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RISK ASSESSMENT SYSTEM

Banking is a business of taking risks in order to earn profits. ~ From a supervisory
perspective, risk is the potential that events, expected or unanticipated, may have an adverse
impact on the bank’s capitd or earnings.  The Supervison and Examination Sector (SES) has,
therefore, adopted the risk-based examination approach. To supplement this gpproach, the
Risk Assessment System (RAYS) is developed.

Under the RAS, the various risks (Credit, Market, Interest Rate, Foreign Exchange,
Liquidity, Operations, Legd, Compliance) are measured and assessed in terms of quantity of
risk, quality of risk management and aggregate risk which are defined asfollows:

“Quantity of risk” istheleve or volume of risk that exists and israted as low,
moderate or high.

“Quality of risk management” is how well risks are identified, measured,
controlled and monitored and is assessed as strong, acceptable or weak.

“Aggregate risk” isthe combined assessment of the quantity of risk and the
quality of risk management and is characterized as high, moderate or low.

Examiners shdl accomplish the Risk Rating Form (Annex “A”) for every bank
examined. The risk assessment results shdl be discussed with bank management and/or its
board of directors for appropriate action which may include but not limited to reducing
exposures, increasing capita, or srengthening risk management processes.

Quantity of Risk

The rating for quantity of risk for each category is determined as follows:

1 Each risk fector is given a rating of low, moderate or high based on set standards
shown in the quantity of risk assessment form (Annex “B”).

2. Therisk rating is assigned an equivaent point of 5, 3 and 1 for low, moderate and high,
repectively.

3. The sum of the equivdent points is compared with the given ranges and ther
corresponding risk ratings of low, moderate or high.
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Quality of Risk M anagement

Therating for qudity of risk management for each category is determined as follows:

1 The questionnaire (Annex “C”) shdl be accomplished by the examiner. Each question
isanswerableby “Yes’, “No”. Indicate “N.A.” if not gpplicable.

2. The sum of “No”answers is compared with the given ranges and their corresponding
risk ratings of strong, acceptable or weak.

AQqQr egate Risk

The aggregate risk assessment for each category is determined by computing the
aggregate risk score asfollows:

1 The quantity of risk ratings and quality of risk management ratings shdl be given

equivaent scores of:
Quantity of Risk Rating Quality of Risk Rating
Low 5 Strong 5
Moderate 3 Acceptable 3
High 1 Weak 1
2. The average of the two scores (quantity and quality) shal be given an equivadent
aggregate risk assessment of:
Averagerisk score Equivalent Aggregate Risk Assessment
5 Low
4 Moderate
3 Moderate
2 High
1 High
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Ann@( “ A”

RISK RATING FORM

(Name of Bank)

Examination as of

Risk Rating

Category of Risk

Quantity of Risk

Quality of Risk M gt. Aggregate Risk

Credit

Ex.:
High

Acceptable High

Market

Low

Acceptable Moderate

Interest Rate

Foreign Exchange

Liquicity

Operations

Legd

Compliance

Attached are the details of the above risk ratings.

(Date)

Prepared by:
Bank Officer-in-Charge
Reviewed by:
Manager |1
Concurred in:

Deputy Director
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Credit Risk

1. The quantity of credit risk is:

O low O moderate

2. The quality of credit risk management is:

O strong O  acceptable
Aggregate credit risk:
O low O  moderate

O

O
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high

weak

high

Examiner’' s Comments;
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The ratings are defined as follows -
Quantity of Credit Risk:

Low — Current or prospective exposure to loss of earnings or capital is minima. Risk of loss
from concentrations is minima. The volume d past due loans is low relative to tota loans and
can be resolved in the norma course of business.  Credit-related losses do not meaningfully
impact current reserves and result in modest provisions relative to earnings.

Moderate - Current or prospective exposure to loss of earnings or capital does not materialy
impact financial condition. Exposure does not reflect significant concentrations.  The volume of
past due loans does not pose undue risk relative to tota loans and can be resolved within redlistic
time frames. Credit-related losses do not seriously deplete current reserves or necessitate large
provisions relative to earnings.

High — Current or prospective exposure to loss of earnings or capital is materia. Exposure
reflects significant concentrations. The volume of past due loans may be large relative to total
loans and may require an extended time to resolve. Credit-related losses may serioudy deplete
current reserves or necessitate large provisions relative to earnings.

Quality of Credit Risk Management:

Strong — Management fully understands al aspects of credit risk management. All aspects of
credit policies are effectively communicated. The credit granting process is extensively defined,
well understood and adhered to consisgtently.  Credit andysis is thorough and timely. Risk
measurement and monitoring systems are comprehensive and alow management to proactively
implement appropriate actions in response to changes in asset quality and market conditions.
Credit risk information systems are sophisticated, effectively integrated into the risk management
process and regularly updated. Credit administration is effective. Personnel possess extensive
technical and managerial expertise.

Acceptable — Management understands the key aspects of credit risk management. Key
aspects of credit policies are effectively communicated. The credit granting process is well
defined and understood. Credit analysis is adequate. Risk measurement and monitoring systems
permit management to capably respond to changes in asset quality or market conditions. Credit
risk information systems are satisfactory. Credit administration is adequate. Personnel possess
requisite technical and managerial expertise.

Weak — Management does not stisfactorily address key aspects of credit risk management.
Credit policies are not effectively communicated. The credit granting process is not well defined
and not well understood. Credit analysis is insufficient relative to the risk.  Risk measurement and
monitoring systems may not permit management to implement timely and appropriate actions.
Credit risk information systems may be deficient. Credit administration is ineffective. Personnel
lack requisite technical and manageria expertise.



Market Risk

1. Thequantity of market risk is:

O low O moderate

2. The qudity of market risk management is:

O strong O  acceptable

Aggregate market risk:

O low O moderate
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O high
O weak
O high

Examiner’'s Comments
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The ratings are defined as follows -
Quantity of Market Risk:

Low — Exposures represent a well-diversfied distribution. As a result, earnings or capital are
not vulnerable to sgnificant loss.  Exposure involves liquid and readily managegble products
and markets.

Moderate — Exposures represent a moderate digtribution, limiting the potentia for sgnificant
loss to earnings and capital.  The bank has access to a variety of risk management instruments
and markets at reasonable costs.

High — Exposures ae not diversfied, exposng the bank to a sgnificant loss of earnings and
capita.

Quality of Market Risk Management:

Strong — Management fully understands market risk and actively monitors and understands
products, market trends and changes in market conditions. Management information at various
levels within the organization provides a clear assessment of market risk, aggregate risk levels
and addresses limit compliance and exceptions.  Models and methodologies are independently
vaidated, tested and documented. There is a sound independent vauation process for al
ggnificant postions. Limit sructures are reasonable, clear and effectively communicated.  Staff
responsible for measuring and monitoring market risk is wel quaified and independent from
risk-teking activities.

Acceptable — Management understands the key aspects of market risk and adequately
responds to changes in market conditions. Risk measurement tools and methods may have
minor deficiencies or wesknesses. Management information reasonably portrays risk positions
and addresses limit compliance and exceptions. Modds and methodologies are vdidated and
acceptable. Pogitions are independently valued. Limit dtructures are reasonable, clear and
effectivdly communicated.  Staff responsible for measuring and monitoring market risk are
quaified and independent from risk-taking activities.

Weak — Management does not satisfactorily address key aspects of market risk and is not
implementing timely or gppropriate actions in response to changes in market conditions.  Risk
measurement tools and methods are inadequate given the size and complexity of activities.
Management information at various levels within the bank does not accurately characterize risk
positions or address limit compliance and exceptions. Postion vauations are performed
infrequently. Models and methodologies are vaidated and acceptable. Limit structures may not
be reasonable, clear and effectivedly communicated.  Staff responsble for measuring and
monitoring market risk are not independent from risk-taking activities.



Interest Rate Risk

1. The quantity of interest rate risk is:

O low O moderate

2. Thequdity of interest rate risk management is.

O  strong O  acceptable

Aggoregate interest rate  risk:

O low O moderate

O

O
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high

weak

high

Examiner’s Comments:
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The ratings are defined as follows -

Quantity of Interest Rate Risk:

Low —No ggnificant mismaiches exis.  Interest rate movements will have minimd adverse
impact on the earnings or capita of the bank.

Moderate — Mismaches are managed.  Interet rate movements will not have a sgnificant
adverse impact on the earnings or capita of the bank.

High — Sgnificant mismatches exist.  Interest rate movements could have a significant adverse
impact on the earnings or capita of the bank.

Quality of Interest Rate Risk Management:

Strong — Management fully understands al aspects of interest rate risk nmanagement, and
anticipates and quickly responds to changes in market conditions.  The interest rate risk
management process is effective and proactive.  Measurement tools and methods are
appropriate given the size and complexity of bank’s exposures.  Management informetion a
various leves of the organization is timely, accurate, complete and reliable.  Staff responsible
for measuring exposures and monitoring risk limits are well quaified and independent from staff
executing risk-taking decisons.

Acceptable — Management reasonably understands the key aspects of interest rate risk
management, and adequately responds to changes in market conditions.  The interest rate risk
management process is adequate. Measurement tools and methods may have minor
weaknesses. Management information at various leves of the organization is satisfactory, given
the nature of the bank’s activities. Staff responsible for measuring exposures and monitoring
risk limits are qudified and independent from staff executing risk-taking decisons.

Weak — Management may not satisfactorily understand interest rate risk management, and does
not take timely or appropriate actions in response to changes in market conditions.  The interest
rate risk management process is deficient. Measurement tools and methods are inadequate or
ingppropriate given the Sze and complexity of bank’s exposures. Management information at
various leves of the organization exhibits significant weaknesses and may not consolidete tota
exposures.  Staff responsible for measuring exposures and monitoring risk limits are not
independent from Staff executing risk-taking decisons.

10
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Foreign Exchange Risk

1. The quantity of foreign exchange risk is:

O low O  moderate O  high

2. Thequality of foreign exchange risk management is.

O  strong O  acceptable O  wesk

Aggregate foreign exchange risk:

O low O  moderate O  high

Examiner’s Comments:

1



Copy of Noel J. Pajutagana

Theratings are defined as follows -

Quantity of Foreign Exchange Risk:

Low — Pogtions used to manage foreign exchange risk exposure are well correlated to
underlying risks.  Foreign exchange rate movements will have minima adverse impact on the
earnings or capita of the bank.

Moderate — Podtions used to manage foreign exchange risk exposure are somewhat
correlated. Foreign exchange rate movements will not have a sgnificant adverse impact on the
earnings or capita of the bank.

High — Pogtions used to manage foreign exchange risk exposure are poorly correlated.
Forelgn exchange rate movements could have a dgnificant adverse impact on the earnings or
capita of the bank.

Quality of Foreign Exchange Risk Management:

Strong — Management fully understands all aspects of foreign exchange risk management, and
anticipates and responds well to changes in market conditions.  Exposures are effectively
measured, activdly managed and monitored independently. Hedging objectives are
comprehensve and well communicated. Management information a various levels of the
organization is timely, accurate, complete and reliable, Steff respongble for measuring
exposures and monitoring risk limits are well quaified and independent from staff executing risk-
taking decisons.

Acceptable — Management understands the key aspects of foreign exchange risk management,
and recognizes and responds to changes in market conditions. Exposures are adequatdly
measured and controlled. Hedging objectives are reasonable and effectively communicated.
Management informétion at various leves of the organization is satisfactory, given the nature of
the bank’s activities. Staff respongble for measuring exposures and monitoring risk limits are
qudified and independent from staff executing risk-taking decisions.

Weak — Management does not satisfactorily address key aspects of foreign exchange risk and
is not anticipating or implementing timely or appropriate actions in response to changes in
market conditions. Exposures are not measured, managed effectivdly and monitored
independently.  Hedging objectives are not reasonable, clear, or effectively communicated.
Management information at various leves of the organization exhibits Sgnificant wesknesses and
may not consolidate total exposures.  Staff responsible for measuring exposures and monitoring
risk limits are not independent from staff executing risk-taking decisons.



Liquidity Risk

1. Thequantity of liquidity riskis:

O low O moderate

2. Thequality of liquidity risk management is.

O  strong O  acceptable

Aggregate liquidity risk:

O low O moderate
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O high
O weak
O high

Examiner’ s Comments:

13
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The ratings are defined as follows -

Quantity of Liquidity Risk:

Low — The bank is not vulnerable to funding difficulties should a materid adverse change in
market perception occur.  Earnings and capitd exposure from the liquidity risk profile is
negligible.  Sources of deposits and borrowings are widdy diversfied with no materid
concentrations. A strong market acceptance of the bank’ s name offers the bank a competitive
ligbility cost advantage.

Moderate — The bank is not excessvely vulnerable to funding difficulties should a materid

adverse change in market perception occur.  Earnings and capital exposure from the liquidity
risk profileis manageable.  Sources of funding are reasonably diverse but minor concentrations
may exig.

High — The bank’s liquidity profile makes it vulnerable to funding difficulties should a materid
adverse change occur.  Significant concentrations of fundings may exis. The bank may
currently or potentidly experience market resstance which could impact its ability to access
needed funds at a reasonable cost.  Potentia exposure to loss of earnings or capita due to
high ligbility costs or unplanned asset reduction may be substantial.

Quality of Liquidity Risk Management:

Strong — Management proactively incorporates dl key aspects of liquidity risk into its overdl
risk management process and anticipates and responds promptly to changing market conditions.
Management has clearly articulated policies that provide clear insght and guidance on
appropriate risk-taking and management. Management information istimely, complete, focused
and rdiable. A comprehensive contingency funding plan exists which is fully integrated into
overdl risk management processes and which will enable the bank to respond to potentid crisis
gtuaionsin atimely manner and to the fullest capacity of the bank.

Acceptable — Management reasonably incorporates most of the key aspects of liquidity risk
and adequately responds to changes in market conditions.  Liquidity risk management policies
and practices are adequate. Management information is generdly timely, complete and reliable.
Management has a satisfactory contingency funding plan to manage liquidity risk and is generdly
prepared to manage potentia crisis Situations.

Weak — Management does not satisfactorily address key aspects of liquidity risk and is not
anticipating or implementing timely or gppropriate actions in response to changes in market
conditions.  Liquidity risk management policies and practices have substantia wesknesses.
Management informetion systems may be deficient.  The contingency planning process is

14
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deficent, inhibiting management’s ability to minimize liquidity problems in a deerioraing
scenario or to manage potentia criss Stuations.

Oper ations Risk

1. The quantity of operations risk is:

O low O  moderate O  high

2. Thequality of operations risk management is.

O  strong O  acceptable O  wesk

Aggregate operations risk:

O low O  moderate O high

Examiner’ s Comments:

15
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The ratings are defined as follows -

Quantity of Operations Risk:

Low — The volume and complexity of products and services expose the bank to minima risk
from fraud or error, processing disruptions, control failures or syslem development weaknesses.
The bank has a history of sound operations.

Moderate —The volume and complexity of products and services raise potentia risks from
fraud or error, processing disruptions, control falures or system development wesknesses.
The bank has a history of adequate operations.

High —The volume and complexity of products and services sgnificantly raise potentid risks
from fraud or error, processing disruptions, control failures or system development weaknesses.
The bank has ahistory of transaction processing failures.

Quality of Operations Risk Management:

Strong — Management fully understands al aspects of operations risk and anticipates and
responds to key aspects of risk associated with operationa changes, systems development and
emerging technologies.  Management has implemented sound information systems, internd
controls and audit coverage, athough minor deficiencies may exig.

Acceptable — Management reasonably understands the key aspects of operations risk and
adequately responds to risk associated with operational changes, systems development and
emerging technologies. Operating processes, information systems, internd controls and audit
coverage are satisfactory athough deficiencies exis.

Weak — Management does not understand or has chosen to ignore key aspects of operations
risk and does not anticipate or implement appropriate actions to respond to the increasing
complexity of operaions, sysems development needs or emerging technology.  Significant
weaknesses exist in operaions, information systems, internad controls or audit coverage.

16



L egal Risk

1. The quantity of legd rikis:

O low O moderate

2. Thequality of legd risk management is.

O  strong O  acceptable

Aggregate legd risk:

O low O moderate

O

O
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high

weak

high

Examiner’ s Comments:

17
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The ratings are defined as follows -

Quantity of Legal Risk:

Low — The bank’s history of litigationsis good.  The volume of accounts with technica
defectsis negligible.

Moderate — The bank’s higtory of litigations is not a concern. The volume of - accounts with

technical defects is reasonable.

High — The bank has a history of serious litigations. The volume of accounts with technical
defectsis subgtantial.

Quality of Legal Risk Management:

Strong — Management fully understands dl aspects of legd risk.  Legd risk management
policies provide dear indght and guidance. Legd daff are sufficient and well qudified to
handle legd cases.

Acceptable — Management reasonably understands the key aspects of legd risk. Legd risk
management policies are adequate. Legd staff are sufficient and qudified to handle legd cases.

Weak — Management does not understand or has chosen to ignore key aspects of legdl risk.

Legd risk management policies show sgnificant wesknesses.  Legd saff are inadequate and
may not be qualified to handle legal cases.

18



Compliance Risk

1. The quantity of compliance risk is:

O low O moderate

2. Thequality of compliance risk management is:

O  strong O  acceptable

Aggregate compliance risk:

O low O moderate

O

O

Copy of Noel J. Pajutagana

high

weak

high

Examiner’ s Comments:

19
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The ratings are defined as follows -

Quantity of Compliance Risk:

Low — The nature and extent of business activities Imit the bank’s potentiad exposure to
violations or noncompliance. The bank has few violations.

Moderate — The nature and extent of busness activities may increase the potentid for
violations or noncompliance.  The bank may have violations which can be corrected in the
normal course of business,

High — The nature and extent of business activities sgnificantly increase the potentia for serious
or frequent violations or noncompliance.  The bank may have subgantive violations which
could impact the reputation and earnings of the bank.

Quality of Compliance Risk Management:

Strong — Management anticipates and addresses key aspects of compliance risk and takes
timedy and effective actions in response to compliance issues or regulatory changes.
Compliance system is good.

Acceptable — Management addresses key aspects of compliance risk and takes appropriate
actions in response to compliance issues or regulatory changes.  Compliance system is
adeguate.

Weak — Management does not satisfactorily address key aspects of compliance risk and does
not anticipates or implements timely or appropriate actions in response to compliance issues or
regulatory changes. Compliance system is deficient.



Annex “C”

QUALITY OF RISK MANAGEMENT

CREDIT RISK Yes | No

1. | Does management fully understand credit risk? Y/

2. | Does management understand that the bank and its subddiaries are
exposed to credit risk in both on & off -balance sheet transactions?

3. | Are credit authorizations conducted by aunit independent of the risk-taking
unit and saffed by quaified personnd?

4. | Aredl credit lines subject to an annua review?

5. | Isthere proper coordination between risk-taking unit and credit department
to ensure that dl parties are informed of a change in the credit line or credit-
worthiness of counterparty?

6. | Does the bank have in place a centrd liability ledger system for monitoring
credit exposures (lending and financid derivatives)

7. | Arereports on credit exposures (lending and financid derivatives) timdy and
accurate?

8. | Arethe staff qualified to handle the credit transactions?

9. | Isthe gaffing sufficient to operate and manage the Bank’ s activities?

LOANS
10. | Doesthe bank have awritten credit policy?

a) Wasthisapproved by the Board?
b) Doesit contain the following minimum festures —
I guiddines for maximum loan volume reldive to bank
assets&  capital
. limits in the total exposure dlowed for different types
of industries or borrowers and related parties
. credit approva process and criteria for granting
loans, collatera requirements, documentation standards and

!/ I the quantitative credit risk assessment islow, then the answer is Y es.




repayment terms
V. lending authorities of officers and respongibilities
V. collection/charged off policy
a) Isthe credit policy subject to periodic review?

CREDIT RISK

Yes

No

11.

Does the Bank have aloan review system?
a) Wasthis approved by the Board?
b) Doesit have the following minimum festures -
I. criteriafor dassfying loan
ii. processfor identifying problem loans
iii. provisonsfor loan loss reserves

12.

Are credit limits strictly monitored to avoid extension of excessve credit to
a specific borrower?

13.

Doesthebank review & andyze theindividua borrower’s credit
sanding prior to grant/renewa/extenson?

14.

Does the Bank control credit risk exposures of company groups on a
consolidated basis?

15.

Does the Bank monitor the borrower’ s business performance regularly after
loan grant thru finencid andyss?

16.

Does the bank have in place restructuring plans for delinquent borrowers?

17.

Does the Bank regularly regppraise red estate/chattel offered as collateral ?

18.

Does the Bank congtantly monitor collateral value versus credit outstanding?

19.

Are the problem loangnonpeforming loans reported to
Management/Board of Directors?

20.

Are the terms and conditions gipulated a the time of loan approvd
observed?

21.

Is achecklist kept of dl documentation relative to a given loan?

FINANCIAL DERIVATIVES




22.

Are there written policies and procedures that address concerns on financial
derivatives credit risk management?

23.

Isthe bank’ s credit risk measurement system consistent with the level of
activity and degree of risk assumed by the bank in its derivative activities?

CREDIT RISK

Yes

No

24,

Has an approved counterparty list been issued or updated in the last 12
months?

25.

Are counterparty credit limits approved before the execution of derivative
transactions?

26.

Does the bank have a system for quantifying pre-settlement risk exposure?

27.

Are limits and monitoring procedures established by bank management for
Settlement risk exposures?

28.

Are there reports to senior management on line usage by counterparties?

Total Number of Unfavorable Answers

Risk Assessment

No. of Unfavorable Risk
Answers Rating
below 13 Strong
13 - 20 Acceptable
over 20 Weak




MARKET RISK

Yes

No

Does management fully understand market risk?*/

Does the bank use vauation methodologies?

Arethese—
a independently reviewed and tested?
b. documented?
C. well understood by management?
d adequate consdering the complexity of bank’s

financid products/services?

a Are gppropriate policies and procedures established to
control and limit market risk?

b. Arethese cdlearly defined in writing?

C. Are these consstent with the nature and complexity of
activities?

d. Are these gpplied on a consstent basis?

e Arethese reviewed periodicaly?

f. Are there pogition limits?

s} Are these observed?

Arethe drategies, policies and limits with respect to market risk
management gpproved by the Board of Directors?

a Is there a process for measuring and andyzing risk in dl
ggnificant activitiesarisng from market movements usng a variety
of scenarios?

b. Is the process effective based on result of back testing?

Is the respongibility for the above process given to a unit independent from
those executing risk-taking decisons?

Does the bank have adequate information system for measuring,
monitoring, controlling and reporting market risk exposures?

!/ 1 the quantitative market risk assessment islow, then the answer is Y es.




MARKET RISK Yes

8. | Arereports monitoring market risk exposures -
a submitted to the Board of Directors?

b. submitted to senior management?
C. timdy?
d. accurate?
e. informative?
0. a Does the bank undertake daily mark-to-market of its Trading

Account Securities, Available for Sale Securities and Underwriting
Accounts as required under BSP Circular No. 161 dated March
30, 199872

b. Does the bank underteke dally mak to market of its
outstanding forward contracts and other derivative products?

C. Is the mark to market being done by a unit independent from
the front office?

10. | Does the bank book its mark-to-market vauation either everyday or
every end of month?

Total Number of Unfavor able Answers

Risk Assessment

No. of Unfavorable Risk
Answers Reting
below 9 Strong
9-14 Acceptable

over 14 Weak






INTEREST RATE RISK

Yes

No

Does management fully understand interest rate risk? %

Does the bank have appropriate policies and procedures to control and
limit interest rate risk?

Areinterest rate risk policies and procedures —

a. dearly defined in writing?

b. conggent with the nature and complexity of activities?
c. applied on aconsstent basis?

d. reviewed periodicdly?

Is there a process for measuring and andlyzing risk in dl activities arisng
from interest rate movements using avariety of scenarios?

Is the respongbility for the above process given to a unit independent
from those executing risk-taking decisons?

Are the drategies and policies with respect to interest rate risk
management approved by the Board of Directors?

Does the bank have adequate information system for measuring,
monitoring, controlling and reporting interest rate risk exposures?

Are reports monitoring interest rate risk exposures —
a) submitted to the Board of Directors?

b) submitted to senior management?

c) timdy?

d) accurate?

€) informative?

Are the ill levels of management and daff sufficient to handle the
interest rate risk component of bank’ s various products?

Total Number of Unfavorable Answers

1/ If the quantitative interest rate risk assessment islow, then the answer is Yes.




Risk Assessment

No. of Unfavorable
Answers

below 5
5-8
over 8

Risk
Rating
Strong

Acceptable
Weak



FOREIGN EXCHANGE RISK

Yes

No

Are management and department heads fully aware of the risk inherent
in foreign exchange transactions?*/

a Does the bank have a written policy governing activities in
foreign exchange transactions?

b. Was this approved by the Board?

Are policies reviewed and updated periodicaly?

d. Arethese policies disseminated to dl concerned?

o

a Arethere limits set for foreign exchange operations?
Are these limits observed?
C. Arethese reviewed periodicaly?

o

Is management aware of settlement risk inherent in foreign exchange
transactions?

Areforeign exchange positions revalued in accordance with BSP
guiddines?

Are podtions and exposures on a consolidated bass  (including
subsidiaries) avalable a any given time?

Does the bank monitor & manage foreign exchange pogtion gap by
esch currency?

a Does the bank have in place uniform criteria for evaluating
country risk?
b. Isit reviewed periodicaly?

a Are there dop loss rules for bank financid
products/services?
b. Arethese reviewed periodicaly?

!/ If the quantitative foreign exchange risk assessment islow, then the answer is  Yes.

41




FOREIGN EXCHANGE RISK

Yes

No

10.

Does the bank draw up itsinvestment policy for foreign securities based

onitsanalyss of country risk?

11

Are there emergency measures deding with excessve losses in foreign
exchange derivatives arisng from market fluctuations?

12.

Does the bank have adequate information system for
monitoring, controlling and reporting foreign exchange risk exposures?

measuring,

13.

Are reports monitoring foreign exchange risk exposures -

a

®ap o

submitted to the Board of Directors?
submitted to Senior Management?
timdy?

accurate?

informative?

14.

Are the staff qudified to handle foreign exchange transactions?

Total Number of Unfavorable Answers

Risk Assessment

No. of Unfavorable Risk
Answers Raing
below 8 Strong
8-13 Acceptable
over 13 Weak
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LIQUIDITY RISK

1. | Does management fully understand liquidity risk? */

2. | Doesthe bank have awritten policy on liquidity risk management ?
a Wasthis approved by the Board/authorized committee?
b. Doesit contain the following minimum festures?

I.  Reservepostion policy
a) buffer pogtion
b) desired mix of reserves

ii.  Borrowing policy
a authorized limit
b) authorized sgnatories
c) computation/basis for amount to be borrowed

iii.  Interbank lending policy
a authorized borrowers
b) authorized lending limits
C) authorized Sgnatories
d) collatera requirements

iv.  Comprehensve MIS reports to management/Board

3. | Doesthe bank have aliquidity/fund management review sysem?

a. Wasthis approved by the Board/authorized committeg?
b.  Doesit have the following minimum festures?

i. authorized committee/officer to undertake the review
ii. processfor identifying liquidity risk
il action/procedures for liquidity problems

!/ 1f the quantitative liquidity risk assessment islow, then the answer is Yes.




LIQUIDITY RISK

Yes No

4. | Aresources of borrowings diversfied?

5. | Doesthe bank have sufficient funding sources?

6. | Does the bank conduct regular andlysis of sources and application of
fundsinduding maturity metching.

7. | Does the bank have a contingency plan in case bank encounters serious
liquidity problems?

8. | Isthe management information system on liquidity risk timely and religble?

Total Number of Unfavorable Answers

Risk Assessment

No. of Unfavorable Risk

Ansners R4t ng

below 8 Strong
8-12 Acceptable
over 12 Weak
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OPERATIONSRISK

Yes

No

Does management fully understand operations risk? %

Does the bank have awritten operations policy?
a) Wasthis approved by the Board?
b) Doesit contain the following minimum festures?

i organization gructure

i. personnel policies

ii. risk management system

V. insurance on bank assets

V. minimum interna control Sandards
Vi. management information system
Vil. accounting/reporting system

viii. Security system

iX. internd audit systems

a) Isthe operations policy subject to periodic review?

a) Does the bank's organization <ructure show appropriate
segregation of functions?
b) Isitactudly followed?

Has management established a methodology to identify, monitor and
control operations risks?

Does the systems development and capacity support the bank’s volume
and complexity of transactions?

Are adminigrative and accounting control exceptions kept a a
minimum?

Does the bank have a contingency plan in case of operationd failures?

Does management anticipate and respond to market and technological
changes?

Are management reports timely, accurate and complete as to
information?

% 1 the quantitative operations risk assessment is low, then the answer is Yes.







OPERATIONSRISK

Yes No

10.

Are there management reports on the financid condition and
performance of the Bank submitted to the Board and senior
management to assst them in the formulation of policies and plans?

11.

Is there a feedback mechanism on adherence to set policies, stlandards
and procedures on mgor activities of the Bank?

12.

Is there a downward and upward flow of communication within the
Bank?

13.

Are externa and interna audit reports as wel as BSP reports of
examination utilized to improve the bank’s performance?

14.

Is the internd auditor/internd audit department independent of  bank
management?

15.

Isfinancid performance monitored on a consolidated bass?

16.

Does management give prompt and adequate attention to audit results
and take appropriate remedial measures if problems are detected?

17.

Does management plan and exercise due diligence to ensure that the
Bank is not exposed to operationd risks arising from the introduction of
new products and services or new technology or systems conversions?

Total Number of Unfavorable Answers

Risk Assessment

No. of Unfavorable Risk
Answers _Rding
below 10 Strong
10-15 Acceptable
over 15 Weak




LEGAL RISK

Yes No

1. | Does management fully understand legd risk? %

2. | Doesthe bank have awritten policy on legd risk
management?
a) Wasthis gpproved by the Board/authorized committee?
b) Doesit contain the following minimum festures?
I legdl documentation for particular transactions

involved

. unit/division to do the prescribed legd
documentation

. procedures for handling legd cases

V. authorized limitsin compromise cases

V. gpproving authorities on legd recommendations

Vi. provision for contingencies in the event of losses
arigng from lawauit

Vil. legd risk review system

3. | a Doesthe Bank have alegd department outside counsel?
b. Doesit submit regular status report to Management/ Board?
c. Arethese reports adequate and timely?

4. | Arethe gtaff qudified to handle lega cases?

5. | Isthe gtaffing in the legd department sufficient to handle its activities?

Total Number of Unfavorable Answers

Risk Assessment

No. of Unfavorable Risk

——ARSHEFrS———— Raing
below 5 Strong
5-8 Acceptable
over 8 Weak

“/ 1f the quantitative legal risk assessment islow, then the answer is Yes.
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COMPLIANCE RISK Yes

1. | @ Doesmanagement fully understand compliancerisk? 1/
b) Is the BoardManagement aware of the latest regulatory/legd
issuances affecting the bank’ s operations?

2. | Doesthe bank have a Compliance Officer?

3. | Doesthe bank have awritten compliance program?

a) Wasit approved by the Board?

b) Doesthe compliance program contain the minimum features required
under Circular No. 145 dated October 2, 1997?

c) Wasit submitted to BSP?

d) Isit beingimplemented?

4. | @ Does the bank’s compliance program address al aspects of
compliancerisk ?

b) Is the bank’s compliance program disseminated throughout the
indtitution?

5. | Are financid irregularities and other incidents reported to supervisory
authorities within the prescribed period?

6. | Are busness operations conducted in compliance with laws, rules and
regulations?

Total Number of Unfavorable Answers

Risk Assessment

No. of Unfavorable Risk
— Answes  _Rding—

below 4 Strong
4-6 Acceptable
over 6 Weak




1/ If the quantitative compliance risk assessment islow, then the answer isYes.



