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Bill Strittmatter
Chief Risk Officer

Risk Management
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Risk strategy maintaining disciplines 
through all cycles 3,000+ experienced risk & asset 

professionals globally

Resources, Rigor, Rhythm          Results

Well diversified portfolio…
broad spread of risk

Rigorous governance policies
& procedures

Senior and secured financings
in collaterals we know

Conservative asset residuals & strong 
asset management

Six Sigma process rigor applied to 
manage and track key risk drivers

Effective 
Governance 
Process

Disciplined 
Underwriting

Diversified 
Portfolio

World Class 
Global 
Resources

6σσσσ6σσσσ

Seasoned Risk leadership with 
(20+) years average experience 
including 2 major recessions
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Risk policies drive disciplined approach 
to managing risk

• Prescribes maximum investment 
level approval authorities
– Requires joint CEO, Chief Risk 
Officer approval

• Authorities based on product level 
core risk parameters 

• All new business activities require 
CEO approval

• All acquisitions reviewed by the 
board 

• Maximum obligor approval
limit - $150MM

Policy 5.0 Policy 6.0

• Defines program risk parameters
– Portfolio diversification
– Credit quality mix
– Single exposure limits 

• Sets trigger points & establishes 
corrective actions

• Monitors performance

• Risk assessments
• Emerging issues

• Key risk metrics
• Emerging issues

Fin’l Svcs. Portfolio

Business
CEO Level

Board of 
Directors

Policy
6.0 review 
Product B

Policy
6.0 review 
Product A

Product
Level
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24%

12%

9%

8% 7%

5%

5%

4%

4%

4%

3%

2%

2%
2%

2%
2%

2%
2%

Diversified portfolio
Collateral

Healthcare

Industry

Hotels

Real Estate

Business
Services 

Auto

Specialty
Retail 

Other (48)

1% or Less

Machinery 
equip

Trucking

11%

15%

4%

5%

5%

4%

6%
11%

13%

10%

15%

Real 
Estate

Other

Corp. Jets

Trans. 
Equip

Fleet 
Vehicles

Healthcare
Eqpt.

Cash    
Flow

A/R + Inv

Dealer Inv
Franchise

FF&E/
Other Equip

Senior secured positions… broad spread of risk

Tech. 
Hardware

Diversified Fin.

Chemical

Food & Beverage
Building Products

Consumer Services
Steel

Construction

Construction Material

Excluding GECAS and EFS

2Q ’05
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Advanced analytics to drive next 
generation of Risk Management

Process
Data-Driven Analytics

Average 0.30
StdDev 0.32

Total 253

Average 0.26
StdDev 0.30

Total 229

Average 0.16
StdDev 0.21

Total 77

Average 0.09
StdDev 0.16

Total 35

Average 0.02
StdDev 0.05

Total 17

Average 0.16
StdDev 0.19

Total 18

Average 0.22
StdDev 0.24

Total 42

Average 0.09
StdDev 0.14

Total 12

Average 0.28
StdDev 0.25

Total 30

Average 0.30
StdDev 0.32

Total 152

Average 0.24
StdDev 0.31

Total 57

Average 0.14
StdDev 0.28

Total 28

Average 0.33
StdDev 0.32

Total 29

Average 0.21
StdDev 0.24

Total 19

Average 0.57
StdDev 0.33

Total 10

Average 0.34
StdDev 0.32

Total 95

Average 0.29
StdDev 0.29

Total 63

Average 0.22
StdDev 0.24

Total 43

Average 0.45
StdDev 0.34

Total 20

Average 0.44
StdDev 0.35

Total 31

Average 0.70
StdDev 0.27

Total 24

MAGNUM SM LGD 
- Statistically 
Differentiated 
Pockets of Risk

Before
One Size Fits All

• One product leverage 
for all products

• Risk limits based on 
management judgment

After
Differentiation

� Multiple product leverages

� Improved “strike-zone”

�Predictive models based on  
internal transaction data 

�Dynamic stress-test 
capabilities

�Simulation-based tools

�Smarter, data based limits
for credits,collaterals, 
geographies with 
management judgment

Better Risk Management = better business, growth & profitability
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Example: Risk Management
The next generation

i.e. Asset-based lending ( receivables & inventories)

The Way We Do It Now …

• Losses remain low and are less than 
assumed

– Allows 13:1 leverage

• Detailed analytics showed losses on 
companies < $125MM sales actually
2x worse

– Changed “Strike-Zone” & portfolio 
mix… de-emphasized “Bad” 
credits

�~$40MM lower capital required

�Actual losses down

The Way We Did it…

• All products @ 8:1 leverage

• Total historical loss severity – 9%

– Current assets, tight monitoring, 

experienced asset liquidators 

kept losses low
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Sustained low delinquency 
rates… 

Delinquency / Non Earnings
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Equipment delinquency Non Earnings
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(As a % of Financing Receivables)

Consistent broad based 
portfolio improvement… 
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Disciplined underwriting results in 
lower losses

Work out mentality starts at deal underwriting

Direct control vs participations

• Individual deals on discrete collateral

Secured deals to
sub-investment grade clients

•No illusions about credit quality of 
customers

•Focus on assets with low 
economic/technological obsolescence

Core cultural incentive
to recover investments

•Underwrite assuming workout

•Evaluate multiple exit strategies

’00 – ’04 Average

Top 100
Banks*

CF

.94

.64

(As a % of average outstandings)

*Source:  Federal Reserve
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Consistent approach to risk 
management

Experienced risk & asset professionals globally

Rigorous governance policies & procedures

Senior and secured financings in collaterals we know

Well diversified portfolio… broad spread of risk

Conservative asset residuals & strong asset management

Process rigor… to manage and track risk


