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Crisis- Proofing the Organisation:
IS It possible?

Colleen Guray
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The more an issue lede(I: syst?n;]—/
matters, the less likely ;Fohu ates fight
you are to be on your Ight

best behaviour
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Key lessons learned from risk management failures and
successes have driven the global industry response

Characteristics of firms that did well
" Rich dialogue among senior management,
anage- business lines, and control functions

ment Quick escalation process
oversight Risk appetite and risk conirol well balanced

= Senior managers with prior experience
in capital markets

Liquidity Close alignment between treasury function

manage- and risk management

ment Intermal pricing mechanisms to incentivize
building of liquidity exposure

Risk Multiple risk tools drawing on different under-
measure- lying assumptions, which can be altered
r

ment and
stress

testing and qualitative information

Wide ran of measures
Effective balance of quantitative

Rigorous intermal processes to challenge
valuations

Internal experience to conduct independent
assessment

Consistent application of valuations

across firm

Valuation

1 This azzessment is based on an analysis of 11 of the largest banks and securities firms
SOURCE: Sanior Supervisors Group; Cibservations on Risk management Practices during the Recent Market Turbulence (March 6, 2008)
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Key lessons learned from risk management failures and
successes have driven the global industry response

Characteristics of firms that did not do well
= "Organizational silos”™

Manage- = (Aggressive) expansion of risk without clear

ment guidance

ove rsight = Little capital market experence in senior

managermeent

= Treasury function lacked information across

h_i::;dit? all businesses

o = Contingency plans based on incomplete
ment - .

information

Risk
measure- = Limited number of specific risk measures,
ment and incorporating outdated or inflexible assumptions
stress = Limited integrated view across businesses

testing

= Lack of relevant intermal valuation models
Valuation for complex products
* Heavy reliance on external valuations

1 Thiz assezsment i= basad on an analysis of 11 of tha Iargasl banks and securitias firms
SOWCEEDM@E%@W;E%@SI% anagarn@m Practices during the Recant Market Turbulence (March &, 2008)
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Summary of industry recommendations for effective
Risk Management and Governance

* Dedicated Board Risk Management Committee, with strong
industry experience & risk management skills

* Independent CRO responsible for all risks, reporting to
CEO and Board, with stature to influence decisions

* Adequately resourced risk management organisation

* Ensure effective dialogue about risks at all levels
* Clearly define risk appetite for all businesses &
Board . .
ensure coherence with business plans & strategy
* Deeply understand integrated risk profile & how this
is changing, including risk concentrations

Responsibility

* Ensure risk culture is robust and effective — diagnose
& address weaknesses as necessary

Culture — Ensure all employees understand their
responsibilities for risk management

— Ensure (formal and informal) information flows are
effective and “bad news travels”

— Ensure compensation schemes do not induce risk-
taking in excess of firm’s risk appetite

source: Mark Lawrence IAA ERM 29/9/2009
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© Fostering under- @ Role-modeling
standing and conviction
+ Establish obligation to » Coach employees on
dissent the importance of

» Perform mirror analysis highlighting risk issues
— Showcase lack of D » Ensure key risk

escalation of risk management roles are
issues and need for filled by individuals who
change will stand firm on risk

issues

YA |
_/

9 Developing talent Reinforcing with formal
and skills mechanisms

« CEO/ top level Q&A C « Create simple &

+ Ensure management formal processes for
works well all levels reporting risk issues
and responds * Inclusion of
positively to risk challenging behavior
issues in performance review

1
This four part model is used to address each of the

' 23
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LEADERSHIP
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professional

personal
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Visible behaviour

Underlying cultural currents::
Assumptions
Attitudes
Beliefs
Values
Emotions
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Embracing the “Shadow System” brings Health.....

The FORMAL System:
espoused values, norms,

e —

Upside: Allowing

Downside: diversity, uncertainty,
Repressed anxiety & healthy cnn_fl?ct
creates malevolent enables creativity

undercurrents ] & innovation!
“Conversation™

The “Shadow System™
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What is Integrity?

....a personality structure comprising

 Ability to tell the truth to self and others

 Ability to understand own impact on the
system and to take responsibility for this

 Ability to hold others accountable
e Loyalty to the greater good
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: : , Autonomy
Biggest fight you’ll ever Vari
) i ariety
have is the one with :
Learning

yourself!

Mutual respect
Meaningful work
Desirable future
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