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Walkthrough

e During this short session, we should be able to
answer all these questions and have a decent
idea as to how to implement a successful RM
function.

e | will use a practical case study from my
company that deals with various industries
(Investment, Chemical & Oil, Real Estate,
Mortgage, Distribution, and Manufacturing)
and operates in 30+ countries.



RM Phases

1. . 3. 4. 5.

Planning and Development Implementation Reporting &
Setup Phase Phase monitoring




Phase 1 - Planning and Setup - Stages

N

e Brainstorming & high level discussion

e Seek Board & Senior Management Involvement and
Oversight

e |dentify and position a leader(s) to drive the ERM
Initiative

e Establish a Management Working Group

e Evaluating the need for a RM Software




Phase 2 - RM Design- Stages

~

e Assess corporate Risk Management maturity level

Assess the Governance Structure (including risk governance)

Document the RM Framework for the Company

Determine the BOD risk appetite levels

Determine the Management's threshold/tolerance levels

Develop high-level risk policies and procedures




Phase 3 - RM Development - Stages

N

e RM System setup

e Develop RM Manual - How to use RM System

e Key Risk Indicators (KRI) & Library

e Upload of KRIs and other relevant data into the system

e RM System integration




Phase 4 - Implementation - Stages

N

e Perform and upload risk assessments to the RM system

WV,

\

e Update and upload actual KRIs Data to the RM system

J

\

e |dentify risk response plans for key risks

J

N

e Conduct workshops to transfer knowledge and train

J

N\

e Monitor and evaluate the effectiveness of the process

S




Phase 5 - Reporting & Monitoring - Stages

e Develop risk reporting templates (BOD, Management, :
Employee level)

J

. . w
e Updating appetites, thresholds, assessments, response
plans

J

e Continuous reporting and monitoring within the
organization

J

e Continuous reporting and monitoring of risk reports to |
the BOD

J

N\

e Monitoring and evaluation




1. Company 5 - Risk Appetite Table

Risk Appetite Level
(i.e. Willingness to
Sub-Risk tolerate risk)

Short-term strategicrisk
Long-term strategic risk
Reputationalrisk

Strategic Risk

S e
Capital Risk =
Liquidity Risk | Short-term liquidity risk wilys
Long-term liquidity risk
Credit Risk Customer credit risk
Operational Fraud risk
Risk Internal controls risk
Compliance risk

Human capital (HR)Risk
IT risk

Financial Risk | Report] by
! ﬁtomerconceltrationrisk —
< geelierconoertratimrisk I
Market Risk Interestrate ris

Currency risk
Definitions of the above risks can be found in the glossary section.

The BOD accepts the impact of potential risk in materializing.

The BOD has a moderate appetfite to acceptits exposureto risk.

The BOD attempts to avoidlimit/mitigate its exposure torisk.




RISK APPETITE STATEMENT

2.1 Strategic Risk Appetite Statement

Strateqgicrisk is the current and prospective impacton earnings and shareholder value arising from
business decisions. In orderto maintain shareholder value:

* (C5's strategy will strive to reflectchanges in the company's business needs and will notlimitthe

company from seizing opportunities that arise. Hence, C5 will acceptvariations in its short-term
strategy.

e 5 will have little tolerance for not achieving long-term targets.

* C5 will assessthe fit of any new opportunity with the company’s strategy, and will targetto
achieve IRR of notlessthan 17% over a 3 year period.

2.2 Credit Risk Appetite Statement

Creditrisk is associated with the default or deterioration in credit quality of customers or
counterparties.

* (5 hasMediumtolerance to oversights on customer credit performance. C5 expects that
defaulted receivables notto exceed 10% of gross receivables.

2.3 Financial Risk Appetite Statement
Financial risks includes those that may have a direct impacton the financial ratios, financial

C5 willtry to monitor customer and supplier concentration limits as follows:

-J

ustomer concentration — 25% of gross sales per customer.
Supplier concentration — 12%for largest supplier.
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GROUP STRUCTURE

RECEIVABLE




MATURITY LEVELS

Roadmapping Maturity Levels

Hint: IA

2
Consistent
1 «RM
practices
Ad Hoce documented
i & training is
* RM applied SR
inconsistent- available,
Iy; Communi-
« Bottorn-up ation and
or top-down coordination
effort not is atternpted,
linked « Standalone
activity

3
Integrated

« RM linked to
new product
development
and
technology
project
selection;

« RM linked to
stage-gate or
other
execution
processes,

« RM driven by
high level
champion

4
Advanced

« RM used to
do scenario
analysis,

* RM drives
technology
reuse
opportunities,

« Top-down
and bottom-up
participation
cuts across
company silos;
+ Ad hoc inputs
from suppliers
& customers

5
Company
Optimizing

+ RM linked to
portfolio & risk
analysis;

« Formalized
inputs from
suppliers &
customers;

* RM methods
articulate
collaboration
strategy,

* RM balances
market-pull and
technology-
push invest-
ments In new
product
development,
protecting
technology on
the critical path

6

Network
Optimizing
« RM facilitates
cross-
organization
scenario
analysis,
« Distributed
input into
digital RM
supports co-
development,
forecasting and
lifecycle
planning;
«RM
inforrmation
framework
facilitates
situational
awareness
across supply
network
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COMPANY 5 AUTHORITY MATRIX

EXPENSES TYPE / AUTHORITY LEVEL

. : Purchasing & Expenditure (capital and non-capital)

- :: |tess than $5,000, in budget &

: |Less than $5,000, not in budget a i

- -|Greater than $5,000, less than $25,000, in budget. a a i
:: Greater than $5,000, less than $25,000, not in budget. a a i
:: Greater than $25,000, less than $ 50,000, in budget. a i i
" Greater than $25,000, less than $ 50,000, not in budget. a a i i
) :: Greater than $50,000 a a i i

s ) : Treasury Management / Finance / Capital

. : -|Opening and closing of bank accounts a

- ‘|Budget Approval / Business Plan a i i i

- ‘|Obtain finance / Negotiate new finance terms a i

.*|Loan amendment a i

- +|increase or decrease of share capital (Capital Call / Distribution) a i i
-|cash Management & Short Term Cash Investment a
- NOTES:

: : " -"a" refers to the approval level
- -"i" refers to the involvement level



r;:‘;‘::gg Critical  Critical Critical  Critical
Key Indicators to Monitor v Max Max Expected Min Min
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KRl 7 — ACTUAL DATA

% of deviation from approved/ expected Sales target

Non Critical Critical Rising
Expected Value Rising Threshold Threshold

10% 13% 16% 30%
12% 16% 19% 19%

9% 12% 14% 10%
10% 13% 16% 10%
12% 16% 19% 18%
11% 14% 18% 16%

13% 17% 21% 25%



Reportable issues/concerns

[Actual

—4—Expected Value

== Non Critical Rising Threshold

==v=Critical Rising Threshold

2012 Q1 2012 Q2 2012 Q3 2012 Q4 2013 Q1 2013 Q2 2013 Q3




How many reportable issue/s do
you see?

=3 Actual

=== Critical Rising Threshold
~=— Non Critical Rising Threshold
- Expected Value

~m— Non Critical Rising Threshold
== Critical Rising Threshold




HEAT MAP

Impact

T ncidental | 7 Winor | 3 Woderate | 4~ Wajor |5 Catastrophic

5 — Almost Certain
Will occur multiple times (i.e. within 1 year)
11 16 20 23 25

The event will occur once (i.e. within 1 year)

12 7 21 24

3 — Possible
The event may occur within the foreseeable
future or medium term (i.e. within 3 years) 1 3

2 — Unlikel

The event may occur at some time but not likely to
occur in the foreseeable future (i.e. Within the

next 3 — 10 years) 14 19

The event will only occur in exceptional

circumstances or as a result of a combination of

unusual events (i.e. within the next 10 to 100 1 5
years)



RISK ASSESSMENT

R

PRO RISK DESCRIPTIO :
Receivable
Inefficient collectability to the receivables REC1 21
Lack of segregation of duties among the receivable function |REC 2 12 Reduce
Low turnover to the receivable REC3 19
Inadequate bad-debt allowance REC4 9 Accept
Delay in depositing collected cash RECS 11 Reduce







COMPANY P&P

COMPANY 5
LIQUIDITY POLICY & PROCEDURES

1. POLICY:

Company’s Liquidity, cash in-flow, and cash out-flow should be handled based on Company 5
guidelinesdescribed in this document.

1.0

2.0

2. PROCEDURES:
DEFINITIONS

1.1 Cash: Currencyand coinson hand, bank balances.
1.2 Cash Equivalents: - Short-term, highly liquid investments that:

1.2.1 Arereadily convertible to known amounts of cash;

1.2.2 Have original maturities of three months or less;

1.2.3 Are so near their maturity that they presentinsignificantrisk of changesin
value because of changesin interestrates,

CASH HANDLING RESPONSIBILITIES:

2.1 Appropriate segregation of duty at all times:

2.1.1 Asingle employee may not handle a cash transaction from beginning to end;

2.1.2 The cash handling function is separated from the function of recording cash
transactionsin the books of account;

2.1.3 Employeesnotinvolved with cash processing prepare bank reconciliations.

2.2 Centralization of the cash receiptfunction;
2.3 Depositing of cash receipts to the bank intact on a daily basis;

2.4 Recordingofall cash receiptsto the appropriate sub-ledgerand general ledger on
the date of receipt;

2.5 Unapplied cash should be cleared (applied to a specific A/R accountand customer)
daily;
2.6 Paymentsshould be limited to checks rather than actual currency.

2.7 Allsites are required to complete the “Bank Account Opening Form” whenever new
bank or other related investmentaccounts are needed. Thisform:

2.7.1 Highlights the accountscurrently open;
2.7.2 Determineswhy the newaccount(s) are needed;
2.7.3 Providesan estimated costin opening needed accounts.



RISK P&P

COMPANY 5
LIQUIDITY RISK POLICY & PROCEDURES

1. Policy

The following guiding principles provide aframework for decision-making and are consistent with
Company' overall risk management objectives and approved appetite:

« The Company will attemptto limitits engagementin heavy capital expenditure activities which require
utilizing available cash resources and could strain the company’s ability to operate in the short-term.
« The Company will strive notto exceed a 50% leverage ratio in orderto comply with bank covenants.

« The Company will always sustain creditlines with financial institutions to provide additional liquidity
when necessary.

2. Liquidity Risk Management Procedures
The liquidity risk tolerance ratios and limits are determined based on:

« Strategicrequirements — as envisioned by the BOD;
« The short-term Liquidity Risk;

« Historicliquidity trends; and

« Stressedliquidity (i.e. Stress test results).

The Company needs to ensure full abidance bythe ratios & limitations mentioned in its Risk Appetite and
liquidity thresholds defined in this document.



PHASE 1 -
PROJECT
PLANNING &
SETUP

- Executive Summary;

- List of potential
names to be involved

- Email

communication to the
whole organization

- White paper,
Frequently Asked
Questions

- White paper, ERM
the role of Executive
Management

PHASE 2 - ERM
DESIGNING

- Maturity diagram

- Description of the
principles and
processes of RM

- White paper, Most
common ERM
barriers

- Risk appetite &
Tolerance statements

- Risk Management
policy and Risk
committee charter

- ERM program
roadmap,
Organization and
Governance
structures, and roles
and responsibilities

PHASE 3 - ERM
DEVELOPMENT

- Risk Matrix
- ERM manual

- Risk Management
Checklist, and
Implementation
summary

- Organization Chart,
Job descriptions, and
evaluation Matrix

- Process flows and
descriptions

Deliverables Per Phase

PHASE 4 -

IMPLEMENTATION

- Workshops
- Questionnaires
- Risk register

- Key risks identified
and quantified, Risk
response options

- Identified and

optimized, Risk

response plans
developed

PHASE 5 —
REPORTING &
MONITORING

- Key risk indicators
identified and
monitoring plans
developed

- Risk reports
designed and
developed

- Key risks quantified,
correlated, and
aggregated into risk
profile

- Risk reports updated
with risk measures




RISK MANAGEMENT PROJECT
COMPANY 5 EXECUTIVE SUMMARY LAYOUT

Timetable

YEAR | I ™ 2013
PHASE ENTITY 'STAGE # STAGE DESCRIPTION : g
1 Assess corporate Risk M maturity level |
2 Assess the Governance Structure (including risk governance) | |
3 Document the RM F rk for the Company
GROUP LEVEL “ Determine the BOD risk appetite levels ]
6 Develop high-level risk policies and procedures I I
2 Assess the Governance Structure (including risk governance)
USA 5 Determine the M, nent's threshold/tolerance levels
6 Develop high-level risk policies and procedures
= RS:IRES:IGN 2 Assess the Governance Structure (including risk governance)
EUROPE 5 Determine the Management's threshold/tolerance levels
6 Develop high-level risk policies and procedures
2 Assess the Governance Structure (including risk governance) | |
AFRICA 5 Determine the gement's threshold/tolerance levels |
6 Develop high-level risk policies and procedures |
2 Assess the Governance Structure (including risk governance) | |
ASIA 5 Determine the M nent's threshold/tolerance levels |
6 Develop high-level risk policies and procedures |




Progress & Level of Involvement

RISK MANAGEMENT PROJECT
COMPANY 5 - PROGRESS

PERIOD EL OF INVOLVEMENT PROGRESS
PHASE STAGES Start End KEY DELIVERABLES
Period

1. Assess corporate Risk Management
maturity level

IN PRROGRESS

DELAY

N/A

Jan-12 May-13 X| x| X ]| X X « RM Maturity assessment 50%

2. Assess the Governance Structure within = AC, RM, Compensation Committee Charters
- > A Jan-12 Apr-13 X X X X X b
the company (including risk governance) = Update authorization matrices
3. Document the RM Framework for the = RM Framework structure to be incorporated
Jan-12 Mar-12 X X X g s
Company in the risk charter OR risk appetite

2. RM DESIGN PHASE < ,
= Risk appetite questionnaires to BOD

4. Determine the BOD risk appetite levels Jan-12 Feb-12 X| x| X X = Risk appetite comparison matrix
= Company group Risk appetite statement

5. Determine the Management's War-12 War-12 X X X X = Key risks and risk tree matrix + CEQ's
thresholditolerance levels Sias an desrired thresholds and indicator levels

= High-level risk policies and procedures
(credit, operational, strategic, liquidity)

6. Develop high-level risk policies and

procedures Apr-12 Jun-13 X X X




Tips for success

Think out of the box;

Step-back and look at/evaluate the big picture;
Show value-added:;

Be creative and pro-active;

Be a leader not a manger;

Communicate as early as possible;
Communicate to the appropriate level;

Be efficient & effective by utilizing in house
resources.

Plan & Budget.



