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Introduction

e Typically in banking and other
Credit Risk | financial service industry players,
there are various business risks to
-
consider.
e This short presentation will focus on
one way to enhance credit risk
Event Risk
management.
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Background

The recent economic crisis and its consequences: high NPLs, capital
erosion and significant and ongoing bottom line impacts, have

brought into question the credit risk management practices of a
substantial number of Asian banks.
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Background

The regulatory changes force banks and other financial service industry players
to adopt a value orientated focus and significantly improved credit risk

management practices.

“Production” “Marketing”

Branch Network Technology Channels
Image Relationship Pricing
Security Product Packaging
Brand

Dictated Growth Capital Adequacy
Product Constraints Asset Growth Freedom
Credit Rationing Tight Exposure Limits

Interest Rate Control




Background

A focus on significantly improved risk management is key to ensure banks are
equipped to respond to demands for higher levels of prudentiality,
transparency, disclosure and economic value creation.

Focus on sound corporate governance

Clear and internal controls that provide for
transparency in terms of overall financial condition

Sound Capital Base....in terms of entity risk profile
and adequacy, structure (tiers 1 & 2), and

Robust Credit Risk Management

| — p—|
Controls to ensure lending to related entities is on
an “arms length” basis
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Sound asset quality in terms of robust policies,
practices and procedures to ensure the adequacy
afloan loss provisions and loan loss reserys

Well developed Management Information Systems

Comprehensive risk management processes

E dentification, management and control o .

concentrations and large exposures

Controls that are appropriate for the nature and
scale of the banks’ business

Maintenance and regular publication of records in
accordance with accepted and consistent
accounting standards to reflect a "true and fair”
view




Portfolio Management

Approach

Portfolio Management Approach is one way to enhance credit risk

management.

Portfolio
Planning

Portfolio
Acquisition

Portfolio
Maintenance & Review

Concepts underlying
Portfolio Planning

» Value creation focus

» Focus on strategic exposures /
concentrations

* Responsiveness to changing
market dynamics

 Proactive portfolio planning

» Asset quality and control
(portfolio gate keeping)

Concepts underlying
Portfolio Acquisition &
Execution

Proactive management of
customer accounts

Separation of business and
credit decisions

Risk reward focus
Quality asset accumulation

Delegated authorities linked to
skill levels

Supervisory overview

Concepts underlying
Portfolio Maintenance &
Review

Effective and efficient grouping
and centralisation of backroom
credit functions

Credit monitoring and control
reporting

Separation of asset recovery and
workout functions from day to
day account management



Portfolio Management Tools

The Portfolio Management Tools (PM Tools) was designed to facilitate a
consistent risk reward focus at all management levels.
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Sample — Risk Rating Report

The Risk Rating report shows the portfolio distribution by risk rate.
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Sample — Customer
Concentration Report

The Customer Concentration Report highlights large customer
exposures by risk rating.
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Sample — Return by Risk
Rating

The Return by Risk Rating report shows the gaps between the actual
and target return.
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Sample - Return by Industry

The Return by Industry report shows the gaps between the actual and
target return by industry.
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Further analysis of the Return by Industry report shows the risk/return

Sample - Return by Industry

relationships of each industry based on current portfolio.
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ROCE Contribution by Industry and Risk Rating
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Conclusions

In summary,

QO Better credit risk management is inevitable for financial industry
players, both to address external pressures (regulatory, market)
and to meet internal / shareholder expectations.

Q Better credit risk management demands a consistent, rigorous,
continuous process, from credit planning, acquisition, until
maintenance and review.

a Portfolio management approach provides a consistent risk
measures that allows a continuous portfolio monitoring.



