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Management Summary
This report presents the results of SAS’ 2006 international benchmark survey 
into enterprise risk management (ERM) in the financial services industry. The risk 
management market is currently very active both on the supply side (solution 
providers) and the demand side (financial institutions themselves). One of the 
key industry drivers is the advance of the regulatory compliance schedule. Yet 
organisations are taking a variety of paths toward better ERM. This study aims to 
explore the relationship between regulatory requirements and the business drivers 
behind ERM programs. 

Awareness of ERM has been growing in recent years and risk is now on every 
business’ agenda. Much has been said about ERM and how it can improve 
performance. The visibility of risk management has grown through a variety of 
channels, such as Basel II, Sarbanes-Oxley and the on-going corporate governance 
debate, further brought to the fore by high profile scandals and collapses such as 
Barings, BCCI, Enron and LTCM. Added to this is the growing availability of risk 
management tools, techniques and methodologies in the marketplace, which means 
that purchasers may be confused about what they need.

In addition, financial institutions are aware that ERM will enable them to generate 
greater rewards, highlighted by the fact that many firms are setting up new ERM or 
“integrated compliance” programs, as they recognise the opportunities available to 
them and the strategic importance of ERM.

Survey Demographics
Data was collected in March 2006. We received 339 responses to a global survey. 
Additionally, six percent of respondents were employees of regulatory bodies. Retail 
banks accounted for 38 percent of respondents, corporate banks 28 percent and 
insurance 11 percent.

Business Line Distribution
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There was a good distribution of firms by asset size. 19 percent of firms represented 
in the survey were very large ($250bn or more) and 20 percent had assets of less 
than $1bn.

     

This was a global survey. The geographic breakdown was 35 percent EU, 25 percent 
US, 17 percent Asia-Pacific and the remaining 40 percent from the rest of the world.

 

Asset Size Distribution

Geographical Distribution
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Twenty-two percent of respondents work in dedicated senior credit risk management 
functions. Operational risk and group risk functions were also well represented.
  
Key findings
• Both regulatory compliance and business concerns are driving ERM programs

• Basel II and IFRS/IAS are driving the majority of compliance initiatives

• Firms anticipate significant rewards in terms of reduced capital allocation, loss 
reduction and improved performance

• Credit risk management is still the top expenditure priority for most firms

• Firms recognise data quality and data management as a major obstacle to 
successful implementation of ERM programs

• Lack of awareness and knowledge of operational risk remains a key concern

• Firms are aiming to have a more integrated and systematic approach to ERM 
leading to risk-based performance management

Benefits and drivers of ERM
Respondents overwhelmingly rated ERM as “fundamental and on the critical path 
of [our company’s] business plan” (83%). Most of the remainder (17%) considered 
it “important, but not a priority”. The industry sees ERM as a far bigger issue than 
simple matter of regulatory compliance. Indeed, SAS has observed that there is some 
“creative tension” between the pragmatic, regulatory compliance driven approach 
to ERM and the business case approach. Ideally these should go hand in hand, but 
we sometimes see the regulatory approach pushes in a different direction than some 
business objectives.

Distribution by Job Function
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Some survey questions aimed to highlight this issue. We asked respondents “what do 
you see as the important benefits of improved ERM?” (on a scale of where 1 = “no 
importance” and 4 = “very high importance”). Business benefits scored highly here, 
notably “improved performance management” (3.6), “improved pricing of products” 
(3.3), “improved selection of clients according to risk profile” (3.2), “reduction in 
losses” (3.1) and “optimised allocation of capital” (3.0).

We also asked respondents to rate certain factors in terms of their impact on 
the development of their ERM program. In this case “compliance domestic and 
international regulations” was at the top of the list, but it had the same statistical 
score as “concerns over increased levels of credit losses” along with a variety of 
other business issues and internal management concerns.

Most important benefits of improved ERM

Factors that impact the development of your ERM program 
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With regards to compliance priorities, Basel II and IFRS/IAS requirements were the 
most important, followed by Anti-money laundering, Sarbanes Oxley, Solvency II  
and MiFID.
    
Economic rewards
We asked survey respondents to quantify some of the economic rewards of their 
ERM programs. Just over 72 percent felt that it would enable them to reduce their 
overall economic capital allocation, with an average estimated reduction of 10 
percent. The key contributor to this reduction was improved credit risk management 
(78 percent).

Compliance priorities

Expected change in economic capital over the next 24 months  
due to improved ERM 
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Key contribution to reduced economic capital 
over the next 24 months 

To verify the impact of such a reduction in economic capital we applied the 10% 
to a large European-based financial institution (focusing purely on the credit 
risk element). This bank’s regulatory capital allocation is $10bn, of which $6bn 
is allocated for credit risk. So the application of an advanced systematic ERM 
program, based on our average survey result, would reduce the capital allocation 
by $600 million. Applying a standard 10% cost of capital rate, this means that 
implementation of the ERM program could give the bank net benefit of $60 
million over 12 months. If this is then applied over a three to five-year period, the 
business case for an ERM program becomes very strong indeed.

Expected change in losses over the next 24 months 
due to improved ERM 
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When asked to give an estimate of the impact of an ERM program on loss 
reduction, the average response was that it would deliver a 14 percent reduction in 
credit losses and 10 percent reduction in operational risk losses. Again, if we apply 
this cost saving to a large European-based retail bank (one that has stated a $1bn 
annual credit risk loss in its recent annual report), then it is reasonable to assume 
that this bank could save approximately $140 million per annum through improved 
credit risk management.
    
Key contribution to reduced losses over the next 24 months 

Staff and systems
Where is the investment in ERM systems going? Based on the survey, expenditure 
on credit risk management systems is top of the list. For many financial services 
organisations Basel II has resulted in investments in new credit risk management 
technologies. Furthermore, a significant proportion of these firms have taken this 
opportunity to upgrade the overall credit management process and systems. Often 
the key enabler to this change is the overall infrastructure and data management 
architecture. This was confirmed by our survey results with “risk technology 
infrastructure/architecture” being the second highest expenditure priority.
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ERM expenditure priorities 

Interestingly, in the area of credit risk management, “credit scoring/rating” is still the 
highest priority (3.39), followed closely by “credit risk data warehouse and data inte-
gration” (3.28). This suggests that there are still a significant number of financial insti-
tutions engaged in the fundamental aspects of their Basel II projects. However, “credit 
portfolio management” (3.04) and “credit risk reporting/dashboard” (2.96) follow very 
closely in third and fourth place, suggesting the shift of expenditure from Pillar I to 
Pillar II of Basel II.

Credit risk management system priorities
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How do you plan to calculate your capital requirement?
Fifteen percent of respondents are not planning to use any Basel II methods 
to calculate their capital adequacy for credit risk. This is not surprising, since 
a significant number of survey respondents are based in North America and a 
proportion are from insurance, brokerage and regulatory institutions that are not 
covered by Basel II regulations. The favoured approach is either Basel II IRB 
Advanced Measurement Approach (44 percent) or Basel II Standardized approach  
(30 percent), with a further 11 percent opting for Basel II IRB Foundation.

How do you plan to calculate your capital requirement for credit risk 

How do you plan to calculate your capital requirement  
for operational risk 

For operational risk the favoured approach is the Advance Measurement Approach 
(41 percent) followed by the Standardized approach (30%).
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Obstacles to successful implementation of Basel II projects
The survey asked respondents to rate the obstacles to successful implementation of 
their Basel II systems on a scale of 1 (no importance) to 4 (very high importance). 

At the top of the list for credit risk management systems (with a rating of 4.48) was 
data quality. In our experience, ensuring that the data pool is clean, consistent and 
credible is a key issue. Many of our respondent are now in the critical implementation 
stages of their Basel II projects and are feeling the data quality pain. Unfortunately, 
for many institutions this aspect of the project was underestimated in the planning 
phase. You can have the most sophisticated analytic tools and methodologies in the 
world, but poor data quality will create a “garbage in, garbage out” situation – the 
entire risk management program can lack credibility, and risk assessments will lead to 
faulty decisions.

Similarly the second, third, fourth and fifth most important obstacles to successfully 
implementing credit risk management systems related to data and data management 
issues: “accessing multiple sources” (4.25), “core IT infrastructure” (3.82), “integrating 
multiple risk systems” (3.54) and “group level data aggregation and reporting” (3.52).

Main obstacles to successful implementation of  
credit risk management systems
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In the area of operational risk management the main obstacle to success is 
”awareness and knowledge of staff” (3.6). Here the human factor plays an important 
role. The requirement for subjective and qualitative assessment of risks introduces an 
additional level of complexity. Staff training and knowledge are essential ingredients in 
any successful operational risk management programme. This is closely tied in to the 
second most important obstacle “difficulty in collating sufficient volume of loss data” 
(3.2). Without sufficient awareness and motivation employees are less likely to report 
operational losses.

Our experience suggests that the obstacles organisations face have not changed 
substantially over the past two years, despite the fact that theoretical discussions of 
risk management have developed and matured considerably. Our view is that organi-
sations should focus more on tackling some of these key implementation issues. 
Understandably companies seem to have become fixated on regulatory timetables, 
moving faster than perhaps they should, causing them to neglect some fundamentals 
of IT and change management. As a result, many financial institutions are reviewing 
their approach and going through expensive and time consuming iterations.

Main obstacles to successful implementation of operational   
risk management systems



Enterprise Risk Management survey

Page 14

Future
Beyond Basel II many financial institutions are looking to link their compliance 
initiatives to value adding performance management programmes. Often this is 
done as an extension to the Basel II programme and requires collaboration between 
the risk and finance departments. This was validated by beyond Basel II priorities 
of our respondents with “credit portfolio management” (3.4) as a natural extension 
of Basel II and “risk-based performance management” (3.1) and “economic capital 
measurement and management” as the continuation of the journey toward ERM.

Beyond Basel II priorities 
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Which risk-adjusted performance measures  
are favoured by your organisation? 

Conclusion
Our survey has revealed that financial institutions are continuing to invest in ERM. 
Overwhelmingly, they see credit risk management as critical and anticipate significant, 
quantifiable economic rewards, including:
• A 10 percent reduction in economic capital

• A 14 percent reduction in cost of credit losses

Some respondents may be overselling the short-term benefits that can be expected 
from ERM in order to secure internal funding for ERM projects, but the long-term 
economic rewards remain clear. Respondents have identified these benefits to 
include improved performance management and improved risk-based pricing.

Considering the economic rewards that respondents expect, it is perhaps surprising 
that key challenges (such as data integration and data quality) have not been tackled 
head-on. Perhaps consultants and software vendors are still pushing the compliance 
button – it is easier to sell that way. However, for the long-term, software that simply 
allows you to tick in the boxes without ensuring consistent and transparent data 
governance will not deliver sustainable value.

In fact, fixation on the regulatory timetable may be obstructing progress toward more 
forward-looking ERM. It is clear from our survey that over the next few years financial 
institutions will be looking to get value from their investment in compliance processes 
and systems. The move from compliance to performance is fundamental to the future 
success of all ERM initiatives.
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