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With schedules already crammed with committee meetings, it's

tempting fo reject the idea of forming yet another committee,

even one devoted fo risk. Don't. Properly executed, it will be

one of your bank’s most important governance bodies.

BY ERIC HOLMQUIST

LET’s FACE 1T: The last appointment anybody wants is another
committee meeting. It could be argued that management
spends way too much time in committees that fail to
contribute to bank performance, instead consuming large
quantities of executives’ scarce time.

Forming a risk committee is a different matter. It can
be one of the most significant steps a bank can take in
advancing the scope, impact, and value proposition of its
risk management program. Properly structured, staffed,
organized, and moderated, these committees can play a
substantial role in ensuring sound governance and maxi-

mizing the bank’s return on investment.

The idea of a risk committee is fairly logical. As the
bank continues to develop and expand its enterprise risk
management (ERM) program, it follows that a governing
body should be formed to oversee and direct the pro-
gram, working with management and the chief risk officer

(where one exists). But banks are often unsure of how to
structure these committees for maximum effectiveness
and, more importantly, how to properly focus them.

We’ve all heard the questions and concerns that typi-
cally come up. Why do we need another committee? What
would we possibly talk about that isn’t already being ad-
dressed by an existing committee? Our people are already
too busy to make time for more meetings. Do I really want
a committee specifically chartered to document issues that
could be used against us by an examiner?

All are valid questions, with equally valid answers. Re-
grettably, without a clear understanding of the committee’s
purpose and charter, banks often focus the agendas for
these committees on the same items already being dis-
cussed in other committees, which, while informative, is
not only inefficient, but can drastically undermine percep-
tions about the value of the risk management program.
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Risk management, when
properly done, is not
about speed bumps.
It's about guardrails.

This article discusses how to properly design, structure,
and charter risk committees within the institution so they
have a distinct mission and provide unique value. Prop-
erly executed, these committees will soon be perceived
as one of the most significant governance bodies within
the bank—if not the most significant.

What Makes Them Unique?

The committees that manage risk and performance gen-
erally focus on one slice of the business, and they focus
on what has already happened. Risk management, on the
other hand, is entirely about context and discovery, and in
this way risk committees are unique.

Everything we do exists within a certain context. For
financial institutions, the two most important points of
context are the strategic plan and the risk appetite state-
ments. Risk management, when properly done, is not
about speed bumps. It’s about guardrails. And the strategic
plan and risk appetite statements are the two most impor-
tant guardrails. They allow the bank to move faster and
with more certainty. Everything else must exist between
these two governance documents (in other words, within
these contexts).

The discovery process comes as we step back and ask
ourselves introspective questions about where risks exist
(both macro and micro).
Are we are in step with
the strategic plan? What
does the big picture look
like? Are we aligned with
our risk appetite? This is
the role these committees
play. In other words, their charter and focus, unlike that for
most other committees, is almost entirely forward looking.

All committee discussions (risk included) start with
what happened because it’s generally best to start from
what we know. Unfortunately, the discussions tend to stay
there. Risk exists within the assumptions, and one of the
most dangerous is to assume that people interpret infor-
mation about the past and its implications for the future
in the same way. | have attended countless meetings of
the ALCO committee or credit committee (or, sadly, even
a risk committee) where a report is presented on some
portfolio aspect, an operational incident, or other past
event. The group discusses what happened, maybe asks
some questions about any planned changes in response,
and then the chair thanks the presenter of the report.
Often, these logical follow-up questions are not asked:

e What does this incident or activity tell us about our
risk profile going forward?

e Do we still believe we are moving forward within our
established risk appetite framework?

By not asking these questions outright, we are assuming
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that the members are all interpreting the information in the
same way and somehow coming to the same conclusion.

By creating an agenda that is primarily forward-looking,
we force ourselves to ask these questions and contemplate
the answers. This is the discovery part. Looking at the
past is easy; it already happened. But looking at the future
and considering whether we are headed in the intended
direction is much more difficult and also more critical to
effective risk management.

The second unique aspect is one of silos versus com-
prehensive views. Again, most of our committees and
other governance mechanisms are focused on one specific
aspect of the bank, and that’s as it should be. ALCO looks
at financial risks. The credit committee looks at credit
risk and the lending process. The compliance commit-
tee focuses on the state of the compliance program and
regulatory risk.

But where does it all come together, particularly at a
management level? Who looks at the big picture? Often,
the bank has regular senior management meetings where
the overall environment is discussed along with what-
ever operational issues are at hand. While this is a good
practice, these meetings are typically unstructured and
informal, often lacking any minutes of the discussion. The
benefit of a risk committee is that it provides a structured,
documented, and deliberate forum for asking, “Where are
we going, and are we still in line with both the strategic
plan and our risk appetite?”

ERM should support a hub-and-spoke model with risk
committees as one of the hub elements. This idea is re-
inforced below in the discussion about the committee’s
agenda and charter. Other hub elements include the bank’s
risk appetite statements, which should cover all risk types,
not just credit and interest rate risk. Risk management
policy and enterprise risk assessment are also hub ele-
ments. Each focuses on a macro view of the bank, while
pointing to other, more detailed elements that address
one specific aspect.

If common themes for why banks want to implement
an ERM program exist, they are: “We manage risk, but
we manage it in silos” and “We don’t know what we don’t
know.” A well-structured risk committee helps address
both concerns.

Lets look at the two most common forms of risk com-
mittees, after which we’ll consider one alternative form.

Board Risk Committee

The board risk committee (BRC) is formed using inde-
pendent directors of the board as its voting members,
with the chief risk officer (where one exists) and other
executive management as participating members. The BRC
is typically chaired by one of the independent directors
and oversees the management of the bank’s ERM program.
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Aspect Board Risk Committee

Charter Overseeing the management of the Bank’s ERM program.

Members Independent directors as voting members, execufive

management as attending members.
Selected director
Suggested Meeting Freq. Quarterly

Chairperson

Relationship to Risk Appetite

This committee starts with the approval of the bank’s
risk management policy, followed by the risk appetite and
tolerance statements, after which everything this body
does is in relation to those statements. This committee
ensures that the bank is, at all times, operating within the
two guardrails of the strategic plan and the risk appetite
statements.

Information presented to the BRC should be in sum-
mary form, but supporting materials should be available
to enable the board to drill down deeper. Materials that
represent past activities should only be used to discuss
what these activities represent in terms of the risk profile
going forward. Early-generation committees find that they
do, at times, struggle to keep the conversation forward
looking. It is much easier to talk about the past. As much
as 80% of the discussions are still backward looking. Over
time, the goal is to reverse this percentage so that 60-70%
of the time is spent looking ahead.

In thinking about the agenda for the committee, these
suggested items naturally focus the discussion around the
direction of risk and risk profiles, rather than operational
results.

e Risk assessments: Summaries of risk assessments com-
pleted during the prior period, including any indica-
tions that risks may be close to, or outside of, estab-
lished risk tolerances.

Proposed new products and services: Presentations by
management on new, or significantly expanded, prod-
ucts and services, including a cost/benefit analysis and
related risk assessments.

Proposed significant initiatives: Analysis around ma-
jor new initiatives, including strategic acquisitions,
new markets, and core system conversions, each of
which could represent a material amount of risk to the
institution.

Stress tests: Stress tests and other scenario analyses are,
by definition, forward looking, as they consider the
future path based on a certain set of modified assump-
tions and often lead to very fruitful conversations about
possible action steps.

Periodic functional reporting: Periodic reports on the
state of various risk management programs, including
risk assessment summaries and policy renewals where

Provides input and approves the bank’s risk appefite and tolerance
sfatements. Evaluates all reports against these statements.

Management Risk Committee .

Implementing and managing the Bank’s ERM program.

Senior and execufive management s voting members,
other management as attending members.

Chief risk officer or other senior execufive
Monthly

Drafts and recommends the bank’s risk appetite and folerance
statements. Evaluates all decisions against these statements.

appropriate. The important thing is to receive and digest

the respective reports, but make the discussion be about

the forward-looking risk profile. Examples may include
the following:

* Vendor management.

* Information-security program.

* Business-continuality planning.

e Information technology.

The committee may also consider scheduling periodic
presentations from outside authorities on topics such as
local, regional, and national market conditions, fraud
trends, legal and regulatory issues, and so on.

Finally, the committee serves an important challenge
role as the ultimate owner of—and point of accountability
for—the bank’s risk appetite statements.

Management Risk Committee

The second form of risk committee would be the man-
agement risk committee (MRC). The MRC is made up of
senior and executive management as voting members and
is typically chaired by the CRO (where one exists) or other
senior executive. Other middle management may be invited
to participate and to provide input as nonvoting mem-
bers. Typically, the voting members should be the ones in
management you want

setting the bank’s risk EO r|y—g eneration
appetite. This is typically
the C-suite plus a select

few others. do, at times, struggle to
Whereas the BRC is

PREIS - keep the conversation
mostly consuming in- ) )
formation and serving forward looking. It is
ina challenge role, the much eOSler TO TO”(

MRC is where risk is b h
thoroughly evaluated. about fhe pOST'

This should be the last
stop before information goes to the board (either to a BRC
or main board) and where management collectively needs
to decide if the actions it is taking, and the direction it
is pursuing, remain squarely within the guardrails of the
strategic plan and the risk appetite statements.

An MRC will often have a series of subcommittees
that report up to it. These would include operational
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committees find that they



risk, compliance, information security, and new products
and services. However—and this is extremely impor-
tant—the detailed work done in these subcommittees
must not be duplicated in the MRC. If the work is done
in subcommittees, the MRC serves an oversight role,
providing the entire executive management team with
an opportunity to see and weigh in on exactly what is
happening throughout the bank. This is enterprise risk
management. It’s not added bureaucracy; it’s solid man-
agement in a centralized, controlled way. This is where
it all comes together.

It could also come together under a hybrid risk com-
mittee composed of both directors and executive manage-
ment. A hybrid committee can work well in a smaller
institution, but it can pose a dilemma for the bank when
itis providing oversight only (like the BRC) or wrestling
through the “should we do it?” questions (more like the
MRC). In an environment where some directors are more
active in day-to-day activities, a hybrid committee could
work, but this structure is not optimal in the long run.

Frequently Asked Questions

In establishing board and management risk committees,

the following questions frequently come up and are worth

addressing:

e Can't I just combine these into other committees (ALCO,
audit, etc.) rather than create a whole new committee? No.
These committees already have full agendas. If you go
to the chair and say you would like to add an hour and
a half to each meeting for risk management, what do
you think the answer will be? Again, the purpose of a
risk committee is unique and needs its own forum to
be effective. It is the only body that is predominantly
forward-looking. And it looks at the whole bank (all
risk types), not just one aspect.

e What if my board isn’t strong enough? Regrettably, this
is a bigger issue than just committee involvement. Ata
minimum, provide training through internal or exter-
nal resources. Odds are, with some training and time,
directors will get it and be very engaged.

e My board only cares about credit and interest rate risk,
and we’re already covering those elsewhere. Unfortunately,
that can happen. To address this problem, create a risk
management program that articulates all sorts of risks
that need to be managed, even if they will never “end
the bank.” To some extent, we've lost sight of the fact
that risk is managed in strategy and operations, not in
risk types. Risk committees help reinforce this eternal
truth. We will never, ever back off of managing credit
and interest rate risk. But these efforts alone do not
represent enterprise risk management.

e How often should they meet? Typically, management risk
committees meet monthly, and board risk committees
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meet quarterly or more often as needed.

e Why would I want a forum to document issues that a
regulator can just use against me? Regulators are much
more interested in seeing evidence that you are ad-
dressing tough risk issues—including when you make
mistakes. They want to see a focus on what you did
about it, or are going to do about it, and what you feel
it says about your risk profile going forward. It is much
more likely a regulator would criticize an institution
for having an incident or key risk and not addressing
it through a senior committee.

Making the Most of These Committees

Don’t assume your members (either at the MRC or BRC)
are comfortable evaluating risk and risk appetite. Some of
it is obvious, and some of it is very complex. Be brutally,
ruthlessly honest with yourselves about your capabilities
and then supplement that with training and an open dia-
logue about how you can get stronger and more capable
as a group. Risk management lives and breathes on our
willingness and ability to be honest with ourselves. If it
doesn’t start at the risk committee, where else will it start?

Make information digestible. Putting a 200-page report
in front of your BRC and asking it for an opinion is, frankly,
awaste of time. Present the information in summary form
(dashboards, executive summaries, etc.) and offer access
to the details if needed. The value is in the conversa-
tion, not the stack of paper. This is where tablet-based
reports can be more useful than paper. A good interface
gives you a lot of capabilities to present information that
is both informative and actionable, but is supported by
drill-downable detail when necessary.

Finally, success for any committee comes down to how
well it is managed. Meetings should adhere to clear, es-
tablished agendas; materials should be distributed well in
advance of the meeting to give members time to digest
them; and management must be held accountable for ar-
riving prepared. In most organizations, just eliminating
“agenda creep” could more than make up the time needed
for an additional meeting.

Creating new committees is not a trivial proposition,
and unquestionably institutions need to be judicious in
how they allocate the time of board members and execu-
tives. But as we seek to move toward true enterprise risk
structures and away from siloed risk management, these
are truly powerful governance tools that the board and
management should find very helpful in taking their risk
management to a whole new and powerful level. <
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