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Current Landscape
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“May You live in 
Interesting Times”

Chinese Proverb
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Risk & Capital Management – Centre Stage

Risk Mgmt is Number 1 Global Priority

Aligning Risk, Capital and Performance Mgmt Practices

Bank Systems & Technology, March 2009
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Capital Adequacy and Stress Testing
Market Conditions Lead to New Challenges

Risk management silos and inadequate capital 

planning processes

Partial and incomplete understanding of risks 

associated with structured products

Independent management of the increasingly 

interdependent relationships between traditional  

risk silos – credit risk, market risk, liquidity risk, 

reputational risk, etc.

Increasing pressure to comply with Basel II 

ICAAP guidelines and other regionally mandated 

regulations

Failures of Major Banks 

& Financial Institutions

Undercapitalization & 

Large, Unforeseen 

Exposures

Less than Optimal 

Capitalization

Increasing Regulatory 

Scrutiny
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Risk and Capital Management Challenges
Regulatory Impetus

• Interconnected nature of risk  

a reality – Regulatory and 

Market requirement of looking 

at all material risks holistically

• Stress testing and capital 

adequacy practices under 

scrutiny by regulators

• Local regulators publishing 

detailed guidelines for ICAAP

9

Supervisory Policy Manual

To describe the MA’s approach to 

conducting the SRP, including the

criteria and standards used for 

evaluating an AI’s capital adequacy 

and,

where applicable, the effectiveness 

of its CAAP, for the purposes of

determining its minimum CAR under 

101(1) the Banking Ordinance
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Indian Perspectives
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• “The coming decade will see unprecedented volume 

of business for the Indian financial system as it tries to 

meet the challenges and requirements of rapid and 

inclusive growth

• . Information Technology (IT) has made it possible for 

banks to deal with large numbers and such growth in 

volume and value of business will obviously imply 

huge challenges for risk management, which in turn 

will have to depend on human resources and IT in 

dealing with the new normal”

Usha Thorat, Deputy Governor, RBI

© 2010 Oracle Corporation  11



• Some Data

• The common equity component as percent of total assets stood at 7 

per cent in March 2009 for Indian banking sector as against a range 

of 3 per cent to 4 per cent for large international banks. 

• Total CRAR is 13.75 percent with Tier I at 9.4 per cent. 

• The leverage ratio for Indian banks (including credit equivalents of 

off-balance sheet) was about 17 per cent in March 2009 and can be 

considered reasonable. 

• The gross NPAs for the banking sector have increased from 2.4 per 

cent as on March 31, 2008 to 2.6 per cent as on September 30, 

2009.

RBI
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Capital Adequacy 
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Capital Adequacy amongst banks in India

At the end of March 2008, there were: 

• 2 Scheduled Commercial Banks(1 Private Sector Bank & 1 Foreign 

bank)having 0-9% of Capital Adequacy Ratio

• 55 Scheduled Commercial Banks( 28 Public Sector Banks,17 

Private Sector Banks & 10 Foreign Banks)were having CAR 

between 10%-15% 

• 22 Scheduled Commercial Banks (19 Foreign Banks & 3 Private 

Sector Banks) having CAR of 15% and above 

according to RBI Publications.
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Stress Testing
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Stress testing and capital adequacy practices under scrutiny 

by regulators
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Banks Cannot be Risk Avoiders – they need to be Risk managers

• While credit, market and operational risk are captured in the capital 

framework under Pillar I of Basel II, liquidity risk, concentration risks, 

strategic risk, reputation risk and risks arising out of securitisation, off 

balance sheet vehicles, valuation practices need to be recognised. 

Banks’ 

• Boards need to focus on all these risks and set firm wide limits on the 

principal risks relevant to the banks’ activities.

• Banks should focus on robust stress testing. banks should not take 

stress testing exercise a mere compliance requirement but accord due 

importance to it to facilitate the development of risk mitigation or 

contingency plans across a range of stressed conditions.

Usha Thorat, Deputy Governor, RBI
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Solution Ideas
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Capital Adequacy and Stress Testing 
Approach Considerations

Meet regulatory 

requirements and 

business planning 

needs now and into the 

future

Assess risk appetite 

of the organization 

under extreme 

scenarios

Compute current and 

future capital and 

liquidity requirements 

under baseline and 

stressed conditions

• Build and apply stress models across multiple risk areas

• Identify risk concentrations across trading and banking 
books

• To manage those risks which are most critical to the bank

• Must comply with established (Basel) and emerging 
regulatory requirements

• With a transparent and auditable stress testing process

• Gain pervasive and actionable insight to improve current 
and future risk and capital decisions

• Using a common and centralized library

• To match your institution’s risk appetite

• Run model-based and deterministic stress tests over time
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Treasury Risk

Credit Risk

Governance and ComplianceRegulatory Compliance (Financial Crime)

Channel Insight

Analytical CRM

Governance Compliance RiskAnti-Money Laundering

Trading ComplianceBroker Compliance

Fraud Detection

Operational Risk

Retail Credit Risk

Corporate Credit Risk

Asset Liability Management

Portfolio Analytics

Marketing Analytics

Service Analytics

Channel Usage

Channel Performance

Market Risk

Customer Profitability

Customer Profitability

Product Profitability

Economic Capital

Regulatory Capital

Basel II: Credit Risk

Basel II: Market Risk

Basel II: Operational Risk

Capital Adequacy/ICAAP

EC: Credit Risk

EC:  Market Risk

EC: Operational Risk

Performance Management

Accounting Hub

Activity-Based Costing Pricing Management

Consolidation

Balance Sheet Planning

Funds Transfer PricingProfitability

Oracle Financial Services Analytical Applications

Budgeting and Forecasting

Performance

Management

Customer

Insight

Governance

& Compliance

Risk

Management

Treasury, NII, 
Variance & Scenarios

Balance Sheet Planning
Risk Based Pricing

Capital Adequacy

SOX and Controls

ICAAP

RAPM
Customer Profitability

360° View
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Building Blocks
Shared Components across Applications
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FINANCIAL SERVICES ANALYTICAL APPLICATIONS DATA MODEL

FINANCIAL SERVICES ANALYTICAL APPLICATIONS INFRASTRUCTURE

FINANCIAL SERVICES BUSINESS INTELLIGENCE

Data

Sources

Reports Alerts Dashboards Embedded

Computations Common Tools Business Rules Stochastic Modeling

Common Objects Common Dimensions
Pre-Integrated/ 

Extensible
High Volume
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Stress Testing Solution Process Flow

S3

S2

Baseline 

Output

S1

Unemployment Rate Standard 
Recession

S&P 500

Leverage Ratio

+3.2% +4.1%

+5.2%

+1.2
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-4 s.d
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Shock Library
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Probability of Default

Retail Default Rate 
Model

Basel II

Probability of Default 
Model

Retail Default Rate 
Model

Credit 
Crises

S1

S2

S2

S3

Scenario Management Run Framework Reporting

Baseline Runs

Stress Definition

M1

M2

M3

Variable

Housing Price 
Index

Leverage Ratio

LTV Ratio

Credit Rating

GDP Growth 
Rate

Index of 
Industrial 

Production

Unemployment 
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- Estimated 

Pool Default 
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Calculations
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Pool Default 

Rate

- Stressed PD

- Stressed 
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Stress  Output

Hosted
Model

Calibrated
Model
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Stress Testing Analytics
Comparison of Loss across Stress Scenarios
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Enables comparison between the 

stress results across multiple 

scenarios in a tabular as well as 

graphical format



Stress Testing and Scenario Modeling
A Practical and Holistic Technology Approach
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Meet regulatory 

requirements and 

business planning 

needs now and into the 

future

Assess risk appetite 

of the organization 

under extreme 

scenarios

Compute current and 

future capital 

requirements under 

baseline and stressed 

conditions

• Rapidly build and apply stress test models across multiple risk areas such as 

Credit Risk, Market Risk etc. to assess the enterprise-wide impact 

• Accurately identify potential risk concentrations across trading and banking 

portfolios using a common application

• Utilize stress testing results to develop strategies for managing those risks 

which could inflict the maximum damage on the institution

• Efficiently comply with the regulatory stress testing requirements under Pillar I 

and Pillar II (Internal capital Adequacy Assessment Process)

• Transparent and auditable stress testing process that helps reviewers and 

regulators to understand organization specific risks and their mitigation plan

• Gain pervasive and actionable insight from the stress testing process to 

improve  current and future risk and capital decisions

• Execute stress tests by applying scenarios from a centralized library using 

various macro-economic, idiosyncratic and categorical variable

• Easily compare stressed regulatory and economic capital requirements 

against baseline conditions to confirm that internal strategies are in step with 

your overall risk appetite.

• Flexibly execute model based as well as deterministic stress tests over time 

and across all key risk areas from a centralized library
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Concluding Thoughts
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Pillar II / ICAAP – The Central Pillar

ICAAP: Risk Identification &
Materiality Assessment

Risk Categorization
• Low
• Medium
• High

Scorecard based approach

Multi-dimensional Assessment
• Heat map

ICAAP: Risk
Quantification

Pre-configured EC models for each 
risk category

Factors diversification / correlation

Aggregation across risk categories

Key Risk Measures
• VaR
• Conditional VaR
• Component VaR
• Unexpected Loss

Integrated Stress Testing capability

Allocation to desired levels of 
granularity

ICAAP: Performance 
Measurement

Risk Adjusted Performance 
Measures 

RAROC
SVA

Capital Forecasts

Regulatory Capital 

Risk Based Pricing

Regulatory Reporting Templates

Management Reporting & Dashboards – ICAAP Analytics

Risk Monitoring Risk Control Capital Planning Regulatory Reporting
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Technology as the Risk Management Enabler

• It is necessary for the banks now to take technology 

core banking solution to a higher level to build up 

adequate MIS capability. 

• Unless this is done, risk management cannot be of 

the highest order and banks will not be able to meet 

the challenge of an increasingly sophisticated 

financial system.

Dr. Usha Thorat

© 2010 Oracle Corporation  30



Oracle Financial Services Strategy

Complete Open Integrated

More Value 

Less Complexity

Comprehensive 

Industry Portfolio

Complete

More Choice 

Less Risk

Standards-Based 

Architecture

Open

More Flexibility 

Less Cost

Designed to

Work Together

Integrated
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Source: Tower  Group 



Integrated Enterprise Risk, Capital  & Performance 

Platform Creating Consistency, Improving 

Transparency & Lowering Risk

Better Information

Lower Cost

More Flexible

Reduced Risk
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