At the Intersection

An investigation into the integration and alignment of the
Balanced Scorecard with operational risk management
frameworks to enhance strategic execution in the UK Financial
services industry.
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Risk-based performance methodology

L has emerged from 2-3 consultancy projects undertaken with
financial services organisations

L is designed to:

= address the challenges of strategic execution in a complex,
regulated and competitive environment

= promote understanding of, and enable the management of trade-
offs between performance and risk , whilst making an explicit link to
strategic execution

[ enables executives to keep one eye on performance and one
eye on risk

J uses a three scorecard model to promote clarify and focus
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Risk-based performance methodology (2)

J uses a three scorecard model to promote clarify and focus

. builds on Kaplan and Norton’s Balanced Scorecard concept and
IS designed to support risk frameworks such as COSO
framework

1 has been deployed to support Basel 2 and SOX compliance

incorporate both “hard” quantitative data-based indicators and

“soft” qualitative, managerial judgement and experience-based
Indicators
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Figure 12 — The Risk-based performance framework

This figure shows the components of, and causal relationship within
Risk-based performance framework.
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Figure 13 — Risk-based performance scorecards

This figure shows the three different scorecards within the Risk-based
performance model, their purpose and the type of indicators used within

each.
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Purpose

The Performance Scorecard is designed to enable an organisation
to monitor and manage its strategic objective and progress towards
achieving those objectives.

Indicators and actions are defined with targets and ownership to
enable the clear definition of what the organisation is seeking to
achieve, how they will achieve the strategy, and the accountability
for delivering on the strategy.

The Risk Scorecard is designed to enable an organisation to
define, monitor and manage their risk profile and key risks related
1o its strategy and business environment.

Indicators and assessments are used to enable changes in the risk
profile to be captured and tracked, whilst developing the
knowledge and skills to respond to such changes. Actions are used
to implement migration strategies and manage responses to risk
events.

The Control Scorecard is designed to enable an organisation to
define, monitor and manage their internal controls environment in
context of it's strategy and risk profile.

Indicators are used to enable control effectiveness to be monitored
and ownership assigned to ensure accountabilities for controls is
clearly defined. Actions are used to implement continuous
improvements to enhance control effectiveness.
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Indicator Type

Key Performance
Indicators (KPI's)

Key Risk Indicators
(KRI's)

Key Control Indicators.
(KCI's)



Figure 14 — Key tools

This figure shows four key tools included within the Risk-based
performance methodology.
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The Risk Map is used to map Key Risk using
the dimensions of Impact and Probability. The
Risk Map perspectives are aligned to the
Execution Map perspectives.

Risk Map

The Controls Dashboard is designed to show
control effectiveness and enable variations to
be quickly identified.

Controls Dashboard
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The Strategic Gantt is designed to provide a
high-level overview of the actions that are
underway within the organisation to address |
deficiencies related to objectives, key risks or I

Strategic Gantt key controls. These are the actions that drive
strategic execution.
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Figure 15 — Relationship within the Risk-based performance
approach

This figure shows the relationship and alignment of the major
components within the Risk-based performance approach.
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Figure 16 — Strategic Execution architecture

When considering the integration and alignment of performance and
risk management, it is important to be clear about where execution
takes place within an organisation — what could be called the
strategic execution architecture of an organisation.

The key to strategic
execution is the processes,
people and systems within
an organisation. These are
within the ‘leading’
perspectives within the
Balanced Scorecard and
this is where operational
risk resides.
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Figure 17 — Integration and alignment at a Macro and Micro
level

At the macro level, the overall strategic environment and organisational
strategy should be considered. Organisations should take a holistic view
in considering the relationships along the three dimensions of,
performance, risk and controls.
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Figure 18 — Risk-based performance development process

This figure shows the process that may be undertaken to develop
the different components within the Risk-based performance
framework.
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Figure 19 — Risk-based performance management process

This figure shows the process that maybe undertaken when the
Risk-based performance process is deployed within an
organisation.
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Further information

Please visit http://www.riskbasedperformance.com/ for further
iInformation related to this study and the Risk-based performance
approach to the integration and alignment of corporate
performance management and operational risk management.

Or contact;

Andrew Smart

Managing Partner

Manigent Limited
andrew.smart(at)manigent.com
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