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What Is your risk committee for?

« Terms of Reference of a Risk Committee are key. Is it clear what the committee is
meant to be doing?

« Typical Terms of Reference might include:
— Corporate governance role through challenge and review of risks and their management

— Setting and monitoring risk appetite and tolerances

— Establishing a risk management framework as well as policies and procedures
— Oversight of risk management and internal control systems

— Receive reports on risk events or external reviews

— Sponsoring the development of an ERM programme

— Consideration of new and emerging risks

« Itis all providing a structured and transparent framework for governing risk.
« Equally it is about challenging poor practice and driving sustained improvement.

« Risk governance - “systems, structures, tone and behaviours by which the
organisation is directed and controlled, and accountabilities clearly assigned.” has
often been overlooked.
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What flavour of risk committee do you have?

Committee style
and features

Executive Risk Committee

Board Committee

Advisory Group

Key features

Executive led committee with
one or more executive
directors and functional heads
represented

Non-executive led committee with
often only non-executive
members. Formal Plc Board sub-
committee.

Less formal grouping of
divisional representatives with
risk accountabilities.

Strengths Clear decision-making and | Driven by Walker report some | Strong engagement from
ability to wunderstand key | financial institutions are adopting | business and focus on
business drivers. Ensures | this approach to give greater | practical steps required to
executives are fully briefed on | oversight and transparency to | manage risks. Very strong at
key risk issues prior to | stakeholders. Provides more time | coordinating activities across
engaging with non-executive | for consideration of risk issues | functions and divisions. Can
directors. than available to an audit | be used in combination with

committee. one of the other two
committees.

Weaknesses These committees often lack | Ability of non-executives to gain | Can lack the resources and

senior representation from
business divisions who own
and manage the risks. This
can act as a barrier to
embedding risk management.

sufficient information and hold
executives to account. Potential
for conflict with Audit Committee
over internal control evaluation.

authority to act and be
reduced to a talking shop.
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Risk Committees — poor relation?

The effectiveness of Boards has been formally considered for a number of
years.

Section B of the UK Corporate Governance Code issued in 210 restates the
principle that “the board should undertake a formal and rigorous annual
evaluation of its own performance and that of its committees and individual
directors’.

Board sub-committees are coming under scrutiny and it is hardly surprising
that Risk Committee effectiveness should be rising the non-executive
directors agenda.

Risk professionals should expect to be come additional scrutiny.

Additional review should encourage strengthening of corporate governance.
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How do | know If it is delivering?

A common structure to evaluating a committee or business process

Summary of current status of implementation and progress versus programme milestones

SWOT analysis

Embedding: Testing progress against Embedding Criteria

Level of embedding and critena

‘ ) ] ’ ] ] . c Approaches to managing risk are fully embedded in day-to-day
Is this adding value?’ Tangible benefits realised to date business processes and siratagies.

4 [Approaches are adopted and impraving but not fully embedded.

Conclusions & Next steps

3 |Implementation has been completed in key areas.

Implementation is planned but not delivered.

There ig a level of awareness ar understanding but na action has been
taken.
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1 — Current Status and progress versus plan

-  Risk Committees should undertake a self-assessment to determine whether
the members feel they are delivering on their “Terms of Reference’

- The committee might commission a ‘technical evaluation’ by the risk function

- Example of changes made to committees have included:

Establishing a themed agenda for committee meetings
Changing the membership to better represent all business divisions and functions

Additional meetings to enable the agenda to be covered in full whilst giving papers adequate
challenge and review

Refocusing papers on covering essential issues and being more succinct

Less emphasis (once the committee is established) on process and framework and more
discussion of the key risk issues
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1 — Technical Evaluation

A technical evaluation might be structured to consider the following for
example:

— Committee purpose

— Composition and resourcing

— Teamwork and dynamics

— Agenda and minutes

— Reporting to / from committee

— Risk culture embedding

— Risk appetite and framework effectiveness
— Risk assessment

— Controls and mitigation

— Monitoring and review
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2 - SWOT analysis - example

- An honest appraisal of the Strengths and Weaknesses of the committee

Level of challenge and scrutiny

Structure and robustness of committee operation
Tracking of breaches of risk tolerance and driving action
Extent to which risk culture is being sponsored

Breadth of representation

- An honest appraisal of the Opportunities and Threats of the committee

Level of bureaucracy and ‘audit trail' compared to real discussion

Ability of different risk committees (within group and divisions) to communicate effectively
within governance structure

Clarity of remit of risk committees versus audit committees and Boards
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3 - Embedding ‘tests’ for Risk Management Framework

Test | RMF will be Meaning
embedded
wheniitis...

1 Sponsored Executives understand and communicate the overall
framework for managing risks including governance
arrangement associated with the Risk Committee.

2 Owned Entity management accept accountability for the risk
management framework and how it is implemented
locally through the Risk Committee.

3 Decisive The Risk Management Framework ensures that key
risk issues (risks versus tolerances, control
weaknesses, risk events) are discussed and acted
upon in a timely manner.

4 Commu- The RMF is discussed and communicated to staff.

nicated Training is provided and awareness information
provided to ensure awareness is sustained.

5 Integrated The Risk Management Framework is used to govern
all risk and solvency processes via the Risk
Committee.

6 Valued The RMF is periodically reviewed and its effectiveness
tested. Management look to refine and enhance its
implementation over time.

7 Sustained | The Risk Management Framework is fully documented

and key staff are trained in their respective roles.

Score Meaning
(1to 5)

Honest appraisal of risk
committee operation against
structured ‘embedding’ criteria.

Eg/ to what extend is line
management taking ownership
of the success of the committee
and making decisions.
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4 —

How has this process added value?

Toughest test: - How has the risk committee ‘added value’. In other words

what has happened as a result of a having a risk committee, which might
not have happened otherwise.

Examples might include:

Challenge of reports and Ml (asking the difficult question)
Insight (making sense of signals and warnings)

Extracting the learning from ‘Risk Events’ reported and ensuring follow up
actions are taken

Driving adoption of a risk appetite framework
Implementing change (eg/ stress test framework, training programmes...)

Challenging divisions and functions to adopt and embed risk management
practices
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5 — Conclusions & Next Steps

- Need to make sense of the findings and draw conclusions.

- It Iis important that the committee itself makes time to discuss its operation and
agree its own action points.

- The review process needs to be owned by the Chair of the committee.

- The actions need to be owned by members of the committee and followed through
to completion.
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To read more

- Strategic Risk Magazine — December 2010
- Continuity Magazine — March 2011

Assess yourself

WhenAmlin's head of group risk, Alec Hindson, was asked to evaluate his arganisation’s risk
committee, he found a distinct lack of guidan ce an offer. In the second inour sere s of practic
guides, he explains how you can tell if wour risk committes is not delivering
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for the proge s this is mai d ower time. Lesders should challenge and be
demanding, rather than just saying the right things ionally. Evid of embedding
would inclade board and i i staff magazin edaites and
Business plans.

O = i someone is & 'k cwner’, they should positively feel the sccountabilities of
awnership, and this should be linked 10 theis performance management and rewied. This
could be evid d preel reviews, p d chjectives and 2
commimes minuses.
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