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Should Treasury be a
profit center and how
should the financial

result be distributed?

Marcel Burtscher




Agenda

What are the goals of Treasury?

What are possible operating models?

What are the right KPIs?

Should the financial result of Treasury be allocated?

Interactive part



What are the goals of the Treasury function?

Profit

budgets

Are goals of thebank and Treasury
strictly aligned?

Bg:?enecte NIM Which conflict of interest exists?
manage

Mr%g?,%e ment How are they (not) reflected in the

KPI system?




What are the goals of the Treasury function?

Stage 1
Capital markets treasury

Before 2007-2008

Treasury often part of markets
Mo real hguidity nsk
measurement or imits

Limited FTP

No wvisibility of treasury position
1n the front-office system
Steenng focused pnmanly on
present value

Stage 2
Guardian of liquidity

Approxamately 2008-2014

Treasury starting to move away
from markets

Day-to-day measurement and
reporting

Establishment of higuidity
buffers

Adequate quantitative
modelbing nsk and FTP

Mo interest rate and hgudity
PE&L transparency

GAAP view beginming to come
into focus

Source: BCG Treasury Benchmark Survey 2018.

Stage 3

Balance sheet manager

From about 2014 until today

Treasury as the single point of
truth for hguidity

Steenng of interest rate and
higudity from overmight to
infinity

Integrated steenng of all key
ratios

Full transparency of positions
and P&L

Collateral value fully integrated
in FTP

Dual steering view (accounting
and economic)

Stage 4
Digital treasury

Tomorrow

Robots (e g, trading bots)
established for treasury
Machine learning for modeling
New platforms and fintech
corporations or partnerships
Largely automated real-time
reporting

Ad hoc on-the-fly ssmulation
capabilities

New set of products for
intraday hquidity



W hat are possible operating models?

Soft Profit center No profitintended/

(through the cycle) Advisory Costcenter

Profit center

Business model?
Steering implications? Granularity and complexity of FTP? KPI system?

Allocation?



W hat are possible operating models?

Can most of the
market risk be - -+ Business model?

hedged? I
no

yes

Does the risk appetite
allow significant market Do you accept the
risk? market risk?
yes no l Jes

Income driven Pricing / Steering /

Reactive Hedging

Treasury Optimization
Soft profit center No profit (neutral Soft profit center
(through the cycle) result) intended (through the cycle)

Granularity and complexity of FTP

Mandate of Treasury and KPI



The Treasury NIl contribution

NIl contribution by treasury

Source: BCG Treasury Benchmark Survey 2018.

Third quartile = 12%

Components of treasury NII

Interest rate maturity
transformation

Liguidity maturty
transformation

Investment portfolio



W hat are the right KPIs?

Stakeholder
Interaction
Qualitative/
project goals = Business model
= Strategic goals
Risk/behavioral . Produpt
Modeling iInnovation
_ _ Funding cost
Risk appetite
and -limits

= Clear mandate
= |ncentivization
of behavior

Segment PnL Bank PnL




Should the financial result of Treasury be allocated?

Operating model
Motivation for allocation
Allocation basis and -mechanism
Implications

Performance assessment



Example

Treasury segment result
YTD 2018; in monetary units

Balance sheet RWA

Revenues interest Assets Liabities avg. RW RWA

Interest rate risk gapping 100 Corporate 100 30 80% 80

Liquidity risk gapping 50 SME 20 80 40% 8

Optionality premiums (net of Retail 120 150 60% 72

realized effects) 30 Private Banking 10 70 50% 5
Valuation result -20 FI 20 15 100% 20
Gross income 160 Capital Markets 60 20 100% 60
OPEX 20 Treasury 50 15 15% 8
Net profit before tax 140 380 380 245
Equity cost -30

Risk adjusted profit before tax 110



Example
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Interactive part
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