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Traditional “Supply Driven” Assurance
Why change?

New board risk oversight expectations
“Demand Driven” Assurance - Key elements
SVGC’s draft Group Risk Management Policy
SVGC’s draft rollout strategy
SVGC risk assessment examples

Questions/discussion
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Traditional “Supply Driven” Assurance
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Approach #1: Fund an Internal Audit function
A scene that repeats hundreds of thousands of times around the world:
The chairman of the audit committee extends the thanks of the board for the work done by Internal Audit in
the previous year and asks two final questions that legal counsel has suggested he pose. He inquires:
"Are there any other concerns or control issues that I should be aware of?“ "Are controls adequate?“
The chief internal auditor responds:
"I have reported on the issues of significance noted in the year that I think you should be aware of.
Management has, for the most part, been very cooperative and has indicated that they will take the steps they
consider necessary to rectify the deficiencies noted during our audits. Although we have noted some problems
in the course of our audits, overall, controls appear to be adequate in the areas we have reviewed."
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Approach #2: Internal and external auditors form/report subjective
opinions on whether they think controls are “effective” or “adequate”
Question: If the objective is “Prevent/minimize injuries/deaths in the home due to fire”,
how many “controls” must be present to conclude controls are “effective” or
“adequate”?
Should there be a tested escape plan? Should there be a fire extinguisher in the kitchen? In other rooms?
Should there be two kinds of smoke detectors, battery and wired? Should there be a fire blanket in the kitchen?
Should the house have a sprinkler system? Should parents have burn prevention/treatment training? Should
there be an annual inspection by the local fire department or a fire risk specialist? Should there be an annual
documented risk assessment that cover statistically probable risks? What about insurance coverage,
contractual indemnities with suppliers, etc?
Answer: There is no such thing in real life as “effective controls”, only different levels of acceptable
retained/residual risk. Auditors and regulators continue to pretend this isn’t a fundamental truth.
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Approach #3: Senior management and boards don’t tell Internal Audit
with any specificity what they want assurance on and how much
Question: How much should a company like SVGC spend on Internal
Audit?
Answer: Without clarity on what senior management and the board want
from internal audit, it is possible to propose and defend cost estimates
ranging from £25,000 (tokenism) to a very high amount. All would allow
SVGC to report there is an Internal audit function that does audits, reports
audit “findings”, and complies with the IIA professional practice standards.

© Risk Oversight Inc.

Traditional “Supply Driven” Assurance
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Approach #4: Staff groups create/maintain a “Risk Register”/Assign “Risk
Owners”/Create “risk heat maps”/Report top risks
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Approach #5: Hire a Chief Compliance Officer but don’t communicate
with clarity the company’s appetite/tolerance for violations, fines and
jail sentences or scope of work.
Questions: Did Barclays/RBS/UBS/etc. boards
know the bank was engaged in LIBOR
manipulation? Should they have known?
Is the LIBOR scandal a failing of Internal
Audit, Risk Management, Compliance,
the bank boards, or just a bad risk
call by management that went badly wrong?
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Approach #6: Directors’ reports in the UK list “principal risks and uncertainties” facing
the company but FRC is concerned there is a lack of real director engagement producing
the disclosures
Following the 2008 global financial crisis regulators concluded public companies should report what they see as the biggest risks that
could impact the company and describe how the board oversees risk. Most companies now do this in some form. Unfortunately it isn’t
clear at this point, even to risk experts, if regulators want the biggest inherent/gross risks before considering “risk treatments”, or what
the company considers the biggest retained/residual risk areas. Practices vary widely but it is unlikely many UK firms engage non-exec
directors directly to agree the risks disclosed. The FRC in the UK has indicated that a key test from their perspective is whether the board
has specifically discussed and agreed the risks that will be disclosed in the annual accounts as “principle risks and uncertainties” facing
the company.
(http://www.frc.org.uk/News-and-Events/FRC-Press/Press/2011/February/The-Financial-Reporting-Review-Panel-highlights-ch.aspx)
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Approach #7: Boards place heavy reliance on the company’s external auditors
when their engagement letters severely limit scope and audit quality is variable
In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations,
cash flows, changes in equity, and comprehensive income present fairly, in all material respects, the financial position
of MF Global Holdings Ltd. and its subsidiaries (the “Company”) at March 31, 2011 and 2010, and the results of their
operations and their cash flows for each of the three years in the period ended March 31, 2011 in conformity with
accounting principles generally accepted in the United States of America. Also in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of March 31, 2011, based on
criteria established in Internal Control— Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO).
PRICEWATERHOUSECOOPERS LLP
New York, New York May 19, 2011
PROBLEM: Over 1.6 billion dollars of investor funds couldn’t be located shortly after this certification by PwC. This is
not an isolated event nor is it meant to single out PwC. The current external audit paradigm has a fairly high error
rate that isn’t likely to get better anytime soon in the absence of major changes in the auditing standards and
methods used. UK directors are expected starting in fiscal 2013 to be able to demonstrate that they have evaluated
the effectiveness of the firm’s internal and external auditor – not a small task in a changing world.
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Approach #8: Boards rely heavily on management, using largely informal
approaches without any form of independent assurance, to identify and
report areas of high retained risk – how well this happens varies widely
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Why change?
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1. Intense regulatory pressure on boards post 2008 global crisis

2. Significantly heightened risk oversight disclosure requirements in UK
3. Competitive differentiator/escalating client/investor expectations
4. Cost of capital/credit rating agencies now consider risk governance
5. Institutional investors putting new focus and importance on RO (e.g. ICGN)
6. Increased confidence key value creation objectives will be achieved
7. Current risk/assurance approaches simply don’t work very well

8. Strong regulatory push for public disclosure of “Risk appetite/risk framework statements”

© Risk Oversight Inc.

New Board Risk Oversight Expectations
15

While risk oversight objectives may vary from company to company, every board should be certain that:

1. the risk management system informs the board of the major risks facing the company
2. an appropriate culture of risk-awareness exists throughout the organization

3. there is recognition that management of risk is essential to the successful execution of the company’s
strategy
Source: National Association of Corporate Directors, REPORT OF THE NACD BLUE RIBBON COMMISSION, RISK GOVERNANCE: BALANCING RISK AND REWARD, October 2009
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While risk oversight objectives may vary from company to company, every board should be certain that:

4. the risk appetite implicit in the company’s business model, strategy, and execution is appropriate
5. the expected risks are commensurate with the expected rewards

6. management has implemented a system to manage, monitor, and mitigate risk, and that system is
appropriate given the company’s business model and strategy
Source: National Association of Corporate Directors, REPORT OF THE NACD BLUE RIBBON COMMISSION, RISK GOVERNANCE: BALANCING RISK AND REWARD, October 2009
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New Board Risk Oversight Expectations
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FRC U.K. Governance Code September 2012
The board is responsible for determining the nature and extent of the significant risks it is
willing to take in achieving its strategic objectives. The board should maintain sound risk
management and internal control systems. (page 7)
The board should, at least annually, conduct a review of the company’s risk management
and internal control systems and should report to shareholders that they have done so. The
review should cover all material controls, including financial, operational, and compliance
controls. (page 18)

© Risk Oversight Inc.

New Board Risk Oversight Expectations
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FRC U.K. Governance Code September 2012

The main role and responsibilities of the audit committee should be set out in
written terms of reference and should include:….to review the company’s
internal financial controls and , unless expressly addressed by a separate
board risk committee composed of independent directors, or by the board
itself, to review the company’s internal control and risk management
systems…. To monitor and review the effectiveness of the company’s internal
audit function. (page19)
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FRC U.K. Governance Code September 2012
A separate section of the annual report should describe the work of the committee in
discharging its responsibilities. The report should include:
….. an explanation of how it has assessed the effectiveness of the external audit process
(page 20)
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New Board Risk Oversight Expectations
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Financial service firms are increasingly expected to develop and publicly
disclose “Risk appetite statements” and “Risk appetite frameworks”
SAMPLE DISCLOSURE FOR A “RISK COMMITTEE” OF THE BOARD
5. Duties
5.1 Overall
The Committee has oversight of the Risk Management Framework of the Group and specifically the
effectiveness of risk management, governance and compliance activity within the Group. The Risk Committee
will support the Board in its consideration of the business activities that expose the business to material risks
with explicit and dedicated focus on current and forward-looking aspects of risk exposure. It advises the Board
on considerations and process for setting the Risk Appetite and related tolerances, taking into account the
Board’s overall degree of risk aversion and the Company’s current financial situation. The Board retains
responsibility for approval of the Risk Appetite.
Source: LPEQ Site - Aberdeen Asset Management Plc
http://www.aberdeen-asset.com/aam.nsf/InvestorRelations/termsofreferenceriskcommittee
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Financial service firms are increasingly expected to develop and publicly
disclose “Risk appetite statements” or “Risk appetite frameworks”
SAMPLE DISCLOSURE FOR A “RISK COMMITTEE” OF THE BOARD
5.2 Risk Appetite
The Group Management Board will define and set the proposed Risk Appetite for the business, with input from
the Group Head of Risk. The Risk Appetite being the levels of risk acceptable to the Group in delivering its
strategy and is ultimately approved by the Board. The Risk Committee shall on behalf of the Board, review and,
if appropriate, challenge the process undertaken by the business in setting this Risk Appetite. The Risk
Committee will provide oversight of the process to set and subsequent adhere to the approved risk appetite on
a regular basis and at least annually and will make recommendations to the Board.
Source: LPEQ Site - Aberdeen Asset Management Plc
http://www.aberdeen-asset.com/aam.nsf/InvestorRelations/termsofreferenceriskcommittee
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22

FSA sees major challenges improving risk management and risk oversight
“Challenges identified include the following: i) The importance of tangible, clear and unambiguous
board and senior management support and sponsorship for the operational risk management
framework and function. ii) The importance of the board and senior management setting the right
cultural tone towards the operational risk framework. iii) Persuading senior management to invest
in improved operational risk frameworks and software. In many instances operational risk functions
are required to focus valuable resources managing operational risk data rather than managing
operational risk. iv) The importance of operational risk training and the challenges of ensuring that
training is geared to the appropriate level of participant. v) Embedding the operational risk
framework within and across business units, particularly where these cross countries “
Source: http://www.fsa.gov.uk/pubs/guidance/guidance11.pdf
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FSA sees this area as a high priority

Source: http://www.fsa.gov.uk/pubs/guidance/guidance11.pdf
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New Board Risk Oversight Expectations
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FSA is escalating its focus
Ultimately, management are responsible for running firms and ultimately firms fail because of the decisions
taken by their boards and their management. These decisions are made within a firm’s corporate governance

framework. The crisis exposed significant shortcomings in the governance and risk management of firms and
the culture and ethics which underpin them. This is not principally a structural issue. It is a failure in behaviour,
attitude and in some cases, competence.
(Source: Speech Hector Sants, Outgoing FSA Chair, April 24, 2012, http://www.fsa.gov.uk/library/communication/speeches/2012/0424-hs.shtml)

NOTE: The new UK bank scandals since the date of this speech re LIBOR and selling practices are likely to cause FSA to focus even
more attention on the effectiveness of board risk oversight
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Demand Driven Assurance: Key elements
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• Clearly defined risk management and risk oversight accountabilities up to and including the board who “demand”
reliable information on retained/residual risk status

• Board plays an active and visible role overseeing effectiveness of enterprise-wide risk management processes and
management’s risk appetite/tolerance

• CEO is responsible for providing the board with a consolidated report on all objectives significantly outside of risk
appetite, and high residual risk acceptance decisions that have been rated by management as acceptable/within the
company’s risk appetite/tolerance

• Risk Oversight Committee plays a key role overseeing implementation of the company’s risk management framework,
quality of the reports on residual risk to the board, and risk acceptance decisions made by “OWNER/SPONSORS” on
objectives included in the “OBJECTIVE REGISTER”. The board can demand new/different objectives be included in the
OBJECTIVE REGISTER. What is included in the OBJECTIVE REGISTER defines what the board will receive formal
assurance on
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• Risk Oversight Committee has accountability for defining which objectives warrant formal assurance and determining
if the level of risk assessment rigour applied by OWNER/SPONSORS is appropriate given cost/benefit trade-offs

• Compliance and Risk Department has responsibility for creating, maintaining, and quality assuring the risk
assessment/risk status reporting processes

• Internal audit reports on reliability of risk management processes and risk assessments completed, as well as
objectives that it believes should be included in the Objectives Register but were not, and where it believes
higher/better risk assessment rigour is warranted

• An external specialist may be engaged periodically to report on reliability of the company’s risk management/risk
oversight framework
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SVG’s Draft Group Risk Management Policy
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Policy Overview
•
•
•
•
•

PURPOSE
SCOPE
RISK MANAGEMENT PRINCIPLES
CORPORATE RISK ASSESSMENT METHODOLOGY
RISK MANAGEMENT ROLES AND RESPONSIBILITIES
̶ Board of Directors/Audit Committee
̶ CEO
̶ Risk Oversight Committee
̶ Heads of Departments
̶ Compliance & Risk Department
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The assessment approach
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The assessment approach
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RiskStatus Rating
Escalation
Requirements

When a decision is made to include an objective in

0
Owner/Sponsor

1

the “OBJECTIVE REGISTER” the “OWNER/SPONSOR”
2
Senior
Management

must assign a “RESIDUAL RISK RATING (“RRR”) to
3

the objective and decide on the level of risk assessment
rigour from very low (minutes) to very high rigour

4
5

Definitions of each of the RRR ratings are found on the

6

laminate provided . This RRRs must be revisited

7

periodically and adjusted by the OWNER/SPONSOR as
formal risk assessments are done and/or new

8
9

information emerges

10
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Risk Oversight
Committee

Full Board

The assessment approach
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RiskStatusline™ Approach Differentiators:
1. Starting point is specific end result business objectives. Accountability for reporting on residual risk status
is clear
2. The methodology is intended to support and integrate with an organization’s strategic planning process as
well as Internal Audit, Compliance, and Risk
3. “Residual Risk Status” – a composite set of information specifically designed to help decision makers’
assess the acceptability of the residual risk status related to the business objective being assessed – i.e. - Is
the current status within the organization’s risk appetite/tolerance?
4. Supports and allows different levels of risk assessment rigour
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Proposed SVGC rollout steps
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1.

SVGC Audit Committee approval of the group’s new risk management policy. (Feb 12)

2.

Development of new risk governance implementation plan with detailed responsibility assignments and
due dates. (Feb 28)

3.

Refine SVGC’s “business objectives register”. A first draft of the Register has been prepared and will be
reviewed by SVGC’s Risk Oversight Committee. Objectives included in the first pass are linked to SVGC’s
strategic objectives, key targets and priorities and what is called “foundation objectives”. Objectives
included were drawn from public disclosures, job descriptions, compensation agreements etc.
Candidates have been proposed to be OWNER/SPONSORS of the draft objectives. (March 31)

4.

OWNER/SPONSOR acceptance of the wording of draft objective statements and OWNER/SPONSOR
responsibilities.(April 30)
© Risk Oversight Inc.

Proposed SVGC rollout steps
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5.

Rollout of risk assessment skills training for all business objective owner/sponsors, including training on how to
decide on an appropriate level of risk assessment rigour and how to complete reliable “fit for purpose” risk
assessments. (June 30)

6.

Owner/sponsors assign an initial “residual risk rating” (see laminate for definitions for the 10 levels) for each
objective assigned based on what they know at that date. (Aug 31)

7.

Owner/sponsor decides on the level of risk assessment rigour warranted, whether they require additional
training and/or facilitator support and when any formal risk assessment work warranted will be completed.
(Aug 31)

8.

Risk Oversight Committee reviews draft risk assessment strategies proposed by owner/sponsors and makes a
decision on appropriateness and whether any risk assessments should be done by, or quality assured by,
outside specialists, Compliance and Risk staff, or Internal Audit/Deloitte. (Sept 30)
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Proposed SVGC rollout steps
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9.

Risk assessment reports and related Residual Risk Ratings (“RRRs”) due from all assigned
OWNER/SPONSORS (Nov 30)
10. First consolidated report on residual risk status and progress implementing the company’s new risk
governance framework prepared for senior management and the board for Y/E 2013 (Dec 31)

NOTE: Dates shown are subject to adjustment. They will be reviewed in detail by the Risk Oversight
Committee once input from the Audit Committee is received
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Real life SVGC risk assessments
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Business objective:

Deliver returns for SVGC of 5% p.a. net outperformance over public markets over a ten
year period.
(Source: 2012 Interim report)

Threats to Achievement/Risks:
Risk Treatments:
Residual Risk Status:
(indicator data, concerns/viable risk treatments not selected, impact information, impediments)
Action Items:
Residual Risk Rating:
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Business objective:

Deliver a level of annual returns for SVGC reflecting the returns that top quartile
private equity funds will generate in the long terms
(Source: 2012 SVG Interim report)

Threats to Achievement/Risks:
Risk Treatments:
Residual Risk Status:
(indicator data, concerns, viable risk treatments not selected, impact information, impediments)
Action Items:
Residual Risk Rating:
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Real life SVGC risk assessments
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Business objective:

Ensure for SVGC that no investment in any company or group exceeds 15% by value of
its overall investments
(Source: 2011 Annual report p. 12)

Threats to Achievement/Risks:
Risk Treatments:
Residual Risk Status:
(indicator data, concerns, viable risk treatments not selected, impact information, impediments)

Action Items:
Residual Risk Index:
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Business objective:

Ensure SVGC financial statements are reliable and in accordance with IAS and UK rules
(Source: 2012 Individual targets S. Cunningham)

Threats to Achievement/Risks:
Risk Treatments:
Residual Risk Status:
(indicator data, concerns, viable risk treatments not selected, impact information, impediments)
Action Items:
Residual Risk Index:
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Business objective:

Ensure compliance with section 118 of the Financial Services and Markets Act 2000 and
the Market Abuse Directive
(Source: Bob Pamment/Ed Williamson’s view of high value erosion potential)

Threats to Achievement/Risks:
Risk Treatments:
Residual Risk Status:
(indicator data, concerns, viable risk treatments not selected, impact information, impediments)
Action Items:
Residual Risk Index:
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Business objective:

Ensure waterfall payments made by and received by SVG funds are accurately
calculated in accordance with contract terms
(Source: Job description Mark Blencoe)

Threats to Achievement/Risks:
Risk Treatments:
Residual Risk Status:
(indicator data, concerns, viable risk treatments not selected, impact information, impediments)
Action Items:
Residual Risk Index:
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Questions/Discussion
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Creating the Objectives Register
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TRAINING OWNER/SPONSORS
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Completing RiskStatuslines
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BOARD UPDATE: ERM RESTART
Presented by Tim Leech, Managing Director Global Services, Risk Oversight Inc.
June 19, 2013
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BOARD UPDATE: ERM RESTART
Agenda
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• SVGC’s ERM restart progress report@ June 19,
2013
• SVGC’s Objectives Register – sample objectives
• SVGC OWNER/SPONSOR RiskStatusline™ GUIDE
• Sample risk assessments in progress
• Next steps/decisions – Lynn Fordham
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SVG Capital plc
London Stock Exchange
Jan 2015 Annual Report
Page 29

48

OCRCM: SVG Capital: A Case Study
© Risk Oversight Solutions Inc.

2016 Annual Report
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What’s the single biggest benefit?
It makes it crystal clear that management is responsible for
managing and assessing risk and reporting to the board on
the certainty of achieving the most important objectives
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QUESTIONS???
timleech@riskoversightsolutions.com
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