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Jürgen van Grinsven helps financial institutions to solve their complex risk management
problems. In his opinion, solutions for risk management need to be effective, efficient
and lead to satisfaction when implemented in the business.
This book helps (senior) risk managers to formulate value propositions. Why?
Paramount to their success is the ability to identify, assess, formulate and communicate
value propositions to their stakeholders.

Editor in Chief


Dr. ing. Jürgen H.M. van Grinsven

Editorial board


Michael Bozanic MBA



Drs. Philip Gardiner



Joop Rabou RA RE



Drs. Gert Jan Sikking

Advisors


Prof. dr. Fred de Koning RA RE



Drs. Patrick Oliemeulen CAIA FRM RV

Cover design and Photo


Drs. Wilfred Geerlings (wilfredgeerlings.com)

Assistant


Ir. Henk de Vries

Guidance and questions before you read this book.

Are you able to formulate and communicate value propositions to your
1. Introduction to
risk management

2. Risks in client
relationships

3. Risks in the
building blocks

stakeholders?

Life-cycle needs are continuously evolving, is your organization ready for
tailored client needs?

The foundations of risk management in financial services have been in
place for years. However, as concepts, tools, and approaches are changing
is your organization benefitting from these developments?

Risk managers are scrambling to understand the intricacies of Basel II and
4. Risks in running
the business

5. Formulating value
propositions

Solvency II. In their desire to understand market, credit, and insurance
risks have your risk managers relegated Operational Risk to an afterthought?
The most important job of senior risk managers today is to: identify,
formulate, assess, deliver and communicate value propositions to their
stakeholders. How do you formulate yours?
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Are you able to formulate and communicate value propositions to your stakeholders?

M. Bozanic

1.

Introduction to risk management
Michael Bozanic MBA
Dr. ing. Jürgen van Grinsven

Risk management has been in place in financial institutions for hundreds of years. Managing on
the five major decision variables (Liquidity, Credit, Interest rate, Cost, Capital) have been
considered in one degree or another for quite some time. However, our approach to managing
these interactions has changed considerably. New approaches and techniques have been
developed based on technological developments, greater access to data, and a deeper
understanding of the relationships between the variables. These developments have come at a
good time as stakeholders such as clients, employees, suppliers and regulators are increasingly
becoming more informed and more demanding in terms of transparency and accountability.

Risk managers are under pressure to compete in highly competitive markets while solidly
honoring their obligations and navigating their businesses safely into the future. Paramount to
their success is the ability to identify, assess, formulate, and communicate value proposition to
those same stakeholders. It is with this objective in mind, to assist senior risk managers
compose value propositions, why this books exists. There are many value drivers to the success
of a financial institution, when reading through the chapters in this book we are confident you
will find many insightful ideas, concepts, and methods to help shape or reshape your value
propositions. Some ideas you may find very unique others rather complimentary to your current
approach in constructing value propositions.

The primary objective of this book is to support senior risk managers in further developing and
effectively communicating viable, coherent, and sound value propositions to their stakeholders.
We define a value proposition as a clear, concise series of realistic statements based on an
analysis and quantified review of the benefits, costs, risks and value that can be delivered to
stakeholders.
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1.1. Risk management in financial institutions
Dr. ing. Jürgen van Grinsven
Prof. dr. Ben Ale
Drs. Marc Leipoldt

Recent scandals and losses indicate that pro-active risk management is not yet a common
practice in Financial Institutions (FI’s). The corrective impulse from risk related losses is only
short lived. Reports as an instrument to control risk often turn into documents to comply with
internal rules and external regulation. The effects from this are visible for the conscientious risk
manager: the next incident is just around the corner. Retrospectively, this incident will show
unambiguous resemblances with previous risks. However, with good instruments we can learn
from previous occurrences. The question is: do we want to invest in managing risks or do we
assume that ‘it will not happen to us’? In this chapter we first discuss the importance of risk
management in financial institutions. Then, we present an overview of publicized losses and
relate them to managerial aspects in risk management in financial institutions. Finally, we
discuss implementation aspects and address the issues that increase the likelihood for a
successful implementation of risk management in the business.

1.1.1. Importance of risk management
Risk Management supports decision-makers to make informed decisions based on a systematic
assessment of risks in a financial institution and its context (Cumming & Hirtle, 2001; Grinsven,
Janssen & Houtzager, 2005). Despite lessons from the past, risk and risk taking behavior seems
to shift towards the operational level. In 1995 the unauthorized trading of a bank employee was
one of the main causes of the collapse of the Barings Bank. This was possible due to
insufficient segregation of duties and because the management did not fully understand what
happened in Singapore. In 2003 SMI management suffered a loss of $1,5 million. The cause of
this loss was remarkably common: a secretary committed fraud with cheques. During the
investigation it became clear that insufficient segregation of duties and wrongly designed
procedures was asking for trouble. More recently, in 2009 the DSB bank collapsed and in 2008
several insurance firms suffered losses. These examples are not isolated incidents, they
materialize with some regularity in both large and small financial institutions. Although we
would expect that financial institutions have learned from these debacles, publicized losses
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indicate that, in general, insufficient has been learned from the past, see Table 1. Noticing the
high-profile events, it is not surprising that the financial service sector is increasingly aware of
the commercial significance of risk management. Three reasons might underpin this: the
subprime-crises, the New Basel Accord and the fact that directors and managers increasingly
face personal liabilities (Young, Blacker et al., 1999; Grinsven, 2009).
Year Organization
2009 DSB Bank
2008 Delta Lloyd
Nationale Nederlanden
Fortis ASR
Société Générale
2003 SMI management
2002 Allied Irish Bank
DBS bank
WorldCom
Bank of America
2001 Enron
Asia Pacific Breweries
2000 Semblog
1995 Barings Bank
1994 Metallgesellschaft

Loss
Collapse of the DSB bank (total loss to be confirmed)
300 million € by dissemination of incorrect information
365 million € by dissemination of incorrect information
750 million € by dissemination of incorrect information
4,9 billion € by suspicion of deceiving/fraudulent transactions
1,5 million $ by fraud with cheques
750 million $ by unauthorized trading
750 million $ by unauthorized trading
7,6 billion $ by inflated profits and concealed losses
12,6 million $ by illegal transactions/fraud
250 billion $
116 million $ by cheating banks
18,5 million $ by false invoices, bogus accounting entries
1,4 billion $ by unauthorized trading
1,5 billion on oil futures

Table 1: publicized losses (Grinsven, 2007; Grinsven 2008)

To summarize: by the end of the 1990s many financial institutions increasingly focus their
efforts on risk management. This was mainly motivated by costly catastrophes (see above) such
as Barings, Sumitomo and the New Basel Accord (Grinsven, 2009).

1.1.2. Implementation of risk management
When financial institutions decide that active management of risk is important they should
consider the best way to implement this in their daily business. Both the positive and negative
effects of implementation have to be taken into account because: frequently goals are not
achieved or budgets are wasted on inappropriate projects. Further, active management of risk
can fail for several reasons: risk losses are not reduced resulting in higher costs and/or savings
from synergy with other projects e.g. compliance is lower than expected, for example due to
high coordination costs. Moreover, the internal service delivery can be disappointing: the
transition to the new situation does not go well or the budget is too low to really have a positive
effect.
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For risk management to function properly, one should think about the desired results in
advance. Deliberate choices have to be made by the management. Risk managers should
formulate value propositions: the planning and control of risk management must comply with
specific requirements enforced by internal rules and external regulation. This can lead to a shift
of influence in the internal organization. In practice, there is also the tendency of business
managers to make information about risks superficial, including the information about potential
losses. This burdens the risk manager with the problem: How can I make good risk
management and its consequences visible to the (top) management?
Way of thinking
A way of thinking helps to capitalize on new chances in the market and to complete a successful
integration in the business. The way of thinking should reflect the senior’s risk managers view
on risk management, provide (risk) managers in the business with the underlying structure, set’s
the overall tone, delineates how risk managers thinks’ that the major decision variables
(liquidity, credit, interest rate, cost capital) should be interpreted and provides design guidelines
on which risk management is based. See Grinsven (2009) for an elaboration of the way of
thinking.
Design guidelines
The way of thinking incorporates at least four important design guidelines. These guidelines
‘guide’ the way of working in a FI. The starting point for the design guidelines is that it gives the
(top) management a sufficient, reliable, robust and accurate assessment of the risks and the
mitigation measures that have to be taken.


The first guideline states that the approach must satisfy the dominating laws, legislation and
risk management standards.



The second guideline states that the approach must be based on procedural rationality:
decision makers (managers) must be able to make decisions as rationally as possible. This
can only be accomplished when there is a sharply defined risk management process to
which different parties can commit them. Transparence in financial risk is an example of
this since decision makers cannot rely on the ‘math’ behind risks only.



The third guideline states that the approach must guarantee a shared view about the results
so that control measures can be implemented effectively in the business. One must realize
that a strong basis is needed among the employees working in the financial institution.

4

Chapter 1: introduction to risk management



The fourth guideline states that the approach must be flexible to use and be able to be put
into the daily practice.

Way of working
The way of working uses the guidelines as ‘guidance’. The way of working describes the
responsibilities, process, systems, people and activities that need to be executed for a successful
implementation in the business. In this chapter we present several aspects because it leads to far
to elaborate on this. For an elaborate overview and detailed description we refer to Grinsven
(2009) or see chapter 4.7 in this book for a more detailed example.
Responsibility and accountability
Too often responsibilities are blamed on multiple persons so no individual can be held
responsible. In most cases there is actually only one person who is responsible. Therefore, that
person should be held accountable for the decision which is taken. Who is responsible, is
accountable. This is incorporated in the governance structure of the organization. The three
lines of defense have to be designed carefully. Realization is the key word.
People, processes, systems
It must be clear what risk management exactly entails in each business unit: which processes
and systems are being used, which activities are carried out, which systems are being used at
what time by which employees and which control measures are available. The risk manager
responsible for the integration of various risk management functions must have the knowledge
to do so, be able to collaborate with other business functions and not be scared to criticize
existing organizational patterns.

1.1.3. Summary
Financial Institutions are increasingly focusing on risk management. However, for risk
management to function properly one should think about the desired results in advance. This
can be improved by (1) a way of thinking that includes a number of guidelines that help to
formulate value propositions (2) a clear way of working including the governance,
responsibilities, accountabilities, people, processes and systems. These aspects help to formulate
the added value of risk management and advocate using a systematic approach for risk
management to capitalize on new opportunities in the market.

5

