RISK MAMNAGEMENT

RARQOC on the Rise

More firms are analyzing revenue in relation to risk by using
RAROC calewdations designed in house. Wil the vendor

commmunly fumfs in the game?

BY CRAIG MCGUIRE

ith linancial services firms constantly searching for ways to

cllectively analyze revenue in relation o risk exposure, a

mumber of companies are throwing their weight behind

technology related o Risk Adjusted Return on Capital

{BRAROWC) caleulations,

Newton, Mass.-based Meridien Research recently tracked Five financial

sevices firms currently involved in var-
i RAROC-related projects. Thaiigh
IT wificials at these fioms, with com-
B asscts topping $1 irillion, decline
to alisenss their Hedgling deplovments,
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As things are beginning o settle
down following a re-org initiaed by
new Chairman and CEC John Hun-
kin, Canaedian Imperial Bank of Com-
maerce (CIRCY i in the madse of an
cnierprisc-wide rollour of o RAROC
system. First Union, with some 5230
billion in asseis under managemen
and ol stockhalders’ equity of $16G
Billicre s deploving o RAROWC SURIET
i berver view product and client prof-
itability with 1ts segmenis amd majo
baasiniess Tinnies,

Dutch  powerhouse ING Group
pelivnns b se RAROK (o support consis-
tency in policies amd reporting across
s banking, insurance and asset man-
ARETNENL EroupE. |u_."|. l::r_||'|_|,
alreaily expericnced success with its
EAROLC deployment in the Form of
return on its equity for all of its variouns

Tias

lines. Andd then there's the General
Risk Analysis Computer Environment
(GRACE) system developed by Swiss
Reimsurance Corp. to analvre its main
categories or risk dependencies be-
e these categorics.

The wnderlving concepts are not
exactly carth shanerng. In fact,
RAROC processes are simple caloula-
s than have been used by financial
services firms for over 30 years. “The
BEAROC caleulation is a relatively

straighe-forward equation that evalu-
ates the relationship bewween risk
revenues,”  savs  Mernden's
Willisams,

direcior that awhored the e o

el
Deborah the  rvesearch
“There are three thangs vou need io
ko g el RARCH —whant the retien
is, what the visk is and whan the CapH-
tal paimibaer is,”

Williams explaios (lu the com-
plexity dloesn's D o (b BRAROC cal-
cuilations themselves, but rather in the
underlyving welinology that draws the
informaaon and the Tirst level of cal-
culations that compile the Gpures
wsedl to perform BAROC, “Frankly,
marst BARCM . ealeulations waday are
done on relatively  simple  spread
sheets.” savs Williams, "B the com-
(Hexiey comes when sou have w drill i
down for individual produces, busi-
nesaes and even bosiness lines—ahen
virtn Buave lasts o nsanlsers

“RARO s an incredibly powerful
manageincnl tool and is relaively eas
tor caloubane o the underlying infoas
trwcture is in place,” savs Williams
“The biggest challenge in a RAROOC
implementaticn is aligning (e data
Trom the risk engine and from ihe
fimancial systeims,”

With the wehnodiopy 1o U
these inititives VENEINE & |'|,-|.|_|_iu-|:.
thew phesomenan, o date all deploy-
meils hive beeen solely ineermal [pra-
ety with noo assistance frome the
vl 1'1lIIIIIII.I.IZ|i|:|-.

“The relatively small amount of
spending on RAROC [related wek-
nology | today is abow o explode as
BAROM, Becomics recogniced as a
major factor in both product pricing
and  instimticonal  pedormance,”
Willizsns Fllr:lil 15, "B, \|:||-|||1i|'|14 i
BARCH: calowlations will never be
thai high becanse in°'s o simple calou-
latirn, It's the spending on the
underlving inlasiraciure that's sure
to inerease demtically, Ie's already

happenmg.” »
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