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What Is the story so
far?
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Risk is a story of balance

A
A

A

Thisis not a story of IT, software or bureaucracy
This is a story about value T working with value-creating strategies:

A How do you create value? } How do you manage these

A How do you protect value? | ~ Processes?

Proper Corporate Governance and Enterprise Risk Management
programs will:
A Help boards to achieve their strategic objectives

A Enable risk managers to influence the whole direction of Governance and
assurance programs

A Enable us to talk about shareholder value with substance behind the
discussion

And there are substantial rewards for getting this right - we are now
moving the debate to a strategic level where it can help to shape the
future of the organisation.
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Li ghteni ng

Except where BP is concerned:

A 2005:Texas City Refinery Explosion
A Fines $137m in two tranches
A Compensation $1.6bn

2006Alaska pipeline shutdown

o To T

2007 Propane market manipulation
A Fine$303m o
A Oversightmonitor imposed

2010: Alaska pipeline corrosion

2010: Deepwater explosion
A Finesd who knows

A Compensatior® minimum
$20bn

-40%

o I

-50%

2006:Thunderhorse project delayéﬂ% er

doesnot

Share price down more than 40%
after Deepwater incident, still
down more than 20%

Technical analysis 00:00 11: 10: 2010
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Now belng dealt with by Obama
totally outside the civil or criminal
legal framework ...
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Li ghteni ng

Or where Siemens is concerned:

A

o Po  Po Do Do Do

4,000 payments worth $1.4bn to
foreign officials to obtain or retain
business

$800m fine to Department of Justice
0596m fine to German authorities
Knowingly falsified books and

records 730
Made payments from many >00
subsidiaries around the world 250
Ignored reports from auditors, 0

compliance officers and others

Consultancy, legal and other costs
somewhere in the region dilbn

doesnot

473 staff disciplined short of
di smissal, 244 o0s

Subject to ongoing oversight

Compliance Staff Worldwide

621 598

170

86

FY2006 FY2007 FY2008 FY2009

219,000 staff trained in compliance,
79,000 via web, 140,000 face to
face.

e



The Institute of Risk Management

Li ghteni ng

Or where Microsoft is concerned:

A United States v Microsoft:
antitrust case. Abuse of market
power

1993: EU case re Novell

1998: EU case re Sun
Microsystems

2004: EU fine U497m
2006: EU additional fine1280.5m

2008: EU additional fine for nen
compliance G899m

2009: EU forced bundling with
other browsers

o To Do Do Do Io

doesnot

Now subject to consistent and
persistent monitoring in the US
and the EU
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Li ghtening doesnot s

But sometimes it makes multiple hits in the same strike:

Banks: Market Cap

@ Market Value as of Q2 2007, $Bn

RBS BNP UBS
% Paribas T 4

ciete Barclays nicredit
Deutéche Credit Generale
Morgan

Stanley

.Bank Ag.ﬁmle . ‘ ’ ’
10.3 1 2 4 32.5 2 ]

Citigroup

@

JP Morgan

85

Santander

Goldman Sachs

Credit Suisse ‘ ’
27 35 64

JPMorgan

HSBC
97




There Is only one conclusion
BP Ssiemens|iMierosotite
Bariks:

they dllimarfdeste chmajor,
repeatetand waldel destioying

failuresiinsgovernanrcesksk
managementrancbeaipliance..



Not me... Not us...

You maywedlktinhkithatitaese
IncidentsweetenpotyaLh Mot
your organisatan.ihat It

€oO0ldh’t happed th yoln..a p

Thht'awtha0 tBey tUaha..t
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So where Is the value creation?

A recent survey tells us that there is a strong correlation between
good AGRCO and Financially Succ

The survey also tells us that Financially Successful Corporations
exhibit Five Core Attributes:

1. They are innovative

2. They collaborate

3. They are flexible

4. They have a high degree of self-knowledge

5. They have a more consistent style of management

These are ALL attributes that are consistent with a program to
manage risk across the extended enterprise

By getting it right, we can help organisations to pursue their
strategic goals and create better long term sustainable
shareholder value...
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Do companies believe this?

Our GRC is well articulated
across our value chain

We share GRC with our
partners

We have a good
understanding

We are beginning to develop
our thinking

Our GRC is silo based

Don't know
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Do companies believe this?
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Do companies believe this?
The message:

A 0SS ibaksed” isbhoaesoe d 6 i S
A OBBs@nghd ta thiik’'hisgoo tate  t h
A 0A&ood @ rdtanding’ ¢k eoF S t a

enough
A It hasredlly:gotdonwerk aerasshthe

partner network antvvaltierchaln



And where does
Corporate
Governance fit in all
of this?
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New Corporate Governance Code

Source: 2009 Review of the Combined Code: Final Report, issued by the Financial Reporting Council, December 2009
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The UK Corporate Governance Code

The Board is responsible for
determining the nature and extent of the
significant risks it is willing to take In
achieving Iits strategic objectives.

Risk-appetiteby any:other-name...



So what Is risk
appetite?
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Summarising early thoughts

A The consensus that emerged was that:

A There was no consensus on what risk
appetite really means in organisational
terms;

A Most people agreed that the concept was
iIndeed important; but

A Apart from a few participants, few were able
to express risk appetite in a meaningful way.
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So | et ds | ook at t he

A Financial services i a fine example of risk
appetite understood,;
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A spot of bother...

Banks: Market Cap

@ Market Value as of Q2 2007, $Bn

RBS BNP
Paribas
Unicredit

Societe Barclays
De:tsche Credit Generale
ank Agricole I ‘

Citigroup
HSBC

Morgan
Stanley

JP Morgan

Santander

Goldman Sachs

Credit Suisse ‘ ‘

JPMorgan
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So | et ds | ook at t he

A Financial services i a fine example of risk
appetite understood,;

A The pseudo capital-at-risk approach;
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What Rick Buy tried to do

NRi ck Buv [the then CRO
the risks of this corporation to a single

metric. This would comprise operational, market
and credit risk and incorporate risk-adjusted

return on capital (RAROC), value-at-risk (VaR)

and extreme value theory into what Buy calls a

S | n gdewro aapital-at-risk figure0 t hat =
showntotheboar d of dirnecto

Source: E-Risk Magazine, February 2001
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What Rick Buy tried to do

NRi ck Buy [ the
the risks of Enron Corporgtion |

and credit risk
return o ‘
and ex eory into what Buy calls a

S| n gde gapital-at-risk figured0 t hat
shown to Enron board of directors.” 0

Source: E-Risk Magazine, February 2001
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So | et ds | ook at t

A Financial services i a fine example of risk

a

AT
AT

Dpetite understood,;
ne pseudo capital-at-risk approach; and

ne simplistic approach.

h e
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Simplistic

Ri sk navers
Sure to die

Misses opportunities

By definition can never
make any decent return

At best a plodder
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Some options

Top-down Bottom-up
Qualitative Quantitative
Absolute Relative
Taking Tolerating
Thresholds Barriers

And some uses

A Monitoring A Decision-making A Reporting
All thingsttchall megos:...t 0
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Guidance from standards

1ISO 31000 BS31100

Amount and type of risk that Amount and type of risk that
an organization is willing to an organization is prepared
pursue or retain. to seek, accept or tolerate.

But no further guidance Limited further guidance...
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BS31100: Para3.8: Risk appetite and risk profile

1. Provide
direction and
boundaries

4. Define
delegations

3. Look at
portfolio of
risks

2. Consider
external
context

5. Be
reflected In

policy

6. Deal with
specifics

Risk appetite statement

should be:

V Continually monitored

V Formally reviewed
annually

7. Deal with

guantitative
aspects



Take 2: So what Is
rsk appetite?
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Risk appetite in context of maturity

Business Context

Risk Appetite Model
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Risk Management Culture
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Proposed model
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A dederedpe.r  d
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A deeper dive In three areas

A Propensity to take risk
A Propensity to exercise control
A Shareholder value
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And a clear understanding of why...

...anyorganisation engages with risk:

Taking more managed risk

. Avoiding unnecessary problems

Ina

Creating the right performance culture

. Setting appropriate corporate

co
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And doing the right amount of each

Long Term Performance

High

Low

A

>
Low High
(i) Managed Risk Taking or (ii) Avoiding
Attribute:q Pitfalls or (iii) Performance Culture or (iv)
Corporate Ethics and Behaviours



The Institute of Risk Management

Risk management needs balance

Performance
Culture

Avoiding More Managed
Pitfalls Risk

Corporate
Ethics




The Institute of Risk Management

Performance
Culture

Avoiding More Managed

Pitfalls I Risk

Corporate
Ethics
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UK plc?

Performance
Zone



