explanation process

CDO: Overall analysis function

Experiences

¢ Analysis and explanation o
process are currently
performed on a stand alone
basis by steering departments

¢ Analysis is not business and
management focused

Non-collaborative working
models are obstacle to change

Non integration of COO &
origination leads to IDP silos

Time gap in report generation,
steering signals inconsistency

e CDO to build federative
framework for explanation

e CDO to integrate all business
domains, including origination,
on one technical/ process
platform

Explanation of the process

KPls Linking of KPIs and value drivers

(,,value driver trees*)

Creating explanatory power: Cross functional decomposition & explanation

Aggregation level Risk and value drivers

Final
valuedrivers

»Real“ divisional
sucess factors

Rev.

Interest Inc.

|

Interest

AE

Customer A * Fonds
o Performance
- caused
by
A

Scenarios, simulations,
planning forecast

Innovation

Peer group analysis

CDO to bring together knowledge
from different business domains

CDO to provide analysis and
explanation framework and
explanation processes

Clear responsibilities and explanation
roles including the origination in the
validation/explain process — including
all business domains on the CDO
platform
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Use data to create value challenging management on a regular basis — proposing
360° view on innovation and change

CDO: Challenging management function

Situation as-is

e Currently, most reports do not ¢ No active thinking about value ¢ Targeting data usage and
focus on managerial decisions added of data across the innovation
organisation

¢ Ad hoc mandatory reports are
generated regularly

e Moderating cross functional
e | ack of encouragement on data usage discussion
discussing results on all levels

¢ No focus to use data for new ¢ Giving impulses via explicit
business opportunities mandate to challenge

Conclusions

e CDO to organise overall data steering

_ committee to discuss data usage
Challenging management ) )
() function inside CDO e Bank steering data committee to
decide on investment in infrastructure
as well as on task forces and

RA

o ___ Origination > ® procedures for ad hoc measures
_l y)

[ <

C

O

A
Ee

'>

e Consulting-style team for ad hoc
.) g-sty

Overall data _| [ ) ﬁl reporting and benchmarking requests
ﬁ steering ﬁ
CDO committee CFO
J\ [ ) @

e Challenging performed to collect
(invites) 4 Z
|

benchmarks and new business
approaches for data usage
CIO CRO

® Propose concrete processes for
introduction of innovation

ABI Eventi - Unione Bancaria e Basilea 3 20150623 - Organizational Side Effects - 14




1 Preliminary considerations

2 Setting up a CDO function
Value adding: some examples
4 Conclusions

ABI Eventi - Unione Bancaria e Basilea 3 @ 20150623 - Organizational Side Effects - 15



Functional development and improvement: examples of areas where the CDO
introduction would provide value added to the current framework

Cross over: function/organisation, processes, taxonomy, HR

Functions / Organisations

Processes

Cross over
introduction
case examples

Taxonomy

tCross over is a matter of mindset: cross over use cases more and more established in bank-steering I
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Example organisation: establishing a cross-over challenging organisation —
CDO to provide the organisational as well as technical platforms

Cross over organisation: Challenging management function

Activities and processes to challenge the business lines

Group
CFO

Participants Basis of discussion / items

E

Business Line

Group CFO

Balance sheet limits
Individual reports by market and district

Ranking & efficiency reports

Monthly review Business Line CEO Profitability of customers and products
Business Line CFO Business specific key performance
indicators
Selected risk information
Strategic priorities
Group CEO run the business (e.g. capital allocation,
Business line Group CFO people management, performance)
Quarterly

Strategy review

Business Line CEO
Business Line CFO

Value creation for shareholders
Peer group analysis
Re-forecast
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Example processes: CDO to provide independent and lean data quality @
process delivering a KPI matching BCBS 239 requirements

Cross over process approach: Data quality

1 Bank Big Data {

* Development of a view on
complete Bank Data, containing
complete CDO perimeter, using
Big Data technology

* Find a cyclical concept which
allows for more than 100 data
quality iterations per year.

ExternalBig

Data Quality Data

Analytics

¥
L4

2 Data Quality Analytics

* Analyze the data quality of single
databases model via:
* semantic context
* big data analytics
* missing value probabilities.
* Target: evolve data quality analysis
at every iteration

Data Quality
Monitor

0
‘Il‘

*
*

Can,

[
"
-
-
-
-
-
.
.
.
.
.

5 Data Quality
. Action

*

‘0 "
.

0...--‘

- Learn how to improve on cyclical 3 Data Quality
analytics! KPI

» Methodology to score the data * Process to monitor data * Make data quality Publically available data, other
quality improvement at every quality improvements by improvements in all of your data sources externally
iteration changed and unchanged systems! available like Facebook,

+ Data quality score describes status data * ERP Google etc.
of score for each internal database « Definition of data quality * EPM Keep track on all regulations
as well as the overall quality status actions in ,real bank data“ * ERM necessary and help shaping

 Learn how to develop and apply » Learn how quick it is to *+ CX those for cloud and big data,
own methods to measure data manage big data quality * SCM especially from CFO/CRO point
quality development cycles! * Regulatory of view
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Example taxonomy: CDO to bring together all important steering scales @
across steering and origination areas

Cross over taxonomy: Country as example

Country as example for taxonomy overlaps Expert taxonomy creates extra complexity!

Origination Accounting - common risk

taxonomy for
country risk:

Based on abstraction
of cross country
payments (in diverse

¢ |f experts define the taxonomies of each of
their business domains, slight overlappings
lead to additional complexity

variations, according e Taxonomies (see country risk) need overlaps,
to the structure of a but it must always be defined which one sets
deal) the leading abstractions and which ones are

o L . used for explanation
Origination definition of country Risk: P

risk of a country Portfolio according to country  Define a common taxonomy (very difficult
of risk origination because overlaps are included) including
especially all overlaps!

Accounting country risk definition:

risk of country, where the deal was booked/
Is to be paid

Taxonomies are key driver of complexity!
As CDO look at the overlaps and make them describe- and measurable
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Example HR: CDO needs HR concept to support the change towards cross- EE
over leadership and skill development

Cross over HR management: It’s a team challenge

___Target: Set up the management challenging team

Soft skills
Business skills

— Leadership / Change agents - | [ | | | |
hg (BAg Edgs
g ¢ &% &8 @

e Commitment of CEO, CFO & CRO required

¢ |dentify change agents and coaches O Blanning &
. : l
e Selection of key staff to drive change () %
~ Focused Training & Skill development /O -
* Business }‘
o consultant

Financial
d analyst

Service Subject
provider matter expert

Communication/
Negotiation skills

| opecialist finance knowledge ——» e Clearly separate stakeholders, coaches and players

e Differentiated skill profiles for each CDO role /| ® Coaching is the most central function

¢ HR topics should be addressed in cross-functional
management committees to “build the bridges” between
participating organizations

e Continuous training and development

e Avoid “value discussion” about relative
importance of each role
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Data completeness and accuracy is critical for decision-making, reporting, risk
management and regulatory compliance. Rationalization, integration and
evolution of data governance need to be lead by a permanent CDO structure

CDO benefits

Information stewardship: CDO as a dedicated enterprise data steward serves as
bridge aligning business and IT in the information management space

Close cooperation between business and IT as a strategic asset: CDO can align
the interests of the organization across all business lines and geographic borders. It
will serve as a key partner together with the CIO for core business leaders such as the
CEO, CFO,CRO

Data quality monitor and rationalization: CDO unites individual business interests
and technology silos to enable the rationalization of otherwise disparate stores of
corporate information

Accurate and timely decision-making: CDO assures data quality and availability for
accurate and timely decision-making to reduce related risks and losses

Risk management and regulatory compliance: CDO rationalizes information silos,
defines and executes data governance and stewardship regimes, enforces data quality
standards, and creates shared information services
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