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What is the story so 
far?



Å This is not a story of IT, software or bureaucracy

Å This is a story about value ïworking with value-creating strategies:

Å How do you create value?

Å How do you protect value?

Å Proper Corporate Governance and Enterprise Risk Management 

programs will:

Å Help boards to achieve their strategic objectives

Å Enable risk managers to influence the whole direction of Governance and 

assurance programs

Å Enable us to talk about shareholder value with substance behind the 

discussion

Å And there are substantial rewards for getting this right ïwe are now 

moving the debate to a strategic level where it can help to shape the 

future of the organisation.

How do you manage these

processes?

Risk is a story of balance



Lightening doesnôt strike twice



Except where BP is concerned:

Å 2005: Texas City Refinery Explosion 

Å Fines $137m in two tranches

Å Compensation $1.6bn

Å 2006:Alaska pipeline shutdown

Å 2006: Thunderhorse project delayed

Å 2007:Propane market manipulation

Å Fine$303m

Å Oversightmonitor imposed

Å 2010: Alaska pipeline corrosion

Å 2010: Deepwater explosion

Å Fines ðwho knows

Å Compensation ðminimum 

$20bn

Share price down more than 40% 

after Deepwater incident, still 

down more than 20%

Now being dealt with by Obama 

totally outside the civil or criminal 

legal framework ...

Lightening doesnôt strike twice
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Or where Siemens is concerned:

Å 4,000 payments worth $1.4bn to 

foreign officials to obtain or retain 

business

Å $800m fine to Department of Justice

Å û596m fine to German authorities

Å Knowingly falsified books and 

records

Å Made payments from many 

subsidiaries around the world

Å Ignored reports from auditors, 

compliance officers and others

Å Consultancy, legal and other costs 

somewhere in the region of û1bn

473 staff disciplined short of 

dismissal, 244 òseparatedó in 2009.

Subject to ongoing oversight

219,000 staff trained in compliance, 

79,000 via web, 140,000 face to 

face.

Lightening doesnôt strike twice



Or where Microsoft is concerned:

Å United States v Microsoft: 

antitrust case.  Abuse of market 

power

Å 1993: EU case re Novell

Å 1998: EU case re Sun 

Microsystems

Å 2004: EU fine - û497m

Å 2006: EU additional fine - û280.5m

Å 2008: EU additional fine for non-

compliance - û899m

Å 2009: EU forced bundling with 

other browsers

Now subject to consistent and 

persistent monitoring in the US 

and the EU

Lightening doesnôt strike twice



But sometimes it makes multiple hits in the same strike:

Lightening doesnôt strike twice



BP, Siemens, Microsoft, the 

Banks:

they all manifested major, 

repeatedand value destroying 

failures in governance, risk 

management and compliance...

There is only one conclusion



You may well think that these 

incidents were not you, not 

your organisation. That it 

couldnõt happen to you...

Thatõs what they thought...

Not me... Not us...



A recent survey tells us that there is a strong correlation between 
good ñGRCò and Financially Successful Corporations

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...

So where is the value creation?
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The message:

ÅòSilo basedó is no good

ÅòBeginning to thinkó is too late

ÅòA good understandingó is not 

enough

ÅIt has really got to work across the 

partner network and value chain

Do companies believe this?



And where does 
Corporate 
Governance fit in all 
of this?



ñThe principle on internal control should be 
amended to state the boardôs responsibility 
for defining the companyôs risk appetite and 
tolerance and maintaining a sound risk 
management system, with a new provision 
stating that the board should satisfy itself 
that appropriate systems are in place to 
enable it to identify, assess and manage 
key risks.ò

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

New Corporate Governance Code



The Board is responsible for 

determining the nature and extent of the 

significant risks it is willing to take in 

achieving its strategic objectives.

Risk appetite by any other name...

The UK Corporate Governance Code



So what is risk 
appetite?



ÅThe consensus that emerged was that:

ÅThere was no consensus on what risk 

appetite really means in organisational 

terms;

ÅMost people agreed that the concept was 

indeed important; but 

ÅApart from a few participants, few were able 

to express risk appetite in a meaningful way. 

Summarising early thoughts



ÅFinancial services ïa fine example of risk 

appetite understood;

So letôs look at the examples



A spot of bother...



ÅFinancial services ïa fine example of risk 

appetite understood;

ÅThe pseudo capital-at-risk approach;

So letôs look at the examples



ñRick Buy [the then CRO] aims to condense all 

the risks of Enron Corporation into 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 

single ópseudo capital-at-risk figureô that can be 

shown to the Enron board of directors.ò

Source: E-Risk Magazine, February 2001

this corporation

board of directors.ò

What Rick Buy tried to do
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ÅFinancial services ïa fine example of risk 

appetite understood;

ÅThe pseudo capital-at-risk approach; and

ÅThe simplistic approach.

So letôs look at the examples



Sure to die

Misses opportunities

By definition can never 

make any decent return

At best a plodder

Sure to die

Always tripping up

If it looks to good, it 

probably is

Hedge your investment!

Risk ñaverseòRisk ñwelcomingò

So where nexté?

Simplistic



Top-down

Qualitative

Absolute

Taking

Thresholds

Bottom-up

Quantitative

Relative

Tolerating

Barriers

ÅMonitoring ÅReportingÅDecision-making

And some uses

All things to all peopleé

Some options



ISO 31000

Amount and type of risk that 

an organization is willing to 

pursue or retain.

But no further guidance

BS31100

Amount and type of risk that 

an organization is prepared 

to seek, accept or tolerate.

Limited further guidance...

Guidance from standards



1. Provide 
direction and 
boundaries

2. Consider 
external 
context

3. Look at 
portfolio of 

risks

4. Define 
delegations

5. Be 
reflected in 

policy

6. Deal with 
specifics

7. Deal with 
quantitative 

aspects

Risk appetite statement 

should be:

VContinually monitored

VFormally reviewed 

annually

BS31100: Para3.8: Risk appetite and risk profile



Take 2: So what is 
risk appetite?
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Risk Management Culture
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Risk appetite in context of maturity



Level
Propensity 

to take risk

Propensity to 

exercise 

control
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A deeper diveé



ÅPropensity to take risk

ÅPropensity to exercise control

ÅShareholder value

A deeper dive in three areas



ïrisk of taking on too much risk which becomes unmanageable

ïrisk of avoiding everything, resulting in total inaction

ïrisk of over-stretch resulting in burn-out

ïrisk of sclerosis as every stakeholder of every decision is consulted

... anyorganisation engages with risk:

And a clear understanding of why...

¸ Taking more managed risk

¸ Avoiding unnecessary problems

¸ Creating the right performance culture

¸ Setting appropriate corporate ñethicsò and behaviours
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(i) Managed Risk Taking or (ii) Avoiding 

Pitfalls or (iii) Performance Culture or (iv) 

Corporate Ethics and Behaviours

Attribute:

And doing the right amount of each
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Risk management needs balance
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