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Introduction

« The role of models in financial risk management has increased over the years.
* Models have a prominent role in Basel Il and Solvency II.

* Models are not useful without being treated properly.

« This calls for a model governance framework as part of the model practice.

« Deloitte observed that maturity of model practice open for improvement.

* The survey gives the industry the opportunity to respond.
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Objectives of the survey

1. Gain insight in the level of maturity with regard to the four elements that constitute the
foundation of model practice:

Clear governance that addresses appropriate levels of approval;

Appropriate risk models and standards for model acceptance,;

Reporting and calculation systems that are reliable, flexible, transparent and easy to
operate; and

Data that is easily accessible, consistent and of sufficient quality.

2. Investigate the differences that exist within and between peer groups.
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* Scope:
« Europe and Middle East;

 Financial institutions;
« Smaller and larger institutions;

» Basel Il and Solvency II.
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Detailed statements on four model practice elements e.g.:

1. Governance

— The governance structure creates clear accountability and transparency to internal stakeholders.
— The governance structure defines the risk appetite and its connection to the overall strategy and capital plan.

2. Risk Models and standards

— Risk models are compliant with regulatory and accounting requirements.
— A periodic training program on model usage is in place.

3. Reporting and calculation systems
— Reporting of risk figures and risk-adjusted performance measures is aligned with business
practice.
— Stress testing is adequately designed and implemented.

4. Data

— Data history is sufficiently long.
— Data quality management involves clear responsibilities and accountability at senior
management level.

Besides the specific model practice elements, two final questions were asked:
— Indicate the percentage of time and resources currently spend on the 4 Model Practice items

— Indicate your opinion on the importance of the 4 Model Practice items by assigning percentages
6 © 2009 Deloitte



Design of the survey 3/3

Questions could be answered on a scale of 1 to 5:

Pre-implementation: Few efforts have yet been made to implement the required level of
model practice.

Scattered implementation: Some required model practice elements have already been

implemented.

Basic implementation: The organisation has achieved the minimum level of the required model
practice.

Aligned implementation: Model practice of various models is mutually aligned and is aligned with

model practice requirements.

Optimised implementation: Model practice is fully developed. It is an integral part of risk
management and is aligned with strategic business decisions.




Preliminary results

« Approximately 180 managers operating in approximately 150 financial institutions were approached.
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