Risk and Capital Management — Insights

PwC'’s definition of the ‘Enterprise Risk Management’ (ERM) Framework

Regulators and risk management experts often talk about the Enterprise Risk Management (ERM) Framework, but few actually articulate what it is. At e
PwC we spend a considerable amount of time helping clients define and implement an ERM framework appropriate to their business. The first step is to ontacts
present what we believe are the key components of such a framework and how they fit together. The diagram below summarises our definition. John Bromfield
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10 components of an ERM framework
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Insurance
Placing a risk dimension at the heart of the organisation. Risk is a Risk appetite clearly articulated and reflecting the Group and BU risk +44 (0) 207 804 3364
core consideration when setting strategy, formulating business plans, capacity, business strategy and financial goals. Processes and procedures| .
in place to manage risk on an enterprise wide basis within defined (hard Miles Kennedy

managing performance and rewarding management success
el g ¢ / Retail Banking

and soft) boundaries without stifling day to day operations
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Identification and assessment of all (current and emerging /

desired and undesired) risks faced by the organisation. / . .
Robust processes in place to aggregate and prioritise risks ERM focused external communications strategy centred around Rnchard Smith
on an enterprise wide basis / actively managing stakeholders (policyholders, regulators (group Capital markets
and local legal entity), rating agencies, debt and equity investors etc)| ~ +44 (0) 207 213 4705
€ Governance structure Governance structure in order to yield shareholder value added and capture wider

business benefits

@ Business performance measured on a risk adjusted basis.
Capital allocated to BUs / transaction opportunities based
on risk : reward trade off. Risk reflected in ‘factory gate’
product design and pricing and post sale portfolio
management. Capital managed to optimise RoRAC but
cognisant of stress scenarios

distinguishing between management and oversight /
activity. Clear accountability and responsibility for ‘top @ Governance, organisation
tier’ risks. Development of detailed risk management and policies

organisation including mandate, scope and role of
CRO, establishment of all risk functions and
interaction with wider organisation. Development
of detailed risk policies to manage individual risks,
allocation of risk owners and development of

risk KRIs to establish operating tolerances

@ People behaviour aligned with group risk, capital
and performance strategy / business plans
through balanced score cards, MBOs and
incentives and rewards schemes. Required level
of skill, experience and knowledge exhibited by
majority of staff

Risk and capital
assessment (including
internal models)

0 Internal risk and capital models at the
heart of the ERM framework. Models
meet highest quality standards,
appropriately calibrated (“real time”)
and fully tested and documented.
Models subjected to independent

endei o People { Core technology to support fully

@ Required level of Ml to support and Management @ Technology and integrated ERM approach. Focus on
ERM framework. Ml appropriately reward information infrastructure organisational span, data quality and
tailored to roles, responsibilities automated processing
and authority levels

Business strategy @ Business management ‘ Business platform
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