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Priority for FSA
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« Bear in mind ‘tractability’ « Range and severity of issue  + Business risk

« Size of firm « Control measures
« Perceived importance
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risk) » HiFE T e e 2T 485 dik B 7
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Firms vs. issues

Big Bank
Impact Probability

+ Size of firm + Inherent business risks
» Quality of front-line controls

» Quality of oversight and governance

Issue #2
Mis-selling to customers

Issue #1
Poor COF,OOI‘GI‘E governance

Impact Probability

« range » chance of issue
« severity causing harm

Impact Probability

« range + chance of issue
« severity causing harm
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Impact Probabilit
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Total impact = [con: + : ]
= S[CxW, + (My+ M+ M) x W, ]
where: S = sector weighting = no. of retail customers / contracts
W, = consumer weighting M, = balance sheet size
Wm = markets weight = funds managed

= income
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Each risk group is broken down into its
underlying risk elements (over 50 in total)
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# %2 (risk group)4 4| &

(1) environmental risks > (2) customer,
products, markets > (3) Business

process * (4) prudential (5) customer,
products, markets control > (6) financial
and operating control » (7) prudential
risk control » (8) control function -
(9) management governance and

culture > (10) excess capital and
liquidity °
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lssues Classification: risk group(s) and risk
element(s) - determines where issue Scoring: probability
scoring feeds into firm risk model and materiality
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| Planning validation | Final validation |

< <

Flanming  [=#e= | Discovery |=#e | Evaluation |=pe=|Communication (== [ Follow-up

Dngoing monitoring
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Firm assessment

Identify and assess
material risks;

identify mitigating controls
Identify amount of capital

in relation to business
plan, strategies, and profile

Produce capital number
and assessment

Supervisory
assessment

Dialogue Review.and evaluate all
risk and control factors

Review and assess the
firm’s risk assessment

challenge Supervisory conclusion

Definition Expectation

= Non complex activities = Short list of significant
= Small market share risks
* Does not use advanced
approaches
* Not international

+ Complex activities
= Large market share = Likely to involve Economic

comp’ex - Uses advanced Capital Models

approaches
* Internationally active
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4 B FSA %5 % - 2 Hipdr o 4o BlorR 0 2007 &

LR RpREfF 22 AFERES - AR AR AET
AFAR AT R 20 2008 EAzge S 2 G B UEE - 2

2 E o

][C”}AF' ’eq“ged - ICAAP required for
or i on Base other firms (except certain
credit risk approaches commedities firms from 2010)

2006 2008

Pilot process

Early firms

Voluntary

Advanced firms

Mandatory

FSA © #-Basel 11 % = 44152+ 4 » ARROV 414 -
SR E T S L en® B 0 LR & i

BT ch- WA o
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Internal planning

Subm sS:on request

Detai;le;d_f:eview

Discuss findings

35



TiEEa 6 o

ot
AnS
—
|k
-\
H
a1
L
|
A
$ie
-5
=
=
i
=

o LR FE T ARG TR ) 2R AR
Hee eI~ MR R IRE AR A 23 e

PSABEZX § 7101 - & iR eh 6+ 2 &R R E KR Y

PR AR T gﬁaﬁa%ﬂ BB GEREAD 0 F
2 Tz I R iﬁ@ﬁ%ﬂw/mhm’ggf‘é

T AR § R R AL -
FSA S0 %4 ¥ = 4 i amms 0 - X gk

WP 14291 H3 6% FAFRBT R REP
R (Risk Review Department > RRD) t2e4:% % - k6 %
FEIRR A 1A RS NIFZITOFRI D 52 isane

% ¢ # F ARROW =5 — 427432 o

36



Quantitative Capital
assessments planning

Qualitative
assessments

Element 4
Extarnal faciors

Element 1
Palar 1 isks

Monitoring and
control

Element 2

Rilsk not fully coversd under PIlar 1

CRR or ICAAP

Internal governance
and oversight

Interim assessment

Element 3
Filske not covered by Fillar 1

resources requirement » % i TFAF K ER
capital(pre)&dp o R+ RIFEHHR ~KRFEFAIFLALF >
¥Rt 2477 0 F S capital(post) 2Ap S A 5 TG

A RIRR B E:pﬁiféitr%ﬂﬁo



£ In severe stressed case (post management actions)

*Raised extra capital
-Cut dividends (eg share issue) Capital (post)
*Reduced costs

*Reduced business volumes

Capital (pre)

time

FSA #3042 17 = ARROW F1 B3R cn % » 4 € (T3 A F
BEAZ Ry T2 0 E & g, #asrid%
- TFAFT AT R bR G 5 EE >V a
MFEAFTRI% B3R 28 F 7 idd T AF K 35%

I 65% e
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