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Overview of the DRM project
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Elements of the DRM model
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Risk management strategy and target profile
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• Basis for the other elements in the DRM model

• Expected to be kept consistent throughout the life of the 
DRM model and determines:

➢ Process to approve and amend RMS

➢ Risk management levels and scope

➢ Risk metrics used

➢ Range of acceptable risk limits (ie the target 
profile)

➢ Risk aggregation method and risk management 
time horizon 

➢ Methodologies to estimate expected cash flows 
or core demand deposits

• Changes to RMS lead to discontinuation of the DRM 
model

Risk Management Strategy (RMS)
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Target Profile

If CNOP is outside of 
target profile, risk 
mitigation actions are 
required

If CNOP is outside of 
target profile, risk 
mitigation actions are 
required

Even if CNOP is already within 

the target profile, entity may still 

choose to mitigate risks further
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Risk

Target profile needs to 

be determined for each 

time bucket



Current net open risk position (CNOP)
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Current net open risk position
(organic risk exposures)
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Illustration of RMI bringing CNOP within target profile
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Risk

Risk mitigation 
intention (RMI)

Current net 
open risk 
position

Residual 
risk

Represents the 

risks in the 

underlying

Similar to risk 

objective

Evidenced by 
real actions in 

the market

Not linked to 

individual items Prospective assessment:
1) Mitigates risks (not create 

new risks)
2) Transforms the CNOP to 

meet the target profile

Benchmark 
Derivatives

mathematical expedient for 

measurement purposes



Designated Derivatives
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External 
Counterparties

Designated 
Derivatives

Derivatives traded in 
the market to 
mitigate risk

Vanilla interest rate swaps 
(most popular)Underlying 

positions 

(forms CNOP) Other eligible interest rate 
derivatives

Designation

Traded 
externally in 
the market

Economic 
relationship (used 
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management)



Outside of target profile: increase in updated 
CNOP lead to unexpected changes.

Retrospective assessment
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0

Risk

Risk 
mitigation 
intention

Current net 
open risk 
position

Residual 
risk

Beginning of the period End of the period (calculate unexpected changes)

0

Risk 
mitigation 
intention

Entity work out risk mitigation intention that 
satisfies the prospective assessments

Over-mitigation: decrease in updated CNOP 
lead to unexpected changes.

Risk

Risk 
mitigation 
intention

Current net 
open risk 

position (end 
of period)*

Effect of 
Unexpected 

changes

Effect of 
Unexpected 

changes

Target 
Profile

Target 
Profile

Current net 
open risk 

position (end 
of period)*

* This is the current net open risk position at the end of the period, excluding new business generated and funding raised. 
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Mechanics of the DRM Model—Measurement
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Risk Mitigation 
Intention

Extent of risk to 
be mitigated by 

hedging
Benchmark 
Derivatives

Designated 
Derivatives

Derivatives traded 
in the market to 

mitigate risk

Where to recognise the aligned portion? Where to recognise the misaligned 

portion?

Calculate the ‘lower of’:

a) the cumulative gain or loss on the designated derivatives from 
inception of the DRM model; and

b) the cumulative change in fair value of the risk mitigation 
intention attributable to repricing risk from inception of the DRM 
model.

Compare Fair 
Values

The aligned portion—the lower of (a) and (b)—is 
recognised in the statement of financial position as the 
DRM adjustment 

The misaligned portion (ie changes in fair value of 
designated derivatives exceeding the aligned portion) is 
recognised in profit or loss
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DRM model cycle
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Accountant

Work out risk 
mitigation intention 

(Step 2)

Accountant

Construct benchmark 
derivatives (Step 3)

Accountant

Assess unexpected 
changes (Step 4)

Accountant

Determine the effect 
of unexpected 

changes (Step 5)

Accountant

Work out DRM 
accounting 

adjustments (Step 6)

Risk Manager

Decide risk balancing 
prospectively (Step 1)

Prospective

Retrospective
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