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Enterprise Risk Management Framework iIs...

» Process
» Applied across the partnership

» Designed to:
— Identify potential events and risks that may affect the CIF
— Make risk-informed decisions
— Manage the risks within the CIF’s risk tolerances

— Provide reasonable assurances regarding the achievement of CIF’s
financial and strategic objectives

The CIF ERM process includes leveraging MDB, CIF
Administrative Unit and Trustee processes to effectively
and efficiently administer and utilize the CIF funds
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The CIF ERM Framework enables...

* Risk informed financial,
strategic and operational
decisions

e Portfolio view of risks

» Decisions aligned with the
CIF’s objectives and risk
tolerances

Booz | Allen | Hamilton

MDBs, Trustee & CIF

Administrative Unit

« Communicate in a more
transparent and effective
manner

e Develop proactive
mitigation to potential
future events

» Establish risk triggers

 Provide reasonable
assurance

e Evaluate relevant
Information
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Communicate

Risk Management Methodology — Continuous Process

Establish the Context - CIF Funds

Risk
Response

Event
Identification

_EStab“Sh Monitor &
Risk Baseline Report

Risk
Evaluation

Risk
Identification

Concept of Operations
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.

CIF ERM Framework: Process consisting of four steps

Process Step

Components

Product

Establish

Context

Establish ERM
Environment

Define risk management
goals and objectives
informed by the TFCs’
strategic vision

* Objectives
« Risk tolerance levels
« Constraints

Determine governance
model

« Risk management
philosophy

« Commitment to
ethical values

* TFC oversight

« ERM working group

< Organizational structure

« Roles, responsibilities
 Decision-making authority

Revise relevant policies

Risk Governance &
Policies

Communicate

Establish
Communication
Program

Establish common language
Communicate risk
governance model
« Risk management

philosophy
* TFC oversight
« ERM working group
« Organizational structure
* Roles, responsibilities
« Decision-making authority
Communicate ERM
risk policies
« Strategic, tactical, quality plans
« Risk management architecture
Support and communicate

proper flow of relevant
project information

Communicate future
monitoring & reporting

Communication
Plan

Identify Events &
Potential Risks

Evaluate external
environment to identify
external events

Evaluate business
processes and identify
relevant events

Identify inherent risks for
each event

Classify risk by area and
risk dimensions categories

Determine current
management response

Record remaining
residual risk

Preliminary Risk
Register

Establish Risk Baseline

Evaluate Risks

Evaluate probability of
occurrence

Evaluate impact
Determine priority

Identify Key Risk
Indicators (KRI)

Establish triggers and
tolerance levels

Prioritized Risk
Register

Determine Risk
Response
Strategies

Determine an appropriate
response category

» Terminate

* Treat

* Accept

* Transfer

Determine additional
risk response

Determine risk owner
Evaluate portfolio impact

Index the risk to all
relevant events

Baseline Risk
Register

Monitor &
Report

Track &
Communicate
Progress

Generate portfolio
view reports

Identify degree to which
business objectives are
being met

Collect, graph, and
analyze performance
and financial data

Continuously inform
TFC decisions

Record experiences,
Barriers and aids in

implementation

Incorporate lessons
learned

Reinforce/reward adherence
to new controls

Portfolio Review

Initial Analysis Completed / Business Decisions Required to Complete
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Establish context

Establish
Context

Establish ERM
Environment

Process Step

Define risk management
goals and objectives
informed by the TFCs’
strategic vision

* Objectives
« Risk tolerance levels
 Constraints

Determine governance

model

* Risk management
philosophy

Components

* Commitment to
ethical values

* TFC oversight

* ERM working group

« Organizational structure

* Roles, responsibilities

« Decision-making authority

Revise relevant policies

Risk Governance &
Policies

Product

Completed

Findings

» Defined ERM
objectives

» Created common
language

» I[dentified constraints

» Defined working
group

» Defined Concept of
Operations

» Clear Fund objectives

» Varied ERM
objectives

» Established
governance structure

» Clear operational
structure

» Varied tolerance
levels

Booz | Allen | Hamilton
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Communicate

» Communicated Findings
i . » ERM objectives » Reporting:
. Program i
Establish common language . . — Structures eXIStS
» Portfolio reporting .
i — Not integrated
» Transparency needs — Inconsistent
G, » Common ERM » MDBSs reporting
§ tiggiz?};a;cal, quality plans I an g u ag e CO n Ce rn S
Supper and communcae » MDB overall » Varied understanding of
Comncas s constraints ERM
v » Working group roles » Varied understanding of
= Comm;lrallincation _ beneﬂts
» Concept of Operations

Booz | Allen | Hamilton
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Process Step

Components

Product

Establish risk baseline

Establish Risk Baseline

Identify Events &
Potential Risks
Evaluate external

environment to identify
external events

Evaluate business
processes and identify
relevant events

Identify inherent risks for
each event

Classify risk by area and
risk dimensions categories

Determine current
management response

Record remaining
residual risk

Preliminary Risk
Register

Evaluate Risks

Evaluate probability of
occurrence

Evaluate impact
Determine priority

Identify Key Risk
Indicators (KRI)

Establish triggers

Prioritized Risk
Register

Determine Risk
Response
Strategies

Determine an appropriate
response category

» Terminate

* Treat

* Accept

* Transfer

Determine additional
risk response

Determine risk owner
Evaluate portfolio impact

Index the risk to all
relevant events

Baseline Risk
Register

» Evaluated events» KRIs and

triggers

» Identified
Inherent risks » Additional

B response
» Identified current

response » Risk owner
» Remaining risks » Portfolio impact

» Probability » Indexed

Initial Baseline Risk Register

Booz | Allen | Hamilton
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Risk register structure

Risk Identification Risk Evaluation

Implementation and Supervision

Private sector borrowers credit rating Key Risk . .
Inherent Risk decreases and the possibility of default Indicator 1) Credit Rating
increases (KRI) 2) Credit Outlook

Private sector credit 1) Credit ratings:

Low: XXX- and higher

Probability High

Current Management MDBs track credit rating but do not report to Medium: XX+
Response TFC Sustainable: XX
High: XX-
Remaining Residual Private sector credit ratings are not Justification: the portfolio as of June 2011 was rated
Risk aggregated at the portfolio level XXX-

2) Credit Outlook:
Low: less than 10% of the portfolio has a negative

Risk Response

outlook

Medium: 10% - 14.99% of the portfolio has a negative

Sustainable: 15%-19.99% of the portfolio has a negative
Additional outlook _ _
Recommended Aggregate credit ratings at the portfolio level gl:%r(‘;orl?ore than 20% of the portfolio has a negative

Response

Portfolio Impact High

Note: The example above illustrates risk register structure. All confidential items will be addressed by and are subject to the approval of the
working group.
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Monitor and Report

%
o Report
cﬁmgk&t » Establish portfolio views
B » Inform TFC
» Allows early warning
2 e » Integrate with Results Framework
» Leverage MDB, Trustee and CIF
nea Administration current processes
5 D » Need to embed risk responses

Booz | Allen | Hamilton
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CIF-wide Risk
Dashboard

Ve

Portfolio-Level CIF-wide Risk Dashboard View
Dashboard

Operational Risk
\_ pe

I Executive Dashboard

Country
Dashboard

;.,_/

Program/Project
Level Dashboard

Project 1
Project 2
Project 3

bdbdh-db-di-di-db-dldidi-di g

Booz | Allen | Hamilton
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Establishing an ERM Program working group

» Best practice

* Represent
business

« Make
business
decisions to
move forward

e Finalize context
e Select risks

e Finalize
communication

e Finalize risk
baseline

» Develop
monitoring and
reporting

e TFC:
v Select risks
v Tolerances
« Working group
v' Trustee
v' CIF Admin
v' MDBs
v ERM expert

* [terative
approach

* Reportto TFCs
at joint
meetings

Booz | Allen | Hamilton
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Concept of Operations

Trust Fund Committees

CIF Enterprise Risk Management
+ ERM objectives

» Risk tolerance levels

» Constraints

- Governance

CIF Administrative Unit

Portfolio Strategic & Portfolio Financial Risk Management
Operational Risk Management + Confirmation of pledges

+ Review of Investment Plan » Confirmation of total funding

» Pipeline of project approvals availability, including liquidity model
* Annual portfolio reports « Confirmation of funding availability

by financial product, including
funding availability report
Commitment of funds to MDBs

MDBs & Recipient Countries

Country, Program, & Project Risk Management

* Investment Plan submitted by countries

+ Program and project approval requests

« Annual program/project reports; quarterly financial reports;
financial project terms; default reports; Results Framework
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The way forward

il

CIF ERM
nplementation Pla

Booz | Allen | Hamilton
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I Review Example Risk Register
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I Sample Scorecards and Risk Reports
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The ERM software suites analyzed all contain a medley of process steps
and visualization options to support the risk management process

Internal & External Events

Heat Maps e I Risk & Control Documentation

Ehowing 1 18 ol 1330 recerds
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The ERM tools offer scenario analysis and scoring capabilities via a variety
of available data input options

Processl Process2 Process3 Processl Process2 Process3
Accounting Policy Risk Accounting Policy Risk L M L
Asset Servicing Risk Asset Servicing Risk M M L
Total Score Total Score M M L
] ] Pr)ésl Process2 Ness3
Functionality:
. .. . i ? ? ?
« Assess individual sets of risks Access Control Risk y y y
* Arrive at total scores independently Asset Servicing Risk 5 5 5
» Use the scores to populate dashboards/reports
» Compare each user’s scores to scores of others Security Risk ? ?
Total Score \ ?

Manage Scenarios

Delete Add Row  Delete Last Row Total Rows & Pages 2

Assessment Type *

Select One %

Continuous Assessment?*

Select One %

Scenario Name*

Calculate Residual Scores™

Select One »

Assessed By*
g [select one ~|

Default Scenario?*

Select One v

Risk Categories

Processl Process2

Access Control Risk

Row#-6
Additional Information

Asset Servicing Risk

Security Risk

Total Score

¥alid Till Scenario Algorithm®*
me: Gy pesr Select One |+
/ / =
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The ERM tools offer robust, informative dashboards such as the business
critical risk scorecard and the risk bubble charts displayed below

Report Data as of, 0612972012 01:55 PM & Business Critical Risk Scorecard
Business .. Ris.. RiskName L. R. O.. M. Cu.. P N
. Ris.. communicati.. E.. E. [ff 1 SK-1051 [
RIS... Duplicateor... L... E.. 5Si. 2 2 Extreme RISK-1065 [4] RISK-1084 [2]
RIS... Digparitiez in... Si.. S5... J888 1 1
RIS... Sudden coll... M Si... Si.. 2 2 T
Corporat... RIS.. Unauthorize.. 3. L. Si. 1 1
. Severe
RIS... Safety & Se.. L. Si. gM8 2 2
5 Operationz L.. L 1 0
RIS... demand fluc... Si.. M Si.. 2 2z —
(1]
RIS... Firewalland... Si.. E = 1 ) Significant
_ E— 5 [1]
Finance ... RIS.. unpredictabil.. S.. WM. Si. 1 1 -
250 Accounting S.. L. Si. © T T
Human ... RIS... Implications ... L.. WM. JM8 1 1
Moclerate
RIS... Improperpa... L... K. BESS 1 1 RI
RIS... HNew asz=setz... M... K. BN 2 2 |
RIS... Sanctionz fo... E Si.. .. 1
Lo
PEQE 1 I:lf1 ‘ - | I SR R R [ g HFRRRS-F R § [ IS - | -
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The outputs of ERM user interfaces include visuals such as heat maps and
scorecards to assess, prioritize, and monitor risks

3%3 Heat Map custormize Risk Ranking custorize
b Risk Heat Map B

Risk Ranking
Report Data as of: 03222010 10:;

5%X5 Heat Map

customize

color RLtinq Risk Marne
Significant 5 g= .... Tolerance 1 Fatalities and Injuries
T Acceptable 2 Tariff Changes
_ 3 Cutsourcing
High a 8= E= Need
Improveme 4 Access to Financial Mark et
10- 7=
- [ ] Unacceptab 3 Mew technologies
i = & Macro-economic risk
15= - Trend 7 Financial Statarments
Lo z 11= El Energy rationing
10 IT and Telecorn systerns unar
. 11 Mon-complisnce uith Enery 3
Insignificant 1
1 2 3 B 5
Risk Map as of 03/22/2010 10:22 Almost
P Remote Low  Medium High Certain
Company
Likehood of Occurance

l Ernail l Export l Print l oW
| >

<
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Additional examples of user interface and scorecards available through the
ERM vendors researched

@ Risks: Missing or untimely receipt of documents

Missing or untimely receipt of documents

Risk Owner
Risk Status

MNext Review

Absolute
Controlled

Target

Controls
number
13
14

| Bob adderiey

methodware

l Stable A I
| 23/09/2010
Consequence Likelihood Risk Score Severity
[raor ) [y - [ |
{ Major - I I Possible - I | 12 | | Moderate ‘
{ Major - I I Possible - I | 12 | | Moderate ‘

Name
Maintain sccounts payable ledger by discount date

Identify and investigate unmatched information

Date Created

Description Control Owner
Maintain scoounts payable ledger by discount date  Tom Bolger 4/03/2009
Investigate unmatched information before dus date | Bob Adderley 4/03/2009

Cancel Save

era

KAIROS

Risks Controls

$ Risk Control Consequence

"' Conltrol Consequance Risks

Mame

Igacrance

nancisl sitermatives
Customers delay remittance

Ghost employees entered

Errors are made in caloulating benefits
Ghost emplorees

Undefined payroll information needs
Record-keeping requinements dsregarded
14 civuige confidential dats

Unaware of future needs

My Alerts

Legend
Insgrficent
Minor
Hoderatn

] e

Catastrophic

Descrintion
Lack of awareness regarding financing alternatives
Customers delay remittance

Nonexistent employees are entered as program particpants
Errors are made in calculsting benefits

Time cards or cther source Information is submitzed for nor
Management information needs with resgect to payroll are 1
Recond-keeging requirements are disregarded

formation

Human resource personnel divaiige confidentisl

The enuty may be unaware of its future staffing needs .

Risk Matrix

37,46,79,102-.

(Es1Es

Matrix Detaits

Name

4 |Contrelled Hak

4 San Faule

Missing documents

Pus

Sales forecests not communicated

Boar cash flow

Payment due dates nac:

Supporting Doctume
Eatesa cents

a8
MV methodware

+*
E¥0)
@9 348
Absclute Risk
Controlled Risk

Target Risk Level
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ERM software suites also feature the functionality to plot key performance
Indicators

era Chang r | Help

KAIRDS
| Enterprise Risk I KPI/KRI Il Operational Risk Il Visualization | o
o
> @
- P -
~4f Fund Indicators R av ,._ﬁ,l Indicator Graph
Child of "Fund Indicators
Name Upper Boundary Lower Boundary Bench
% IP Rejected vs. Received 15 1 25
Green: Within 24 Months from the date of IP ]
endorsement 20—
Yellow: 25 - 30 Months from the date of IP ]
endorsement 157
Red: Above 30 Months from the date of IP ]
endorsement 10
Allowed Leverage % by Australia 100 80 95 ] E
3] 3
Allowed Leverage % by Germany 100 90 97 7 B .
Allowed Leverage % by United States 100 85 95 0 — I I I I I I |
Jan 2012 Feb 2012 Mar 2012 Apr 2012 May 2012 Jun 2012 Jul 2012 Aug 201]
Period Date
& Risk List
Child of "Fund Indicators
Name Inherent Risk Magnitude Residual Risk Magnitude Control Effectiveness
Strategic Risk -
Performance - Rationale for | . )
selected sector or sub- High Medium Low
. N sector for CTF co-financing
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