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A5 Regulation and Controls

Seminar outline (3 days)

DAY ONE

Morning:

Review of international capital standards:
1. The history of international co-operation and the establishment of capital adequacy standards.

2. The role of the Bank for International Settlements (“BIS”) and the Cooke ratio.

3. The treatment of counterparty risk and product related counterparty risk.

4. The treatment of market risk and liquidity issues.

5. Illustrations of the impact on capital usage of reformulating the balance sheet for capital adequacy purposes.

Afternoon:

The effect of capital adequacy regulation on running a bank:
1. The impact of the regulation on the assignment of capital to individual bank businesses.

2. The temptation to increase real risk at the margin of BIS risk-parameters.

3. Standard calculations vs. “modelling”.

The current BIS proposals:
1. “Three pillars”.

2. Extension to the banking book of interest rate market risk.

3. Capital to cover operational risk.

4. New counterparty risk weighing proposals.

5. Greater opportunity for banks to use in-house models.

DAY TWO

Morning:

Understanding the risk 1:

1. The yield curve:

a) constructing the zero curve;

b) the yield curve as reference.

2. Exercises on the yield curve.

3. Sensitivity of bond prices to yield:

a) duration;

b) convexity;

c) the value of a basis point.

4. Exercises on duration.

5. Non-parallel yield shift risk: omega.

6. Value-at-Risk:

a) applying probability and volatility parameters;

b) choosing the confidence level;

c) “real life” vs. model.

7. Liquidity risk.

8. Stress testing and back testing techniques.

9. Exercises on stress testing.

DAY THREE

Morning:

Understanding the risk 2:

1. Issues in fraud prevention in banks:

a) separation of duties; the roles of:

i) front office;

ii) back office;

iii) mid-office and audit;

iv) management;

b) the culture of “four eyes”:

i) electronic assistance;

ii) real time monitoring systems;

iii) management reports;

iv) reconciliation;

v) limits control;

c) examples of breakdown in control leading to fraud; identifying the potential weak links;

d) intra-day risks – the power of MBWA (management by walking about);

e) accounting issues;

f) the role of external auditors;

g) the role of the central bank/regulatory authority;

h) spotting the behaviour patterns that could mean fraud;

i) spotting the trading patterns.

Afternoon:

Responding to risk events:

1. Coping with human and technological fallibilities:

a) back-up and recovery plans;

b) training and HR issues;

Major exercise on managing a treasury.
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