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– Risk Reward example  
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What is effective Risk Management ? 

Objective understanding of earnings and loss 
volatility and create strategies, and actions 

which mitigates volatility.   
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  Retail Risk Directives 

 Value and type of risk willing, should be determined by current risk capability and 
not sales capability. 

 Results in benign economic environment  should not be construed as good risk 
performance .    

 Normal credit Loss is cost of doing lending business . Abnormal credit loss is 
the  cost of imprudent risk culture           

Shaping the right growth , and not stopping the business growth     

“Proactive” is risk management  “Reactive” is crisis management 

Present  inaction adversely impact future risk performance    

Management by exception is the foundation   



Governance Frame work - Example 
 

Depositors 

Shareholders 

Investors 

Regulators 

Accountable to   

 

Depositors 

Shareholders 

Investors 

Regulators 

Board of Directors 

 

Board of Directors 

Executive 

Management 

Regulators 

 

Executive 

Management 

Credit Risk 

Committee 

Regulators 

Credit Risk 

Committee 

Retail Risk 

Management 

Regaultors 

Board of Directors 

Executive 
Management 

 Credit Risk 
Committee  

 Retail Risk 
Management 

 Product Risk 
Management 

Accountable to   

Accountable to   

Accountable to   

Business Sustainability 

Capital Management 

 Risk Appetite setting 

Risk Limit Setting 

Down turn Strategy  

Lending Limit Setting 

 

 

Capital Strategy 

 Risk Appetite strategy 

Model Approvals 

Stress testing policy  

Credit Risk Policy Setting 

Lending  Limits 

Risk Monitoring 

 

 
Risk Assessment and Measurement  

Parameter & Risk Models 

Portfolio life cycle risk Management 

Stress testing execution 

Risk Exception Management 

Risk conformance review  

Portfolio Risk Monitoring  

 

 

 Product –  life cycle  risk management 

Product Parameter and Risk models 

New and emerging risk management 

Risk Strategy execution and testing  

Segment and Account management 

Product Risk exception management 

Product risk monitoring  

 

 

 

 

 

 

Ensure 

Sustainability 

Risk Appetite  

approvals 

Risk Limits  and  

Lending Limits 

approvals 

  

 

Responsible for 

Responsible for 

Responsible for 

Responsible for 

Responsible for 

Accountable to   
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What are the key components to     

 

Risk Appetite  

strategy  

is designed for  

Sustainable  

Results 

    Change and  

    adopt better  

practices  

based on  

lessons learnt 

    Centralized  

Risk  

        Management  

framework 

     Create  an  

advantaged  

        organization     

structure  

        and talent pool  

for execution  

    Efficiency  

       in managing  

RWA or  

Capital 

Achieve Effective and Proactive Risk Management 

 framework   

   Be able to  

implement  

fit for  

purpose  

approach 

Risk Readiness is key to sustainable results   

Robust risk 
Infrastructure 

( Data & Systems) 

Risk identification and 
measurement  

Strong Risk Reward 
Culture 

 Risk Foresight 
 Monitoring and 

optimisation 

 Ongoing Risk Capability Assessment  -  to be fit for growth 
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 Risk Appetite Strategy    

Risk Appetite  
Strategy 

Establish minimum 
threshold for  returns  
and loss absorption to 

mitigate volatility 
during  benign and 
downturn scenario 

Assessment of   
return and loss 
coverage during 

benign and downturn 

Determine the  country 
,portfolios and products 

to grow , maintain 
downsize, based on  

Assessment  

Determine optimal 
portfolio/ product  
mix to maximize  
return and  loss 

absorption capacity. 

Create / Adjust  Risk 
actions and policy to 
achieve the desired 
portfolio shape for  

results. 
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 Risk Management Process Overview 

Credit Risk 

Identified Risk 

High risk 

Medium Risk 

Low Risk Unidentified risk 

  

Avoid 

  

Transfer 

  

Reduce 

  

Accept 

Identification 

Measurement and 

Classification 

Treatment 

 

Managing 

Risk  

 

 

  Execution 



Portfolio 

Asset 
Composition 

Vintage  

Matured 

Maturing 

New 

Segment  

Bad Bank 

Short 
term 

VAR 

Medium 
term 

VAR 

Good 
Bank 

Prime 

Near 
Prime 

Tenor 

Short 

Medium 

Long 

Facility 
type 

Revolving 

Ever green 

Run down 

Term 

Short 

Long 

Bullet 

Behavior 
Migration 

Internal 

Utilisation 

Payment 

Debt 

Activation 

External 

Utilisation 

Payment 

Debt 

Activation 

Portfolio 
Leverage 

Unsecured 

Internal 

External 

Secured 

Internal 

External 

External 
Factors 

Economic 

Regulatio
n 

Political 

Market 

Internal 
factors 

Risk Policy 

Risk 
Action 

Debt 
collection 

Asset 
valuation 

Pricing 

  Risk identification in retail  



11 

Measure Portfolio Risk 

(Expected Loss, Earnings  at Risk) 

Identify Risk & Reward Drivers 

Stress for Risk & Reward Drivers 

(Stress Loss) 

R
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t 

Risk/Reward -Product/ 

portfolio/ product 

comparison 

Strategic Considerations: 

e.g. Expansion , maintain 

Risk/Reward 

Adequate? 

Yes 

Routine Risk  

Monitoring 

(Ongoing Risk measurement & Assessment) 

No 

Manage through, acquisition strategy , Credit 

policy, underwriting, 

Risk-Based-Pricing , Re-pricing and 

Product target market 

Internal Strategy 
External Strategy 

Manage through Capital Markets 

Instruments Credit Derivatives, Risk 

Insurance, Securitization, … 

R
is

k
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a
n

a
g

e
m

e
n

t 

Strategic Considerations: 

e.g. Reduction , discontinue 

 Risk Measurement and Management  
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Risk  Reward Assessment – example   
 Retail Risk Reward Metrics for Retail & Small 

Business - Domestic
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  Risk Reward Metrics for Domestic Commercial

6.93%

2.15%

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

8.00%

9.00%

0.00% 2.00% 4.00% 6.00% 8.00% 10.00%

Reward = Working profit  /Avg Assets

R
is

k
 =

  
E

c
o

n
o

m
ic

 C
a

p
it

a
l 
/
 A

v
g

 

A
s
s
e

ts

Risk = Economic capital / Avg Assets 

Reward = Working Profit / Avg Assets 

Working profit = Total income less Total Cost 

Reward 

Risk 

Reward 

Risk 

A simple example to show  
imbalance in risk reward metrics 

Margin Improvement 

RWA Improvement 

STRICTLY PRIVATE & CONFIDENTIAL 

Possible interpretations   

• Pricing not aligned to the perceived risk 

• Opportunity  to improve  parameter models  

• Opportunity to improve  portfolio 
management strategy ( Unutilized accounts) 
with respect to Revolving credit products 

• Opportunity to review retail lending 
product mix  



Retail Lending - Margin Dynamics 

Maturity &  

Vintage 

Interest  and 

Fees 

Product Mix 

Usage/ Activation 
Delinquencies 

External 

Factors 

Internal 

Triggers 

Risk  

Actions 

Interest and 

Fees Mgmt. 

Customer  

Account 

Policies 

Account 

 Management 

• Risk Adjusted Pricing Policies 

• Tiered Fees 

• Enhanced Funding Strategies 

thru CASA 

• Revenue Services 

• Re-engineered Acq/ Balcon 

Offers 

• Usage Stimulation and 
Activation Programs 

• Enhanced Wallet Share  

• Portfolio Shaping 

• Risk Transfer 

• Portfolio Acquisitions 

• Segment Mgmt 

• Preapproved & Upsell 
Initiatives 

• Product / Value 
Differentiation 

• Risk insurance 

 

• Collections Strategies 

• Authorizations and Balance 

Control Techniques  

• Credit Line Management 

• Acquisition Strategies 

• Risk Tools & Infrastructure 

 

Portfolio  

Mgmt. 

 
• Customer Performance 

Data 

• Seamless Customer 
Identification and 
onboarding 

• Data Enhancement / 
Promotional History/ 
Common Bureau 

• Business Leverage 

• Implicit Differentiation 

• Explicit Differentiation 

• Channel Product 
Optimization 

 Final Margin  
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 Risk Management Capability Assessment    

Define  desired  capability 
standards for capacity, 
performance and risk 
infrastructure across credit 
cycle 

Robust and reliable self 
assessment against set 
standards 

Identification and realization 
of what needs to be addressed 
to met the set standards 
 

Detailed Actionable plan and 
tracking mechanism to ensure 
agreed actions are executed within 
committed time frame 

Action completed 

Refine standards 

Setting Capability 
Standards across 
credit cycle 

Self assessment 
against Set 
Standards 

Gap Identification 

Action Plan , 
Tracking and 
closure 



 Credit Risk life Cycle   

Adjudication 

Account   

Management 

 

Portfolio 

Management  

 

Portfolio 

Monitoring 

Portfolio 

Collections 
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1 - Poor 2- Below Avg 3 - Average 4 - Ideal 5 – Superior 

4 5 5 5 4 4 

Target Score 

Risk Capability Scorecard  

Credit Risk Life Cycle Metrics  Performance & 
Capacity Metrics  
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Example of Performance metric  

Metrics Score 1 = Poor Score 2 = Below 
Average 

Score 3 = Average Score 4 = Ideal Score 5 = Superior 

Portfolio Quality < 50% of the 
portfolio not in top 2 
grades 

< 35 % of the 
portfolio not in top 2 
grades 

< 25 % of the 
portfolio not in top 2 
grades 

< 15 % of the 
portfolio not in top 2 
grades 

< 10 % of the 
portfolio not in top 
2 grades 

Portfolio margin = 
Working Profit / 
Avg earning assets 

< 20% of Plan < 10% of Plan As per Plan >10 % of Plan >20% of Plan 

Risk Adjusted 
Margin % = NIM 
% - Loss rate % 

<= 60 % of Net 
Interest Margin 

<=70 % of Net 
Interest Margin 

 

70 to 74 % of Net 
Interest Margin 

 

75 to 84 % of Net 
Interest Margin 

 

>=85 % of Net 
Interest Margin 

 

Loss coverage = 
Working Profit / 
total impairment 

< 1.5 times 1.5 to 2.5 times 2.6 to 3.4 times 3.5 to 5 times > 5times 

Portfolio Risk % = 
EC/Avg Earning 
assets 

>= 120% of portfolio 
margin 

90 to 119% of 
portfolio margin 

< 89% of portfolio 
margin  

< 75% of portfolio 
margin 

< 65% of portfolio 
margin 

RWA / Avg Earning 
assets 

>= 50% of Avg 
earning assets 

45 to 49% of Avg 
earning assets 

 35 to 44% of Avg 
earning assets 

< 35 % of Avg 
earning assets 

< 25% of Avg 
earning assets 
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Portfolio Performance Scorecard   

 Actual Score  Target Score 

Portfolio Quality 

Reward %  = 
Working Profit / 
Avg earning assets 

Risk Adjusted 
Margin 

Loss coverage = 
Working Profit / LI 

Risk% = EC/Avg 
Earning assets 

RWA / Avg Earning 
assets 

27/6 =4.5 30/6 =5 

1 - Poor 2- Below Avg 3 - Average 4 - Ideal 5 - Superior 

 Max Score  Min Score 

6/6 =1 

5 

4 

5 

5 

4 

4 

5 

5 

5 

5 

5 

5 

1 

1 

1 

1 

1 

1 
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 Adjudication-  capability assessment factors  

Policy  

Predictive and 
Decision Science 

Exposure 
Determination 

Pricing for Risk 

Decision Support 
Systems 

Credit Exceptions 

• Risk reward proposals 

• Product Program  

• Annual policy review 

• Segmented Risk 

Models  

• Fraud models 

• Bankruptcy  models 

• Propensity 

• Model optimisation 

monitoring 

• Limit models 

• Limit optimization 

strategy 

• Champion / 

Challenger test 

• Risk-based pricing strategy 

• Risk Reward optimization 

• Pricing using Parameter 

models 

• Exception policy 

• Underwriting 

standards 

• Limits and authority 

delegation 

• Policy and Business 

rules 

• End to end workflow 

management 

• Scorecard  

Management 



 Account Management – capability assessment factors  

Adaptive 
Control 
System 

Decision Science and 
Predictive Science 

Credit Bureau 
Strategy 

Account 
Management 

Strategy 

• Strategy builder 

• Design of  end to end 

workflow 

• Scorecard mapping 

• Multiple Decision areas 

• Champion Challenger  

• Segmented Risk and 

Product models 

• Payment Propensity 

models 

• Bankruptcy models 

• Collection models 

 

• Over-limit 

management 

• Line management  

• Collection 

Management 

• Renewal  

• Repricing 

• Strategy optimization 

• Leverage Triggers 

• Performance 

Triggers 

• Behavior Triggers 

 

 



Portfolio Monitoring – Capability assessment factors   

Key Risk Indicators 

Early Warning 
Process 

Stress Testing Loss Forecasting 

Risk Data 
Aggregation 

• Forward looking performance  

• Good bank / Bad Bank 

• Risk reward measure under 

benign and non-benign scenarios 

• New and Emerging risks 

 

• Early loss 

mitigation strategy 

• Early warning 

models 

• Use of Bureau 

behavior switch 

triggers  

• Strategy and policy 

• Integration into risk 

management process 

• Stress testing models and 

process 

• Risk cycle data 

• Bureau data 

• Relationship data 

• Market information 

 

 

• Expected loss 

forecasting 

• Bad Bank, bankruptcy 

Projections 

• Lifetime losses 



Points consider in managing risk for retail lending    

– Risk Readiness for growth  

– Risk capability measurement process  

– Risk appetite tied to my risk capability  

– Risk strategy mitigates significant loss event 

– Robust ,exhaustive and farsighted risk identification 
process 

– Accurate measurement and quantification process to 
help build fit for purpose risk strategy. 
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Información de Contacto 

 

• ganeshviswamani@gmail.com 

•+1-416-576-5450 

•https://ca.linkedin.com/in/ganeshviswamani 
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¡Muchas Gracias  
por su atención! 
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