


ERM 2.0

Business models have continued to grow in complexity
over the past 50 years — from simple and local risk
exposures to the current environment of complex and
global exposures. Risk management has evolved along
with the business model changes, from individual,
transaction-based decisions based on a combination of
judgment and insurance as a primary mode of risk transfer
to looking at aggregated portfolios of risk enabled by
robust analytical tools.

The traditional risk assessment model is a static risk
management methodology that focuses on risk at a single point
of time with limited usage of data and analytics. The
assessment is significantly subjective, and it does not have the
ability to identify the critical clusters or inter-related and
co-related risks. These risk management methods do not
consider structural breaks, interconnectedness, and the velocity
with which risks can impact operations.

With significant changes in dynamics, stakeholders interests are
moving towards the quantification of the impact these
enterprise risks have on the achievement of an organization'’s
objective, not merely in the short term but over the course of
next 1-2 years. They increasingly demand more sophisticated
data models leveraging new technology which can predict the
impact of the operating environment on the overall
organizational risk profile.

To solve this dilemma, the need of the hour is a risk assessment
model which assesses the impact and likelihood of
interconnected risk clusters at an enterprise level. This model
should be an advanced risk visualization tool which presents a
risk profile in multiple dimensions with risk quantifications of
events along with simulation stress testing models. The model
should be designed with an application of statistical tools,
multi-factor models advanced data and analytics (D&A). The
model should be able to identify key KPls, the most sensitive
drivers to be tracked and actionable assurance insights to
facilitate management decision making.

KPMG, leveraging its technological expertise and experience in
implementing multiple ERMs assignments globally, provides
solutions that assist companies advance in their ERM maturity
journey. K-RISSE addresses the need for risk quantification and
scenario assessment, helping companies answer “\What if”
questions and providing predictions.

Complementing K-RISSE is our Risk Appetite Monitoring tool
which helps companies evaluate the impact of risk in terms of
its effect on organization objectives. This is achieved by building
key risk indicators which are linked to KPls, and operationalizing
these via technology enabled tools.
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K-RISSE:
executive
summary

The K-RISSE framework model enables
companies to automate and transform enterprise
risk management (ERM) from a siloed risk-driven
approach to a holistic risk-integrated strategy tool
that enables businesses to make the right
decisions and track KPIs. It uses various
multi-factor models and stress

testing scenarios.

Key functionalities of K-RISSE

Customized data model/

—~ quantification tool: quantified
‘(Géj data models customized as per
client needs and the nature of

the risks

Business enabling: generates
actionable assurance insight to
facilitate management
decision making

Visual insight and interactive
dashboards: transforms large
data sets into intelligent, dynamic
and interactive dashboards.
Connects and integrates with all
kinds of data systems

and formats

Continuous monitoring:
continuous monitoring of KPIs,
automation, maturity, etc. and
exception reporting
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How K-RISSE works

Company profiling based on
the strategy and long-term/short-
term objectives/budgets

Risk knots/clustering
based on integrated and
inter-related risks

Repository of revenue/
cost/growth drivers
based on company profiling
and risk clusters

Selection of drivers {‘9‘}
based on correlation/

sensitivity models fé}

Dynamic multi-factor
models for key risks

Integrated KPIs

based on linkages across
organization wide objectives
and enterprise risks

lllustrative example of
a financial model

K-RISSE risk: inability to service debt/non-compliance to loan covenants leading to
increased interest cost

Inter-related enterprise risks: inability to meet BU-centric and overall annual
growth targets and credit risk
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Risk Appetite
Monitoring Tool-:
executive summary

The Risk Appetite Monitoring Tool facilitates
alignment of the company’s strategy with its risk
management framework. The tool provides a
deep-dive analysis of organizational KPIs to deliver
insight on the range of acceptable deviations from
the KPI targets and align with the risk appetite of
the organization to meet its objectives. This tool
transforms the Risk Assessment methodology
from a category-based approach to a KPI centric
approach, which enables businesses to make
effective decisions and monitor performance:

Linking risk management
framework to strategy

A Developing risk appetite and
tolerance

Designing and operationalizing
an automated reporting tool
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Case study -
a success story

@ @b

Case

Separate functions developed their own analytics,
and were relying on their own datasets. That led
to inefficient analysis of siloed data to assess risks
across business verticals of a leading

insurance company.

Challenge

Consolidating data to create a dynamic, holistic view
of the risks faced by the business.

Solution

A tool that combines risk, controls and analytics
under a single umbrella, and tracks more than 100
Key Risk Indicators (KRIs) across business processes.
Conducts continuous analysis of data stored and
creates dashboards that illustrate risk drivers and

red flags.

Result

KRIs embedded within the first and second lines of
defense, and business executives can track critical
enterprise risks improving both effectiveness and
efficiency, improving the:

e Overall governance of the risk analytics process

e Guidance on day-to-day operations of the
continuous risk monitoring tool

¢ Increased speed-to-value, with rapid deployment of a
standardized service model.
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