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Working at Zanders

Martijn Wycisk
“When I started my Executive MBA
program at the Rotterdam School of
Management (RSM), I had been working at UBS for more than 10 years.
After hearing the experiences of other
people on the course, I decided to
change my career and took a different
direction to work as a consultant.
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(Erasmus University)
& Executive MBA
(Rotterdam School of
Management)
Graduated:
2012
At Zanders since:
2014
Function:
Executive Consultant

After many years of experience
working for the Swiss bank I am now
fortunate to be working in Zurich, for
a Dutch company. My current position
at Zanders offers me the opportunity
to develop myself as a consultant.
My experiences, particularly in the areas of treasury
and ALM, and my network within the Swiss banking
sector provide me with an excellent basis to be able
to advise financial institutions in Switzerland. Zanders has, of course, much experience in the field of
treasury – as well as risk management for large and
small banks in the Netherlands. We complement
each other well. I strive to add value to Zanders’
ambition to ensure business development in the
Swiss market. My main aim therefore is to broaden
the market for advising financial institutions in
Switzerland and to make this successful. It’s a goal
I wish to pursue with an entrepreneurial spirit and
will, of course, be supported by a very strong team
in the Netherlands.
I feel comfortable within the Zanders culture; I enjoy
working with others on a project, am energetic and
very driven in realizing my goals. I believe that in
the not too distant future Zanders will, besides
corporate advisory, also have a financial institutions business in Switzerland with a stable customer
base.
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There’s still a long way to go; the establishment and
expansion of a business – the advising of financial
institutions in Switzerland – will more than likely
have its teething problems. However, working as
a consultant at Zanders has given me great satisfaction and I am especially drawn to the variation.
At the end of the day I will always be up for the
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Foreword

Back to normality
As I write this preface, a
new school year is beginning in many countries.
It’s a time when the ‘back
to school’ effect is felt in
households across the
world. Schoolchildren and
students prepare themselves for a new academic
year, buying their new
dictionaries, diaries and
calculators, while their
parents help them to cover
their books.

Due to the summer holiday period and the many
absentees, projects can even come to a standstill.
Some countries have organized a fixed period for the
holidays, so that in August there is hardly anything
to do at the office and nothing needs to be delegated.

During the holidays, professionals and consultants
also prepare themselves for the ‘back to work’ effect.
We don’t buy new stationery and text books but our
minds are busy planning all the upcoming activities
that will start after our vacation. But a common
precursor to our vacation is what we could call the
‘prepare for holiday’ phase; the period in which we
need to finish those many tasks on our to-do list,
plan ahead and delegate to our colleagues who stay
behind during the holidays. These are the last chores
that often pose the challenge required to achieve the
feeling of peace and satisfaction needed for a good
vacation.

The period right after the summer break, of almost
four months without any public holidays, is a perfect
time for a company to put a lot of energy into the
business. It is a time to reorganize and to implement
new processes. Everyone is present, with charged
batteries and healthy ambitions.
Holidays are great, but being ‘back in normality’
certainly feels good too.
Sander van Tol

Although I always enjoy taking a holiday, I also welcome getting ‘back to normality’. It’s great to return
home with some pleasant experiences and renewed
energy. It’s probably like the schoolchildren who
start their new school year with their new backpacks,
books and ideas; I go back to work with a backpack
filled with new energy and intentions to work hard.
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Revitalizing European treasury at Estée Lauder

ELC’s journey towards
streamlined European banking
4

The Estée Lauder Companies (ELC) set out to change
its European banking landscape and one of its ﬁrst
goals was to reduce its banking relationships in
the EMEA region from 32 to two. The task required
a rigorous request for proposals (RFP) process to
select the banks. Writing more than 200 targeted
questions for the RFP, with guidance based on
Zanders’ experience in this area, enabled the
company to make a clear decision.
Born Josephine Esther Mentzer, Estée Lauder was
raised in Queens, N.Y., by her Hungarian mother,
Rose, and Czech father, Max. The name Estée was
a variation of her nickname, Esty. In 1946 she and
her husband, Joseph Lauder, officially launched the
company and, almost 70 years on, the company
still has an entrenched sense of family history. The
Estée Lauder Companies Inc. is one of the world’s
leading manufacturers and marketers of quality skin
care, makeup, fragrance and hair care products. Its
products are sold in over 150 countries under brand
names including Estée Lauder, Aramis, Clinique
and M•A•C.

As part of its growth cycle, in 2009, the company
appointed an outside CEO – Italian business
executive Fabrizio Freda. Since then, the company’s
net sales have increased from $7.3 billion to $10.97
billion in 2014. This growth cycle has necessitated a
more efficient, streamlined way of managing
cash flows.

From 32 to two banks
ELC’s European operations cover 23 countries,
had 32 banking relationships and approximately
200 bank accounts. This had several implications,
including inefficient centralization of cash,
increased counterparty risks and difficulty in
implementing host-to-host connections. The setup also meant there was less than optimal control
and management of excess cash, as well as an
opportunity to gain greater efficiency in payments
and statement processing. Hence, ELC identified the
need to significantly rationalize the number of cash
management banks and bank accounts – so the ‘Pan
European Bank Structure Project’ was born.
So how did the company approach the vast task
of streamlining almost 200 bank accounts and its
numerous banking relationships? It was decided

that two or possibly three pan-European cash
management banks should be selected. The project
involved implementing a centralized liquidity
structure for excess cash with a zero-balancing
account (ZBA) structure.

Success is in the preparation
The first step of the project was an extensive
request for information (RFI) project, which lasted 18
months. The company’s international treasury centre
(ITC) began by gathering information from ELC’s
many affiliates in the region and then broadened
the research to include current best practices for
banking and cash management. Executive director for
European treasury and accounting at ELC’s ITC, Bart
Taeymans, says: “During the RFI process we wanted
to reach out to and learn from our relationship banks
that participate in our revolving credit facility as well
as other major banks. We were looking at what might
be possible and wanted to learn best practices on
how companies can manage cash in Europe.”

FLTR:
Laurens Tijdhof (Zanders),
Angel Cheng and
Bart Taeymans
(both Estée Lauder)

The RFI looked at all possibilities, from the best way
to obtain a report on all balances, to ways of pooling
or centralizing cash management in each country. It
was a vital information-gathering stage to prepare
specific, targeted questions for the RFP. Towards the
end of the RFI, ELC invited Zanders to come on board
to provide input for the next phase – choosing a longlist of banks for the RFP based on the RFI responses.
Taeymans, who joined the company in early 2007,
says: “Having a consultant next to you when you are
learning about best practices is extremely useful.
Banks will give differing opinions according to their

abilities and strengths. Zanders provided a neutral
view in that process of understanding best practice.”
Five banks were selected to participate in the RFP.
“Zanders guided us from a structural perspective
– they had the required knowledge and knew what
questions to ask, as well as how to score and
evaluate the replies. That definitely helped us – but
it’s not something you can completely outsource, so
a lot of work was definitely involved internally,”
notes Taeymans.

An eye on the road
Prior to starting the RFP process, ELC also developed
a five-year strategic roadmap for treasury. “Zanders
was helpful in putting that in place. The consultants’
knowledge on treasury best practices helped us
draw up a detailed plan on how to integrate treasury
systems and processes more efficiently,” says
Taeymans.

“We wanted to learn best practices
on how companies can manage cash
in Europe”
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The treasury roadmap looks forward three to five
years. The first step was to set out ELC’s current
position in relation to its peer companies and best-inclass treasury models. The second step was to decide
where the company aimed to be in five years and
to establish its short- and long-term priorities and
objectives. A gap analysis of the current situation and
the desired outcome was valuable in understanding
what needed to be done. Finally, the roadmap set out
a phased approach to implementing the sub-projects
needed to achieve the goals.

Ask the right questions
A great deal of detail was provided to the banks at
the RFP stage – something that many of the banks
said they appreciated. The RFP document itself
covered 39 pages and included more than 200
questions. As renowned author and professor Clayton
Christensen once said, “Without a good question,
the answer has no place to go.” This underlines that
the preparation and drawing up of the questions is
really a key stage in ensuring a positive outcome for
the RFP. Taeymans notes: “The more information
you provide and the more detailed the questions,
the better the responses you receive from the banks.
It’s about letting the banks know how we operate.”

It then took about six weeks from October 2013 to
November 2013 to receive the responses from
the banks.
ELC used a Six Sigma methodology to score the
responses – an area in which Zanders was able
to provide experienced guidance. The carefully
weighted scoring allowed for banks that were
the best fit for the customer’s requirements to be
differentiated in key areas, while responses to certain
questions that did not meet ELC’s core requirements
meant that a bank could be ruled out completely.
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Hugh Davies, associate director at Zanders, was
closely involved in this stage of the project. He
explains that the Six Sigma methodology enables
companies to have a consistent approach to
evaluating and scoring complex data, providing a
clear frame of reference which is particularly needed
when several people are involved in assessing
the RFP. Davies says: “This scoring methodology
provides a completely objective, robust and
defendable set of results. This is important if anyone
– a bank or senior management – later ask questions
on how the results were obtained.”

Following the evaluation of the RFP responses
from the banks, a round of queries and responses
clarified any outstanding issues, as well as further
meetings with the banks where they could present
their proposed solutions. Following that, reference
calls with some of the banks’ existing clients with
similar requirements were made and the short-listed
banks’ operations and service centers were visited to
validate certain aspects of their proposals.

A strategic view
As has been witnessed recently, some banks have
been rationalizing or closing down their cash
management operations completely, so it was also
important to understand the bank’s longer-term
plans for its cash management business. Taeymans
says: “We wanted to understand the bank’s
approach to practicalities such as pooling, accounts,
implementation, contingency, data reporting, etc.,
but we also had an eye on its strategic vision of
cash management. It’s important to understand
the strategic motivation from senior management
at the bank, in the region and beyond. We gained
an understanding of this from speaking to many
different people at the bank, up to senior levels.”

“It’s important to understand the
strategic motivation from senior
management at the bank, in the
region and beyond”
It was only in the very late stages of the selection
process that negotiations on pricing began with the
selected banks, while those that were not chosen
were informed and given detailed feedback on the
strengths and weaknesses of their proposals.
ELC reached its decision in April 2014 and finally, out
of five short-listed banks, BNP Paribas and Citibank
were chosen. What clinched the deal? Taeymans says
it was very much based on the Six Sigma scoring
method and the two best performers were chosen.
However, the overall relationship was an important
factor and services were allocated according to each
bank’s strength in particular regions.

Satisfying results
But far from being the end of the project, the bank
selection was just the beginning, and in April 2014,
the implementation of the pan-European bank project
really began. Taeymans says: “Since then, Zanders
has been involved on select occasions, in particular
with workshops for affiliates because they know how
banks operate in certain markets.”

“You need to involve your
people, including legal, local
finance teams and IT”
Some of the lessons learned from the project
so far include getting early involvement from
stakeholders, including the affiliates, as well as
IT, legal and accounting departments. Taeymans
adds that, when 23 countries are involved, one
shouldn’t underestimate the time needed for legal
and documentary matters. He says: “You need to
involve your people, including legal to help with
documentary requirements, as well as local finance
teams. I myself am definitely not an expert on some
of the technical details regarding the file formats
needed to integrate with SAP – so that is where
cooperation with IT really is key.”
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While more work lies ahead on ELC’s treasury
roadmap, the Belgian ITC can for the moment feel
content with its achievements so far. Taeymans says:
“It’s fair to say, when you see the migration taking
place, that’s satisfying. It’s great to see a workable
solution within the company that is the result of a
project that is steered from within treasury, but has
impacts on affiliates and their financial departments,
who all have other priorities. It’s very satisfying to
see the benefits for the whole company – monetary
benefits but also a more efficient process.”

Would you like to know more
about RFPs and/or bank selection?
Please contact
Hugh Davies
on h.davies@zanders.eu
or +44 20 7730 2510.

Expert Opinion

Interview with Wilfred Nagel (ING)

“Too much of the same
spells danger”
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At the Zanders Risk Management seminar, last
April, after his presentation on ‘Risk management
in a changing world’, there didn’t seem to be any
questions he couldn’t answer. So we asked Wilfred
Nagel, ING Group’s chief risk ofﬁcer, a few more.

This summer, William Coen, secretary general of the
Basel Committee, said that the end is nigh for postcrisis reforms to banking regulations, and that the
focus is now on implementing them. Do you agree?
“This is probably more wishful thinking than reality.
Enthusiasm in politics, the media and academia, and
as a spin-off also in the regulatory world, for creating
ever stricter rules, has not yet diminished. But at the
moment you can’t tell if it’s enough or not. What is
important is to stop for a while, implement, look at the
impact and then decide what’s missing. What we now
have is a continuous introduction of new regulations
while previous ones have not yet been implemented
or their effect felt. A number of them have a phased
timeframe, such as CRD4. The question is: are we

giving ourselves enough time to discover what the
impact is? The amount of time and work it takes to
implement new rules and see what they do for your
company is often underestimated.
The current dilemma for ordinary banks in most
countries is that the savings side is growing faster
than the lending side, so there is excess liquidity.
The future capital demands for interest risk in the
banking book means that longer-term investing can
put pressure on the capital position.

“Although I am a risk manager, I am
also a bit of an optimist”
On the other hand, short-term investment with the
current interest rate is bad for results. In fact you
should really turn your back on the savers. However
that is not in line with our customer-oriented strategy
and could eventually cause problems with the NSFR.
This is a typical example of how different rules,
market conditions and client satisfaction are difficult
to unite.”

Are Dutch banks still viable after introduction
of the CRSA floor (Credit Risk Standardized
Approach) which has a significant impact on capital
requirements?
“Although I am a risk manager, I am also a bit of
an optimist. There is a lot of opposition to the
introduction on many fronts, and the impact on
economic recovery in Europe could be enormous, so I
don’t think that it will be introduced exactly as set out
in the consultation papers. But I am fairly sure that
something will happen with it and that the average
risk weighting adopted will be higher. And then banks
with (Dutch) property mortgage portfolios on their
balance sheets will be fairly vulnerable. At ING we
consider ourselves lucky, because this accounts for
about 15% of our global balance sheet – other banks
have a much higher percentage. So, can we continue
banking? Yes but we will have to change our business
model with regards to this point. The business model
we use is basically: we grant a loan, keep it on the
books for its whole duration and the client pays us
back over a period of 15 to 20 years. This is no longer
applicable to a large proportion of mortgages. After
security checks, they will be passed over more often
to institutional investors. The question is, how hungry
are investors and how long will it take to turn the
balance sheet around to what you want it to be. In the
meantime, you, as a bank, are fairly limited in what
you can do.

“To save for a number of years and then pay
a deposit of 15-20% of the purchase price is
not so strange, is it?”

Also, the ‘one size fits all’ attitude which is behind
the latest proposals could be open to modification.
Not everything with the same label is the same. Our
Spanish mortgage book for example, is better than
the German, Dutch and Belgian ones since in these
last three countries a large proportion comes via
brokers and in Spain it is only from our own savings
clients; we know them. You have to keep your eyes
peeled to find the hidden gems. While searching for
those gems, we, as a sector, got ahead of ourselves
and put too much faith in credit rating agencies such
as Standard & Poor’s. But where we do succeed, it’s
disappointing to see that the regulators don’t take
that into account.”

But ESMA makes it compulsory to work with
Moody’s, S&P and Fitch.
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“As input it’s fine, but the last step in deciding on a
credit rating has to come from the bank itself. Hedge
fund critics often overlook the fact that a significant
factor in their right to exist comes from being able to
give their own independent judgement on a loan, and
by doing so can come to other conclusions and other
market behavior than the large regulated banks, who
find deviating from the norm more difficult. Too much
of the same spells danger.”
What do you think about the Financial Stability
Committee’s proposal for a gradual decrease in the
LTV limit (LTV stands for loan-to-value and shows the
relationship between the loan and the home value)
for mortgages up to 90%?
“I imagine that this is a problem – in this phase of
the housing market’s moderate recovery and all the
political sensitivity regarding affordable housing
for starters. But if you look at it from a normal
banker’s perspective, then a prepayment of around
80% on a house is not so strange. The question is
whether or not people themselves should take more
responsibility for the financial choices they make and
their consequences. To save for a number of years
and then pay a deposit of 15-20% of the purchase
price is not so strange, is it?”

Considering the current low interest levels, is a steep
increase in interest not inconceivable at some point?
What do you think the consequences will be?
“Banks’ interest margins are under pressure with the
current low interest rates. Every time we reinvest the
return is less. Up till now banks have been able to
compensate in several ways, for example, by lowering
savings rates and becoming more efficient.

“The most important exercise since 2008 is
that we have rigorously plowed through all
large concentrations in the books”
We are also seeing a somewhat increased interest
margin by shifting new production to segments with
higher spreads, such as project financing and trade
financing of certain transfers. At the same time risk
costs are showing a gradual improvement in line with
economic recovery. The results show that we have
been able to manage but decline in the reinvestment
returns continues, while there is a limit to what you
10

can do on the savings side. Added to this, the new
regulations demand we do relatively more longterm funding. We don’t need this anymore for cash
purposes, but we do pay liquidity premiums for it.
What is strange is that the traditional balance sheet
pattern, where liabilities are a little shorter than
assets – the classic gap – is very limited. You see
the balance sheet moving more naturally again, but
relatively speaking our gap is still much smaller than
in a normal interest climate.”
How has ING’s risk management developed since
2008?
“We have focused on mitigating remaining risks
that had caused problems during the crisis. Where
we ran up against problems was in a couple of
large areas, like the Alt-A- portfolio in America,
and the project development side of our property
company. Our financial markets business also faced
hard times, but finally showed a loss for one year
only. As far as capital was concerned it has always
been self-financing even though the ROI was not
very strong. Even so we have radically reduced our
trading activities in the financial markets business.

An important deciding factor was our expectation that
capital demands for this segment would gradually
increase. We also looked closely at the global markets
in which our position was strong enough to play a
significant sustainable role. But the most important
exercise since 2008 is that we have rigorously plowed
through all large concentrations in the books. When
Spain was hit by the euro crisis in 2012, we had
EUR 54 billion-worth of assets against about EUR 14
billion-worth of savings. Now we have EUR 28 billion
assets and EUR 22 billion savings.”

in a crisis, but that is typical for banking. During the
good years you have almost no provisions and a ROI
of 20 and in a bad year you have considerably more
provision and a ROI of 7. On average you make 13 and
everyone is happy. What we have to avoid are large
investment portfolios and asset concentrations.”

What impact will the possible introduction of the
interest rate risk in the banking book (IRRBB)
regulation from Pillar 2 to Pillar 1 have on ING?
“As I said, it will lead to a number of issues for
liquidity management and for investment of our
capital, which is the longest equity component a bank
has. It is not something we are unduly worried about,
but it is annoying that it costs capital and work again.
Operational costs to comply with the regulations are
considerable. The timing is also unfavorable. All banks
are busy implementing an integrated finance and risk
database. At the same time new regulations have to
be implemented which can’t make use of that same
database. So all sorts of parallel processes are being
run that don’t link in to each other. What we learnt
in our AQR (asset quality review) is that it’s not just
an adequate database that’s important, but also the
‘query blanket’ on top of it, with which you can define
search actions. We have upgraded it for the AQR and
are trying to link it to the underlying data stream.
We hope to complete the whole process, which was
started in 2013, in 2018.”
And what are the priorities for ING for the future?
“The system that collects and invests savings, and
another one that produces loans and tries to find
funding are going to be more synchronized. We call
this strategy ‘one bank’. Collecting franchise money
country by country is fine, but if it is at all possible we
will have to generate assets ourselves.

“Operational costs to comply with the
regulations are considerable”
We want to see a diversified balance sheet per
country and are looking more critically at the impact of
accounting treatment. If you study our own-generated
loan books during the crisis, then they have done
well. Of course there is extra pressure on the accounts
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Wilfred Nagel
Wilfred Nagel is member of the executive board and
chief risk officer (CRO) of the ING Group. He is also
CRO of the Management Board Banking.
Nagel joined ING in 1996, holding various positions:
head of financial engineering at ING Bank, country
manager Singapore, head of project & structured
finance (Asia), head of regional credit risk
management (Asia) and head of regional credit risk
management (Americas). In 2002 he was appointed
head of group credit risk management, followed by
his appointment as CEO of ING wholesale bank Asia
in 2005. From 2010, Nagel was CEO of ING Bank
Turkey, until he became board member at Bank and
Insurance in October 2011.
Nagel started his career in 1981 at ABN Amro as a
management trainee, after obtaining his degree in
economics at VU University in Amsterdam.
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In control with treasury performance management

Getting the best
out of treasury
12

How can treasury expand its role and deliver more
value to the company using a performance management
reporting and control framework?

The treasury function is becoming increasingly
integrated with the company’s core business
operations, while another common model is to
operate treasury as a cost or value-added center,
with the aim of providing services to the business
and supporting the execution of company-wide
strategies. The result is that corporate treasury
is under more pressure than ever before. The
department’s changing and expanding role means
it is now more involved in financial processes
that reside primarily outside treasury, notably the
procurement-to-pay and order-to-cash cycles, but
also trade and strategic finance, M&A activities
and commodity risk management. Treasury is
increasingly considered as an internal financial
consultant but to achieve this shift in focus,
corporate treasurers will have to free up resources
by standardizing and automating operational
processes.

Performance measurement and management
The increased focus on the expanding role of
treasury has increased the demand on timely,
comprehensive and value-added performance
management reporting and control.
Performance measurement systems and frameworks
enable the treasurer to gain insight into the
performance of the organization as well as the
effectiveness and efficiency of processes, systems
and employees. Performance measurement and
management is important for organizations, not only
to align mission, strategy, objectives and behavior,
but also to focus on priorities and to numerically
define the meaning of objectives and success.

Treasury performance management
Often treasury reporting is on a rather operational
level and lacks strategic management and
performance management reporting. However,
treasury reporting and performance measurement
should be aligned to the treasury objectives and
policies, so that the efficacy of treasury execution
can be measured. A treasury performance framework
is an important aspect of the control environment of
the company.

Concept Roadmap

•
•
•
•
•
•
•
•
•
•
•
•

vision, strategy and

How do we want to
accomplish our vision?

Key Performances Indicators (KPI’s)
&
Key Risk Indicators (KRI’s)
&
Key Value Indicators (KVI’s)

performance and control
management framework

Performance and control

Figure 2: Treasury

Value Adding

Policy and
Processes

Processes and
Systems

Treasury Metric

A successful treasury performance and control
management framework contains indicators and
performance management processes on different
levels. Roughly speaking, treasury’s performance
can be measured and managed on three different
levels:

• Treasury operations
Performance management on an operational
level is focused on operational compliance and
on improvement to achieve operational excellence
in terms of efficiency. Indicators are used to
monitor workload and processes, exception and
escalation handling, management information and
incentives.
It is about managing cash and cash flows,
managing treasury transactions and deals and
workflows and processes.
Objective

KVI’s

Value added
activities

KRI’s

TMS dashboard/Mid-office pack

KPI’s

Treasury Operations

KPI’s
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Introducing a framework

Type of
indicator

Treasury monthly slide deck

▼

Measurement

•
•
•
•
•
•
•
•
•
•
•
•
•
•

goals. An indicator not only refers to the actual
situation but can also show it against the desired
objective situation or benchmark standard. Good
objectives and indicators are defined in a SMART
manner: Specific, Measurable, Achievable, Resultorientated and Time-phased.

Policy and
mandate
compliance &
effectiveness
Operational
excellence &
Processes

Audience

Nature of area

Operational

Taking performance measurement a step further, you
get performance management. Here the measured
results are used to assess the effectiveness and
as steering-information to guide the improvement
of performance. Monitoring certain indicators can
provide concise information on the workings of the
organization, which is visible at a glance. These
indicators can be qualitative as well as quantitative
in nature and their advantage is twofold. First
of all, it is a means for continuous improvement
while, secondly, it ensures performance is in line
with treasury objectives and policies, as well as
demonstrating that treasury is on track to achieve its
objectives in a quantifiable way. The function of an
indicator is not only to measure the performance, but
also to create awareness about the organization’s

How do we track our
performance?

▲

•
•
•
•
•
•
•
•
•
•
•
•
•

Frequency

Composition
of indicator

Monthly/
Quarterly

Composition
of indicator

Weekly/
Monthly

Objective/
Quantitative

(Intra)
Daily

Objective/
Quantitative

Strategic

• The characteristics of a good performance
management framework are that: it is a
continuous process; it focuses on goals
and objectives; it ensures and integrates use of
performance standards and benchmarks; it
draws attention to deviations early in
the process and serves as an early warning; it
promotes continual improvements; and it
assigns responsibilities and embeds them.

Strategy &
Organization

Action

What are our metric
indicators?

Performance Management and Measurement
&
Reporting framework

Performance management

▼

What must we complete
to move forward?

Objectives

Treasury Internal

Strategy

Treasury External
(CFO & Finance)

objectives

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

•
•
•
•

▲

Vision

model with the company’s

What do we want to be
in the future?

•
•
•
•

Figure 1: Alignment of
performance management
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Real time key performance indicators (KPIs) can
be used to manage and monitor treasury
workflows and processes closely on a (intra-) daily
basis. Ideally such KPIs should be produced by
a treasury management system (TMS) without any
manual intervention and are quantitative in nature
on a real-time basis. By setting benchmark-based
standards, treasury can also discover
opportunities for process improvement,
standardization and cost reduction.

• Treasury metric
Treasury’s mandate and responsibilities have
been formalized in the treasury policy, which has
a strong focus on risk management. Hence, key
risk indicators (KRIs) can be used as indictors for
the financial risks of the company. The KPIs and
KRIs will have to be defined to not only measure
compliance with policy, but also to measure the
effectiveness of the policy in managing risks. This
area will be predominantly managed by treasury
mid-office and control. Some of the KPIs and KRIs
are as follow:
o FX risk management; interest rate
risk management; commodity risk
management credit risk managementlongterm liquidity risk managementshort-term
liquidity risk managementcorporate
finance and capital managementbank
relationship management.

• Value-adding activities
The nature of these activities is more related
to treasury’s value-adding activities based on
interactions with other finance functions and
business partners. More qualitative key value

indicators (KVIs) can typically be used to measure
the performance in this area. Performance is
measured via periodic meetings and personal
feedback on some of the following areas:
o capital allocation and budgeting;
o M&A and divestures;
o tax and legal matters on intercompany
structures and funding;
o financial supply chain;
o creating awareness of treasury matters
related to business transactions;
o treasury technology and infrastructure; and
o non-recurring (treasury) projects such as a
TMS implementation.

Communication
With the changing and expanding role of treasury,
a treasury performance and control management
framework is inevitably a requirement to monitor
activities and measure performance and control.
As the treasury model is integrated with the wider
finance structure and operations, a treasurer can
easily be misunderstood or misinterpreted by
the rest of the organization. A performance and
control framework will not only help to increase
transparency but also illustrate and communicate
the value of the treasury function.

Would you like to know more
about treasury performance?

Please contact Jaco Boere:
j.boere@zanders.eu
or +31 35 692 89 89.

Column

Finding the perfect
partner

Job Wolters

The Royal Bank of Scotland’s
(RBS’s) decision to
substantially reduce its Global
Transaction Services business
outside the UK and Ireland
has had a major impact on
corporates across the region.
But evaluating and selecting a new bank may prove
easier in theory than in reality. While in the past
transaction banking has been attractive for banks due
to lower capital requirements, in today’s environment,
corporates in search of a new cash management
banking partner may actually experience limited or
even no appetite for their business.
In the absence of an existing relationship, banks
may decline the opportunity to participate in a cash
management request for proposal (RFP), especially
when there are credit challenges. It might also be the
result of either a mismatch of geographic footprint
with the bank’s strategic focus or, more practically,
an assessment by the bank of the probability of
winning an RFP versus the cost and effort involved
in participating in an RFP process. Clearly the banks
are overwhelmed by the number of RFPs they are
receiving, and are being quite selective. The excessive
volume of RFPs probably also explains why, despite
the fact that most banks have professional RFP
response desks and quality assurance processes,
we observe great differences in the quality of RFP
responses, even within the same bank.

presence in places to focus on those markets where
the pickings are perhaps richer. We have observed
that regional banks are, generally speaking, trying
to win business and market share from the global
network banks by offering their services at very
competitive prices. While banks are typically very
strong in expressing the long-term commitment to the
potential client, in some cases we have seen hesitation
to contractually commit to a solution for a number of
years. This can be disturbing for clients who have just
experienced an externally driven bank migration.
The RBS case has confirmed that an active bank
relationship management strategy – as well as having
a balanced banking wallet – is crucial to maintaining
access to new banking services. Contractual
commitment can be a huge differentiator in bank
selection processes. However, risk diversification, i.e.
not being dependent on a single cash management
bank, is probably an even more prudent strategy.
In this context, although technology is increasingly
enabling a multi-bank cash management solution, the
added complexity needs to be weighed against the
reduction in counterparty dependency.

While transaction banking services remain a core
business for most banks and are at the heart of the
relationship banking strategy, it is clear that the
market has evolved. Regulatory changes (such as
SEPA and Basel III) and the interest rate environment
are causing margins to be significantly squeezed.
In response, some banks are trimming their branch

j.wolters@zanders.eu
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FMO: Investing in development
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Dutch development bank FMO, which enjoys full central bank status, has invested in the
private sector in developing countries and emerging markets for over 45 years.
Despite having to face vastly different risks, the bank is obliged to comply with the
same requirements and obligations as conventional banks.
FMO provides financing for companies in Africa, South
and Central America, Asia and Eastern Europe and its
mission is to empower entrepreneurs to build a better
world. “And in the context of this mission we have two
objectives,” says Paul Buijze, FMO’s director of finance
& mid-office. “We only finance those companies that
we expect will make an impact. They must contribute
to the type of development that maintains a balance
between financial returns and environmental and
social aspects. In other words, the investment must
stimulate development.

“There’s enough agricultural land, but at the
moment it’s being used very inefficiently”
We don’t finance ventures that commercial banks
already do. We invest only in private companies that
would otherwise not be able to grow; it’s not our place
to finance governments.”

Focus areas
The development bank invests in sectors in which
they expect the impact to be the greatest, such as
financial institutions, energy and the agrarian sector.
“Many companies are too small to be served from
The Hague,” reasons Buijze, “but a local bank is far
better positioned to reach companies in a country on
a smaller scale. “And without our second focus area,
energy, development isn’t even possible. Without
light you can neither read, study nor run a factory.
Energy facilitates a great deal of development. Our
third focus area is food and water. By 2050 our planet
will be home to nine billion people and they will all
have to eat and drink, within the realms of what’s
possible, of course. There will probably be enough
agricultural land, but at the moment it’s being used
very inefficiently. It’s about the complete chain,
incidentally. If there is insufficient refrigeration
capacity, food will spoil before it even reaches
consumers. Finally, in addition to these focus areas,

we serve a sector encompassing infrastructure,
production and services. Kept deliberately broad, this
‘other’ sector owes its importance to distribution,
and mainly because of risk considerations. Here, on
specific issues we always collaborate with partners
that have certain expertise, while in the first three
focus areas we ourselves often lead the way.

Strong corporate governance
With an investment portfolio of 8 billion euro in more
than 85 countries, on a global scale FMO is one of the
biggest development banks serving the private sector.
It finances entrepreneurs directly through funds, but
the decision to invest in funds depends on more than
just financial criteria. Buijze is a member of the credit
commission that assesses the suitability of projects.
“Over the years we’ve built up an extensive list of

“We don’t employ traders and we are not
subject to unrealistic financial pressures
from shareholders”
investment criteria. A bank must have a certain level
of solvency. For an investment in energy, for example,
we insist that the energy provider will be called on
to supply a certain amount of energy over a certain
period of time. And we opt for renewable energy, as
opposed to the fossil-fuel generated variety. We have
extensively documented conditions for each type of
financing. This is a departure point. If, on that basis,
a request fails to meet our conditions in the areas
of the environment, society, governance or return,
we’ll take it from there whether we can implement
the development with the company in question. We’ll
look at the impact the company can generate, such as
employment, for example. Every situation is different,
which is what makes working in these countries so
complex.” In combination with a report set up by the

investment officer, who will have checked out a few
things onsite, it’s decided with the aid of the criteria
whether financing is eventually granted.

Negative travel advice
But how does that work, for example, in countries
governed by ‘dubious’ regimes? “We have very strict
and influential corporate governance and compliance
officers,” says Buijze. “In that respect our demands
are uncompromising and we carry out thorough
research beforehand. We check, for example, to
ensure a company has no ties with the government.”
And what about companies in high-risk areas, such
as a country embroiled in a civil war? “It’s absolutely
essential that we have access to the country in
question,” he answers, “we must be able to keep
our finger on the pulse. If our government advises
against travel to a particular country, funding will not
go ahead. However, if it’s already been extended, we
cannot change it. Such a situation was created by the
recent Ebola crisis; at one point we could no longer
travel to Liberia or Sierra Leone. Of course, there are
countries in which you are exposed to more risk, but
our portfolio has a good spread and includes many
countries which are now making good progress and
where there is no political tension. You’ll find savvy
entrepreneurs in the most difficult of countries.”
According to Buijze, FMO has had to write off very few
investments so far. “Every company experiences a
hiccup from time to time, such as local demonstrations
or disturbances. But at the end of the day the situation
usually sorts itself out. Everyone needs energy, just
like they need banks and telecommunications, for
example. And, of course, water too, although this
issue is somewhat politically sensitive.”

Setting up authorizations
In many respects FMO has a completely different
risk profile to a commercial bank. “We don’t employ
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traders and we are not subject to unrealistic financial
pressures from shareholders,” says Buijze. “It allows
us to be very focused on what we do. In my view
this doesn’t make our risk greater than that of a
commercial bank.” Despite vastly differing missions
and approaches, FMO nonetheless faces the same
demands. “For example, DNB makes sure that our ICT
architecture and its system administration complies
with certain standards, says Rolf Daalder, director
ICT & facility services at FMO. “Security must be
paramount. FMO is free in its choice of cloud, but it
must comply with certain DNB conditions. We only do
things we know about and if we cannot do something
ourselves we have a number of partners we can fall
back on for specific expertise.”
Every year FMO is audited by KPMG, which, in 2014
stipulated that the development bank should take
a long hard look at its internal authorizations and

“We want to facilitate growth in a country, but
this is often accompanied by tension between
development and the environmental interests”
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diverse roles and functions. “Everyone in the bank
has a certain function, to which certain rights are
allocated,” explains Daalder. “You must know what
you are approving. Some 10 years ago we set up
the WSS Suite (Finance Kit) system exactly for this
purpose, but it had to be brought up to date.” What
FMO needed was an independent party that also had
expertise in how others did this kind of thing. We had

FLTR:
Rolf Daalder (FMO),
Annelies Labots (Zanders),
Paul Buijze (FMO) and
Bart Timmerman (Zanders).

no intention of convincing ourselves that everything
was hunky dory; there was no point in the left hand
checking what the right hand was doing!”

Four-eyes principle
How can you effectively monitor an existing system?
“FMO wanted to be challenged and asked us for advice
on best practices,” explains Zanders consultant Bart
Timmerman. “During a regular update to a newer
version, Finance Kit gained a new authorization
functionality called Security Centre. It’s a completely
separate module in which the organizational structure
can be set up. It offers more possibilities and works
differently, but that doesn’t detract from the fact that
it must be checked to ensure that everything is set up
properly.” The questions then were: what are all the
processes and what are they used for? “Supposing,
for example, that one person was responsible for two
processes, Zanders indicated what improvements
should be feasible,” answers Daalder. In this way it
was possible to assimilate authorization profiles to the
current systems and requirements. “It’s the best way;
start from scratch, investigate who does what, who
must be able to do what and then set up the system
on that basis,” says Zanders consultant Annelies
Labots. The size of the development bank also plays
a role, according to Daalder: “We are a relatively
small bank in which in certain areas a few people do
relatively quite a lot. It makes the four-eyes principle
more challenging than it is for larger banks, which
have more people for the diverse functions. If one
presses the button, another – and maybe even a third

person – has to check whether it’s all correct.” This is
indeed a challenge for relatively small organizations,
agrees Timmerman: “Processes must be flexible and
easy to carry out and this implies that there must be a
sufficient distinction between functions.”

interests,” assures Buijze. “For example, can the
installation of a wind farm in a poor region where there
is no electricity be seen as a sustainable solution?
There will always be people who feel their voice is not
being heard. We are not dogmatic but the result must
be the correct one.”

Knowledge sharing
The authorization project, which ran from August 2014
to the beginning of 2015, was complex and comprised
numerous small elements that had to be harmonized
with one another. “It was completed successfully and
to the satisfaction of KPMG,” says Buijze. And what
about FMO’s plans for the future? “Our strategy is that
by 2020 we want to halve our footprint and double
our impact. Food production must be maintained at
the right level if it is to keep pace with the enormous
growth in population, a huge challenge in itself. The
population of Uganda, for example, is burgeoning;
from just 5 million people in 1950 to 32 million
currently, and it’s projected to exceed 100 million by
2050. Another example is Nigeria, whose population
will eventually surpass that of the US. And all these
people need to be able to live worthy and dignified
lives.” And it’s about more than just money, insists
Buijze. “Knowledge sharing is also an extremely
important way of ensuring that people can grow their
own food. All this, combined with being commercially
and responsibly active, appeal greatly to the people
who work here.”
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What did Zanders do for FMO?
Since 2006 Zanders has carried out projects
for FMO in various areas, including:
• Shaping investment policy
• Providing advice on its property investment
portfolio
• ALM studies
• IRS rating
• WSS Suite (Finance Kit) implementation
• Assessing an update of the capital planning model
• IRRBB validation

If you’d like to learn more about
authorization issues, or one of the
above-mentioned topics,
contact Bart Timmerman
(b.timmerman@zanders.eu)
or

The sheer extent of social engagement at FMO is
clearly evident and it’s something that’s often and
critically discussed. “We want to facilitate growth in
a country, but this is often accompanied by tension
between development and the environmental

Annelies Labots
(a.labots@zanders.eu)
on +31 35 692 89 89.
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Why is implementing
BCBS 239 so challenging?
In January 2013, the Basel Committee on Banking Supervision (BCBS) proposed the
Principles for Effective Risk Data Aggregation and Risk Reporting, known as BCBS 239 or
PERDARR. The principles emphasize the importance of banks having the ability to
aggregate risk data and to report in a flexible manner in order to improve the banks’
insight on their risk positions. What are the challenges faced when implementing
these principles?
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By January 2016, banks identified as Global Systemically
Important Banks (G-SIBs) are required to comply with
BCBS 239. Besides, supervisors are strongly advised
to also apply the principles to banks identified as
Domestic Systemically Important Banks (D-SIBs), three
years after their designation. Many banks are still
struggling to achieve full compliance in time for the
BCBS 239 deadline January 2016.
Compliance with BCBS 239 requires a careful
interpretation by the banks. The 14 principles are
covered by 4 closely related topics explained below; 3
topics are directly related to the banks, while the last
topic applies to the supervisors.

Governance and Infrastructure
The first topic stresses the importance of a strong
governance framework, risk data architecture, and IT
infrastructure. Data quality and consistency across all
business units and jurisdictions is crucial.
Risk Data Aggregation
The second topic relates to the banks’ capabilities to
aggregate data in order to meet reporting expectations.
It emphasizes the ability to meet ad hoc risk
management requests for both internal and external
supervisory requirements.

Risk Reporting Practices
The final bank related topic covers the risk reporting
practices. Timely risk reports which are clear,
accurate, and comprehensive, need to be presented
to the relevant people in order for them to be used as
a reliable decision making tool.
Supervisory Review, Tools and Cooperation
Supervisors are expected to continuously monitor
the banks’ organization-wide compliance with the
principles. This requires cooperation and information
transparency amongst supervisors in other
jurisdictions so that a clear overview of the banks in a
broader perspective can be achieved.

Quantifying quality
With the introduction of Basel I in 1988, BCBS
launched a first set of international regulations mainly
focusing on credit risk. Basel I aimed to minimize
risk by requiring minimum capital levels for financial
institutions. Assets were classified in five risk
categories, each carrying its own level of risk weights.
This rather simplistic way of assessing a bank’s risk
has been developing over time. With Basel III on its
way, the progression of the regulation has put risk at
the top of the agenda for the banks’ boards.
In recent years, the recognition of the importance of IT
in measuring risk has improved rapidly. The increased
focus on quantifying risk has required banks to move
their focus to a more data-oriented environment. As
a result, banks’ IT capabilities need to be increased
significantly. BCBS 239 is in line with this evolution.
Although BCBS pushes an open door, the principles
reiterate the importance of the fundamentals of
today’s risk management practices.
Bankers perceive IT in the same way most people
perceive the engine of their car: it usually stays ‘under
the bonnet’. As long as the engine runs, everything is

fine. This rather careless perception is sufficient when
a bank is relatively small, but for G-SIBs it is a whole
other story.

Implementation difficulties
Given the large size of G-SIBs and the broad package
of principles, it becomes clear it will take a huge effort
to become compliant. Because BCBS 239 is not a
cookbook, banks find it difficult to determine how
authorities are going to assess their compliance.
Past M&A activities have resulted in overly complex
and rigid IT landscapes. Banks tend to heavily rely
on these IT landscapes, consisting of geographically
dispersed heterogeneous systems and fragmented
databases. The reports that are produced within IT
landscapes are generally standardized, databasespecific reports with predefined frequencies and
parameters.
In order to walk a successful road towards
compliance, all parties involved have to speak the
same language. These parties, being financially, risk
or audit oriented, are highly interdependent and must
construct a common view in order to work towards
a united goal. To be able to achieve this common
vision, it is crucial for all parties to be aware of the
fundamental role IT plays in their business. Because
the IT department knows ‘what’s under the bonnet’,
it should always be involved in the decision-making
process related to data aggregation and
risk-reporting practices.

BCBS 239 principles

Supervisory Review

for effective risk
data aggregation
and risk reporting

Governance &
Infrastructure

Risk Data
Aggregation

Risk Reporting
Practices
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Flexible risk reporting allows banks to produce ad
hoc and tailored risk reports for specific audiences.
The improvement in risk aggregation produces
more accurate current insights as well as improved
predictions on a shorter time-span. Ultimately, a
company-wide real time risk reporting tool enables
banks to assess specific risk factors at any time. When
threats like a Grexit or Brexit approach reality, such a
reporting tool can calculate real-time exposures and
other risk metrics.
This alignment is continually challenged during the
implementation of BCBS 239. Banks need to find
consensus on data-related topics, such as achieving
the desired data quality, data definitions,
data availability, data accountability, as well as the
data storage and retrieval process.
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Besides these factors, the complexity, size and
availability of data used by banks lead to a lack of
data adaptability. This inability to adapt prevents
banks from properly aggregating data on a crossborder level. Also, the vast variety of data involved
plays an influential role in this process.

Road to compliance
Banks still face challenges on the bumpy road
towards compliance with BCBS 239. Where small
banks lack the capacity to comply with the principles,
larger banks face an excessive level of complexity.
Although the principles describe an ideal scenario
in which banks can greatly improve their risk
management, it remains uncertain whether G-SIBs will
be able to walk this road towards compliance in time.

In other words, size is a paradoxical factor. The
bigger an organization is, the more capacity it has for
change, but it will also be more difficult to implement
the new regulation.

Ideal situation
As previously noted, compliance with BCBS 239
requires G-SIBs to be able to consistently aggregate
their data in order to report in the most flexible way.
G-SIBs that are able to realize high standards on both
data aggregation and flexible reporting can capture
major business benefits.
In order to aggregate data consistently, it needs
to be stored and retrieved consistently as well.
Only constructing a sophisticated, transparent and
harmonized IT-landscape is not enough. It also asks
for consensus and accountability regarding data
definitions. This can be achieved by storing these
data definitions in a data dictionary. Ultimately, this
consensus leads to an increase in data quality and
a decrease in manual efforts. Given the enhanced
data quality, management can rely on more accurate
analyses and therefore improve the risk management.

Would you like to know more about
BCBS 239?

Please contact Roel Damen
(r.damen@zanders.eu)
or
Niels Felix
(n.felix@zanders.eu)
on +31 35 692 89 89.
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NPO investments:
the means to an end
Non-profit organizations (NPOs)
come in all shapes and sizes: from
governmental to non-governmental
organizations, from nationally
to internationally operating
organizations and from very
small to very large organizations.
Also the types of activities can
vary enormously. The common
denominator of all NPOs is that
they commit themselves to noncommercial, social goals. In order
to achieve these goals they need
funding. Previously a large part of this funding came
from government subsidies, but now, partly due to
a decrease in available subsidies, NPOs are more or
less bound to make use of crowdfunding whereby they
appeal to ‘the public’ directly for the
necessary financing.
Donations that have already been received but are
still pending allocation to appropriate projects are
usually invested in the meantime. NPOs generally
apply the ‘Security, Liquidity, Yield’ (SLY) principle.
This principle gives priority to at least recouping the
original investment (’Security’), followed by having
cash available when necessary (’Liquidity’) and
gaining a return on the investment (’Yield’). In the
past, investments were mostly made in traditional
investment categories such as bonds and shares,
where investment choices were based mainly
on financial criteria. However, due to the greater
dependence on crowdfunding, an NPO’s reputation has
become even more important. Financial goals should
not damage an NPO’s public reputation because the
organization would then be putting the support of
its financiers at risk. Potential sponsors will take the
NPO’s investment choices into account more and
more when selecting an NPO to support. The question
an NPO must ask itself when investing its resources
is whether the investments contribute to realizing
the desired social goals. When an NPO bases its
investment decision only on financial criteria, then it
runs the risk of inadvertently investing in companies

Marion Groothuis

that don’t do business in line with its ideals, or that
sometimes even work directly against them.
Responsible investment management, in accordance
with its social aims, is therefore of great importance to
an NPO. This can be achieved in several ways. An NPO
can decide to take a more ‘sustainable’ investment
approach by considering criteria other than just the
financials. It might consider environmental, social or
governance criteria when choosing investments – and
exclude companies or sectors that don’t meet these
criteria. Another investment approach, which goes a
step further, is ‘direct’ or ‘impact’ investing. In that
case investments are made directly into projects or
companies related to the NPO’s goals. Examples are
to be found in the field of microfinance, renewable
energy, and social housing. A popular means for
direct investments is the use of revolving funds. The
idea behind these funds is that money available for
direct investments has to flow back into the funds
either partly or completely, so they can be used again.
Direct investing leads to a different risk management
approach in which the SLY principle is in fact being
replaced by the ‘Target’, ’Security’, ’Liquidity’, ’Yield’
(TSLY) principle. Hence, the target comes first.
In order to decide if direct investing is a suitable
investment model, an NPO must consider factors such
as the project or company it intends to invest in, the
envisaged size and duration of the investment and the
investment costs, as well as the size and structure of
its own organization. In general, it can be concluded
that direct investing is becoming more popular and
that the traditional donation mechanism from an NPO
to a social cause is more often being replaced by an
investment. In other words, investing donations is
becoming the means to an end.

m.groothuis@zanders.eu
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IRRBB:
many developments,
little consensus
24

The high level of interest in the topic of Interest Rate Risk in the Banking Book (IRRBB) was
highlighted in the banking survey Zanders conducted at the end of 2014, and from the round
table discussions that were subsequently held. There appeared to be quite a few different
opinions on how to set up a solid framework to measure and manage this risk. In 2015, some
prominent IRRBB-related developments took place; the European Banking Authority presented a new guideline, while the Bank for International Settlements (BIS) initiated a consultative
process. The banks are to submit their quantitative impact study (QIS) as part of this consultative process by the end of September. What is the origin of this ongoing debate? What can we
expect from it and what does it mean for the banks?
Until now, banks were given rather extensive
freedom in setting up the IRRBB. This is mostly since
the BIS opted to accommodate this risk as part
of the second Basel pillar, which allows banks to
determine how to manage this risk as they see fit,
subject to the Supervisory Review Process (SREP). In
recent years, regulators shifted their focus to other
types of risk, but they have since caught up in this
area. They intend to make several improvements
such as creating greater clarity concerning IRRBB.
Do the complexity of this topic and the diversity
of the various banks permit this risk to be further
standardized?
We will first review the most relevant developments
from a best market practice perspective and then

review the regulator’s proposals from this same
perspective. Just as the crisis years taught us that
you cannot blindly rely on models, we will see that
this risk is also inherent in the new proposals. The
introduction of new guidelines does not automatically
mean that they will facilitate better management
decision-making in this area. It is therefore important
to retain a clear, internal view of this risk.

Various dilemmas
What are the essential building blocks of a good
interest rate risk framework? The current best
market practice is to first of all develop a strategic
vision for the allowed interest rate risk. Generally
this vision is laid down in the form of policies, which
clearly delineate the tasks and responsibilities of the

various relevant departments and committees, and
the organization’s risk appetite or risk attitude. This
defines the bank’s maximum risk appetite in relation
to the interest rate risk and is subsequently translated
into standards and associated limits.
Key in this translation into standards and associated
limits is to ensure that the economic value perspective
is addressed, as well as the income perspective.
Stabilizing both income and economic value are
conflicting objectives, however. A decrease in an
income standard (e.g. earnings at risk) often goes
hand-in-hand with an increase in the economic value
standard (for instance, a delta, duration or value at
risk). For example, when interest rates decline, the
future total interest income will generally decline as
well, while the net present value of all future cash flows
will rise as a result. In actual practice, a compromise is
aimed for between both types of standards, whereby
a certain degree of volatility in income, as well as
economic value, is accepted. The responsibility for
managing this is generally assigned to the central
treasury department, while the risk management
department has a monitoring and supporting task.
Managing and hedging the interest rate risk can be
considerably simplified by transferring the interest rate
risk to treasury, for example via internal transactions
on the basis of funds transfer pricing (FTP).
Unfortunately, in actual practice, things are not as
simple and there are choices to be made. For example,
how is the economic value calculated? Is this a market
value that must also take (embedded) options and
credit spreads into account? How, and with what
instruments, is this economic value managed? Does it
make sense that changes in this value by credit spread
change impacts the set of interest rate swaps that is
intended to manage this economic value? To what
extent is it sensible to involve all future cash flows in
this, including the expected future interest
rate margins?
We are proposing a framework that makes a clear
distinction between the various types of interest rate
risk. The risks that ultimately can be hedged using

interest rate derivatives, such as interest rate swaps,
are transferred to treasury, while options and future
interest rate margins remain and are managed within
the relevant business lines. Earnings at risk (EaR)
limits can be used to manage the future interest rate
margins. Finally, all types of interest rate risk can
be consolidated and addressed at the total level,
for example via the economic capital. The abovereferenced separation must be effected by establishing
the interest cash flows for each transaction without
margins/spreads. It is also important to make a
distinction between interest rate and liquidity type
cash flows.

Regulatory developments
IRRBB-related guidelines were for the first time
specified by the BIS in 2004. The guidelines introduced
a series of principles for managing interest rate risk
and a specific decision was made to accommodate
these guidelines as part of the second Basel pillar. In
2006, the Committee of European Banking Supervisors
(CEBS - now known as the EBA), further defined these
principles. At the end of 2013, in the context of the
review of the trading book, the BIS created a task force
with the objective of harmonizing the treatment of
the interest rate risk in the trading book and the
banking book.
Although the BIS proposals have not yet been finalized,
the EBA decided to publish an update of the 2006

25

IRRBB with a Pillar 1 approach is presented, while
the other proposal consists of a Pillar 2 approach
with the requisite adjustments. The proposals in the
consultative paper will be tested in the third quarter
on the basis of a quantitative impact study (QIS). One
of these proposals will be selected on the basis of this
quantitative impact study and the risk drivers in the
proposals will be calibrated.

Where do we go from here?
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guidelines by May 2015. The updated guidelines still
provide for a second pillar-based approach, but with
stricter requirements for internally determining the
interest rate risk and for developing scenarios to assess
the financial implications for internal management, as
well as stress tests. For example, repricing, yield curve,
basic risk and option risk must be determined and
reported separately, and have to be reflected in the
risk appetite as well. In addition, the guidelines require
stress tests to be performed on the basis of economic
value, while disregarding the credit spreads. Cash
flows must be calculated at their net present value
using a risk-free interest rate curve (generally based
on swap rates). The requirements related to modeling
client behavior are far-reaching because for instance
the modeling of mortgage repayment behavior must
not only take the dependence on the interest rate into
account, but also, for example, the economic situation
and the behavior of competitors. It therefore would
appear that the use of a constant prepayment rate is
precluded, while the model risks in such client behavior
models can become substantial. The implementation
date of the EBA guidelines has been set at 1 January
2016. Given the complexity of the required adjustments
this is expected to represent a significant challenge for
many banks.
In June, the BIS subsequently published an IRRBB
consultative paper. The paper discusses two proposals
that are not directly in line with the proposed EBA
guidelines. On the one hand, an alternative to replace

Because the banks in the past were relatively free
to measure and manage the interest rate risk in the
banking book, the models currently used for this
purpose vary significantly. As is to be expected, larger
banks, for example, in general have more advanced
models than the smaller banks, where measuring
and modeling this risk is often still in its infancy. Due
to these variances, comparisons of this risk among
financial institutions, certainly within the European
context, are difficult to make. This is what prompted
the BIS and EBA to develop refined guidelines.
The standards to be reported to the regulator on the
basis of the planned guidelines are not per se also the
right standards needed to measure and control this risk
internally. For example, the economic value that results
from the proposals is a standard that has no other
economic significance and cannot be used internally for
any other purpose. In addition, aside from the specified
scenarios – in spite of their expansion – it may still be
useful to assess the financial implications of tailormade scenarios.
It goes without saying that given the new regulatory
developments, the need for banks to develop a solid
IRRBB framework has not diminished. It is expected
that over the long term a consensus will be reached
regarding the internal, BIS and EBA frameworks. What
that result will then look like – and whether this will
simplify the current method of work – is something that
remains to be seen.

Would you like to know more about
the Interest Rate Risk in the Banking
Book (IRRBB)?
Please contact Jaap Karelse
(j.karelse@zanders.eu)
or
Erik Vijlbrief
(e.vijlbrief@zanders.eu)
on +31 35 692 89 89.

Calendar
Description

Location

Date

Zanders Annual Treasury & Risk Seminar London

London, UK

10 September

EuroFinance 24th International Cash & Treasury Management Conference 2015 Copenhagen, DK

23-25 September

Liquidity & Funding Risk

London, UK

29-30 September

Banking Review – Risk in Finance

Breukelen, NL

12 October

AFP Annual Conference

Denver, USA

18-20 October

Stress testing for Banks

Amsterdam, NL

4-5 November

DACT Treasuryfair 2015

Noordwijk, NL

12-13 November

BootCamp Corporate Treasury

Amsterdam, NL

16-18 November

Annual Liquidity Management

Vienna, AU

18 November

RiskMinds Banking

Amsterdam, NL

7-11 December

For more information, check: www.zanders.eu

Internship at Zanders: learning to think outside the box
What can banks learn from the in-house banking concept that
large multinationals are applying? This was the question posed
to Delano Brand when he started his internship at Zanders.
Despite an increase in banking regulations, the in-house bank
concept could create new opportunities for banks. Together
with Piet Klop, partner at Deloitte, Zanders partner Rob Naber
asked Delano to investigate these opportunities.
The first research results appeared to confirm the idea: the
changes within the financial sector provide new opportunities in
the long run. The European Central Bank is currently working on
the creation of a single market for the European financial sector.
As a result, 120 significant banks (banks with a minimum of 30
billion euro in risk-weighted assets) will be part of the so-called
Single Supervisory Mechanism (SSM). This ensures indirectly
that it does not matter on the balance sheet where banks get
their deposits and expand their loans, as long as it’s within the
EU. Further investigation also revealed that almost the entire

financial sector is struggling with outdated IT systems.
“Together with Deloitte we looked for a solution to these issues,” says Delano. “First, we investigated how multinationals
integrated in-house banking in their treasury. What can a bank
learn from that? Eventually we found a common solution as a
conceptual model for a new bank: ‘The Better Bank’. This bank
will be transparent, reliable, fully reporting to the ECB, and fully
IT- and internet-driven.” The internship was a success, according to Delano. “I enjoyed my time at Zanders. They have given
me the opportunity to substantially develop myself quickly and
I’ve also learned that thinking outside the box makes you move
forward.”
Interested in an internship at Zanders? Contact Liza Wyatt:
l.wyatt@zanders.eu or +31 35 692 89 89.

Sanoﬁ wins Adam Smith Award
In June, our client Sanofi won an Adam Smith Award, recognised globally as the ultimate benchmark for achievement
in corporate treasury. Sanofi is a pharmaceutical company
headquartered in Paris with a turnover of around EUR 33.8
billion. The Sanofi European Treasury Center (SETC) is located
in Brussels, where Zanders has been closely involved in the
design and global roll-out of their payment factory model.
For the Adam Smith Award, Sanofi was the ‘Overall winner’ of
2015 in the ‘Best risk management solution’ category. Sanofi
aims to fulfil the highest standards in terms of compliance,

security and internal controls by implementing a Competence
and Excellence Centre for payments. In treasurytoday, Wolfgang Weber, general manager of SETC and head of Sanofi InHouse Bank, explains: “Compliance, highest quality standards
and increased security are key drivers of this project. Given a
global environment where regulations and constraint become
increasingly lighter, locating these tasks in the group payment
factory and mobilising resources to build robust infrastructure
brings additional added-value for the entire group.”
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Zanders
Established in 1994, Zanders is recognized as a leader in treasury
management, risk management and corporate finance. From
our offices in the Netherlands, Belgium, the United Kingdom and
Switzerland, a team of over 130 qualified professionals offers global
services to corporates, financial institutions, organizations in the
public sector and NGOs.
Our main strengths are specialization and independence. Being
independent means that we work solely on behalf of, and in the
best interests of, our clients. This avoids any conflict of interests.
Specialization forces us to stay at the forefront of all developments
in our areas of expertise and to remain innovative.

From Idea to Implementation:
• Strategy & Organization
• Processes & Systems
• Modeling & Valuation
• Structuring & Arranging
Our Areas of Expertise:
• Treasury Management
• Corporate Finance
• Risk Management
Our Services:
• Advisory Services
• Interim Services
• Outsourcing Services
• Transaction Services
Client Areas:
• Corporates
• Financial Institutions
• Public Sector

www.zanders.eu
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