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Workshop Objectives

A Overview escalating IA stakeholder expectations
A Analyze causes of growing IA customer dissatisfaction

A Provide a forum to discuss barriers to meeting the new
stakeholder expectations

A Overview steps taken by IIA Global to date

A Overview core elements of Board & C-Suite
Driven/Objective Centric (BCD/OC) i a new approach to
ERM and Internal Audit

A Provide a forum to discuss barriers to implementing
BCD/OC

A Overview some BCD/OC implementation options
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Escalating Expectations: Regulators

CSA Expectations: Canadian Public Companies

Material risks are required to be disclosed in regulatory filings such as an AlF or a prospectus. The
way in which an issuer manages those risks may vary between industries and even between issuers
within an industry according to their particular circumstances. It is important for investors to
understand how issuers manage those risks.

Disclosure regarding oversight and management of risks should indicate:
A the boardds responsibility for oversight and me

A any board and management-level committee to which responsibility for oversight and
management of risks has been delegated.

The disclosure should provide insight into:
A the devel opment and periodic review of the isst
the integration of risk oversight and managemer

A

A the identification of significant elements of risk management, including policies and procedures to
manage risk, and

A

the boardds assessment of the effectiveness of
applicable.

Source: CSA STAFF NOTICE 58-306 2010 CORPORATE GOVERNANCE DISCLOSURE COMPLIANCE REVIEW
December 2, 2010, page24 http://bit.ly/ezvf30

A better response to risk.
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Escalating Expectations: Regulators

FROM THE SEC February 20, 2013:

Item 407(h) also requires companies to describe the role of the board of
directors in the oversight of risk. Recently, the U.S. Government Accountability
Office found that economic output losses from the 2007-2009 financial crisis
could exceed $13 trillion.26 Given the magnitude of that crisis, which continues
to be felt, it would be difficult to overemphasize the importance that investors
place on questions of risk management. Has the board set limits on the
amounts and types of risk that the company may incur? How often does the
board review the companyos ri sk manage
direct access to the board? What specific skills or experience in managing risk
do board members have? Issuers that offer boilerplate in lieu of a thoughtful
analysis of questions such as these have not fully complied with our proxy rules
and are missing an important opportunity to engage

Source: SEC Commissioner Speech Louis Aguilar, February 20, 2013
http://www.sec.gov/news/speech/2013/spch022013laa.htm
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Escalating Expectations: Regulators

FIinanci al Stability Board (.

4.1 The board of directors should:

a)

b)

©)

d)

f)

9)

h)
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approve the financi al I nstitutionds RAF, devel
andCFO, and ensure it remai ns -acdtomgternsstragegyt wi t h t |
businesand capital plans, risk category as well as compensation programs;

hold the CEO and other senior management accountable for the integrity of the RAF, including the
timely identification, management and escalation of breaches in risk limits and of material risk
exposures

ensure that annual business plans are in line with the approved risk appetite and
incentives/disincentiveare included in the compensation programmes to facilitate adherence to

risk appetite;

include the assessment of risk appetite in their strategic discussions including decisions

regarding mergers, acquisitions, and growth in business lines or products;

regularly review and monitor the actual risk profile and risk limits against the agreed levels

(e.g. by business line, legal entity, product, risk category), including qualitative measures

of conduct risk;

di scuss and monitor to ensure appropriate acti
limits;

guestion senior management regarding activities outside the-éppraved risk appetite

statement, if any;

obtain an independent assessment (through internal assessors, third parties or both) of the

design and effectiveness of the RAF and its alignment with supervisory expectations.




Escalating Expectations: Regulators

FIinanci al Stability Board (.

4.6 Internal audit (or other independent assessor) should

a) routinely include assessments of the RAF on an institwtidie basis as well as on an
individual business line and legatity basis;

b) identify whether breaches in risk limits are being appropriately identified, escalated and
reported and report on the implementation of the RAF to the board and senior
managemenrds appropriate;

C) independenthassess periodically the design and effectiveness of the RAF and its
alignmentwith supervisory expectations;

d) assess the effectiveness of the implementation of the RAF, including linkage to
organisationatulture, we well as strategic and business planning, compensation, and
decisionmakingprocesses;

€) assess the design and effectiveness of risk management techniques and MIS used to
monitort he i nstitutiondés risk profile in relation t

f) report any material deficiencies in the RAF and on alignment (or otherwise) of risk
appetiteand risk profile with risk culture to the board and senior management in a timely
manner and

0) evaluate the need to supplement its own independent assessment with expertise from
third parties to provide a comprehensive independent view of the effectiveness of the
RAF.

m"risk
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Escalating Expectations: Regulators
Board responsibilities per FRC UK Sept 2014 Code

Boards are responsible for:

A determining the extent to which the company is willing to take
on risk (its nAri sk appetiteo),;
A ensuring that an appropriate i r i s k ltasi Heeninstiked
throughout the organization;

Aidentifying and evaluating the
business model and the achievement of its strategic
objectives, including risks that could threaten its solvency or
liquidity;

A agreeing how these risks should be controlled, managed, or
mitigated,;
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Escalating Expectations: Regulators
Board responsibilities per FRC UK Sept 2014 Code.

Boards are responsible for (continued):

A ensuring an appropriate risk management and internal control
system is in place, including a reward system;

A reviewing the risk management and internal control systems
and satisfying itself that they are functioning effectively and
that corrective action is being taken where necessary; and

A taking responsibility for external communication on risk
management and internal control.

Source https://frc.org.uk/Our-Work/Publications/FRBoard/ConsultatiorfPaperRiskManagementinternal
Contr.aspx
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Escalating Expectations: Credit Agencies
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Escalating Expectations: Credit Agencies

{ 3 t We beliave that successful risk culture
begins with fostering open dialogue where every
employee In the organization has some level of
ownership of the organization's risks, can readily
identify the broader impacts of local decisions, and
IS rewarded for identifying outsize risks to senior
levels. In such cultures, strategic decision-making
routinely includes a review of relevant risks and
alternative strategies rather than a simple return-
on-investmentanalysis. 0 ( page 4
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Escalating Expectations: Institutional
Investors

gﬂ IC G N International Corporate Governance Network

Home ' AboutiCGN Membership Events Committees FEducation BestPractice Awards Publicati

Corporate Risk Oversight Committee

You are here: Committees » Corporate - . o ; . 3 v ity ’ .
Risk Oversight Committee (CR£O; The committee seeks to influence policies relating to corporate risk oversight. This includes:(1) guidelines on what constitutes best practice Hsemame [ |
in corporate risk oversight; and (2) the responsibilities of shareholders and companies with respect to corporate risk oversight and how this ——
is communicated. I |
e — Committee Members (2014 - 2015) Remember me (]

Forgotten your password?

Forgotten your username?
Creste an account

* Corporate Risk Oversight Committee

* Best practice guidance

* Terms of Reference
Carola van Lamoen, Co-chair, Robeco, Netherlands

Useful References

* ‘Setting & Higher Bar - Deloitte's eighth
biennial survey on risk management
practices.

‘Corporate Risk & Governance: an End
to Mismanagement, Tunne! Vision and Brian Bamier, Co-chair. ValueBridge Advisors, USA
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Escalating Expectations: Public Sector

Treasury Board of Canada

Secretariat

Departmental Activities v
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Escalating Expectations: Public Sector

N T Secretariat also monitors and assesses departmental and
agency performance on risk management through such means
as the Management Accountability Framework, and reviews of
Internal and external audits. These assessments may be used
to inform discussions between the Secretary of the Treasury
Board and Deputy Heads.

Evidence that a federal department or agency has effective risk
management practices in place may lead to Treasury Board and
Secretariat oversight being adjusted to an organization's
capacity for managing risk, where circumstances permit.
Conversely, ineffective risk management may lead to additional
controls and oversight. Where necessary, the Secretariat may
encourage deputy heads to undertake appropriate remedial
measures in support of their responsibilities for the monitoring of
risk management within their organization. o

(http://www.tbs-sct.gc.ca/pol/doc-eng.aspx?id=19422)
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Escalating Expectations: Director
Associations
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Escalating Expectations: |IA Customers
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Escalating Expectations: |IA Customers

Figure 4. Satisfaction with internal audit value and performance

Percent of stakeholders reporting intermal Percent of 2014 respondents reporting that
audit provides “significant value™ internal audit *performs well™*

Board Members Senior Management Board Senior CAEs
Members Management

M 013 M z014 'Represents the average of "performs well” ratings
Source: Pwl's Siateof the lnfema Audht Professon Studyy 2014
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Escalating Expectations:
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Internal audit may need a makeover

By Ken Tysiac
March 16, 2015

RELATED

AICPA releases 6-point plan to enhance audit
quality
T u;-a‘_v's CFOs can keep up with rapid changes in
technology

Revised IAASB standard increases auditors’
involvement with “other information”

PCAQOB considering a more logical organization of
its standards

“Pervasive” pressure challenges internal audit's
objectivity

TOPICS
Management Accounting

Risk Management and Internal Control

Many internal audit functions will need to undergo a fundamental shift in
the coming years to keep pace with changes at their organizations,
according to a new survey report.

Just 11% of chief audit executives (CAEs) participating in PwC’s 20715
State of the Internal Audit Profession Study say their current internal
audit function is providing value-added services and proactive advice for
the business. But 60% of CAEs believe they need to be providing such
services and advice within the next five years.

Meanwhile, more than 45% of internal audit stakeholders expect
internal audit to move from its traditional role of providing assurance to
a more proactive advisory role within the next five years.

In many cases, internal audit will be undergoing a makeover along with
the rest of the business. Nearly 70% of organizations participating in the
survey have gone through or are in the process of a business
transformation in response to market shifts. An additional 12% plan
such a transformation in the next 18 to 24 menths.
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Most Internal Auditors See Role Becoming
More Strategic

But only 11% of chief audit executives see their current internal audit function as
providing value-added services and proactive advice.

}) Matthew Heller

March 16, 2015 | CFO.com | US
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Amid a rapidly changing business landscape, most internal auditors see themselves
moving beyond their traditional assurance provider role and becoming proactive advisers
to corporations, according to PricewaterhouseCoopers.

PwC's latest State of the Internal Audit Profession survey found that while only 11% of
chief audit executives see their current internal audit function as providing value-added
services and proactive advice, 60% of CAEs and just over 45% of stakeholders expect the
function to have a more proactive role within the next five years.

The report also identifies four key areas that will enable internal audit to contribute to
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Escalating Expectations: |IA Customers

Similarly, PwC survey resuliswhich reflect the opinions of more than 1,900 CAEs
internal audit managers, senior management, and board mémbedisate

significant dissatisfaction with internal audit value and performance. Taking

into account the respondents who did not know whether internal auditing adds
significant value to the organization, the survey results show that 50 percent of sg¢nior
management and 28 percent of board members believe internal auditing adds
less than significant value to their organization. Furthermore, only 49 percent of
senior management and 64 percent of board members believe internal auditing i
performing well at delivering on expectation (Figure 4). Also noteworthy, the beligf
among board members that internal audit adds significant value has dropped 10
points from last year. Evident from these findings, an expectation gap exists between
stakeholders and the internal audit activity.
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