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News of Volatile Environment is all around us
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India Inc in the midst of a slump
CIE Sees Lower Growth In Constmer Durabies, Other Sectors

The blggest challenge for management and boards is to
manage volatility risks and yet deliver growth and results.
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Why is dealing with volatility risk a critical
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There is no indication that volatility situation will improve

soon, and there is no quick fix.
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' Risk Mapping — Growth
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Risk Mapping —Volatility
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High Stakes for Management and Boards

4 )
Management is concerned because they are in the thick of

things; Non Executive Directors are concerned because they are

not in the thick of things!
\ y,

(The key to managing a downturn is the EFFECTIVENESS OP
actions, which can be hampered at times by a lack of factual
understanding of the ground-level business situation and
associated RISKS

_ PwC Survey-’Managing in Turbulent times)

4 )
Managing of Risks therefore requires Management and Boards
to work together through a constructive challenge process and

with a well co-ordinated action plan.
\_ J

PwC CFO Conclave - Jaipur
PwC



Compliance with Regulation

Clause 49 requires proactive communication and management of Risks:

Clause IV(C)
“Board Disclosures-Risk Management”

“The Company shall lay down procedures to inform Board members about
the risk assessment and minimization procedures. These procedures shall be
periodically reviewed to ensure that executive management controls risk
through means of properly defined framework”.

Clause IV(F)

Management Discussion & Analysis (MD & A) should include discussion on
following matters....

* Risks and Concerns

Annexure IA
Information to be placed before Board of Directors
» Annual operating plans and budgets and any updates
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| Bridging the Gap — Risk Assessment & Internal
Audit

Risk Assessment Framework

Risk Risk
Business Process Identificati Treatment

Risk Rating
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A key expectation of the Risk Assessment exercise is to derive a
meaningful Audit Plan ...

PwC CFO Conclave - Jaipur
PwC 8



| . . .
Top 10 Risks - Movement of Gross risk to Net Risk

Based on the existing controls likelihood and impact of the risk is arrived in the Risk Map thus giving us
the gross and the residual exposure

Top 10 Risks — Growth & Volatility Risk Map

1 |Managing Integration Projects Almost
Certain

2 |Intensity of Competitor Action

Inability to attract & retain qualified/ experienced Likely

3 manpower

4 |Inadequate/ inexperienced treasury function Possible

5 |Financing for growth / new projects

6 |Procurement delays

~7 | Managing Stakeholders’ expectation

Insignif Minor Moder Major Critical

Likelihood of Occurrence

] ] icant ate
8 |Innovation failures .
Magnitude of Impact
9 |Loss of JV Partner - High - Significant Medium - Low
10 Liti gati ons . Gross Exposure ‘ Residual Exposure
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| Aligning Risk Assessment results to the Internal
Audit Plan

The risk exposure identified in processes is categorized as high, medium or low and based on this
the frequency of audit arrived at — higher the risk, greater the frequency of audit

Process

Sub-Process

Risk Category Audit Plan*

Project Planning High risk category, processes

! ) . hould be audited multiple
i isiti Project Execution S
Business Acquisition ) ngh times a year (at least once
Project Monitoring every quarter)
Frivolous Tax Demands ) )
Medium risk category
Litigations Medium processes may be audited
IPR Litigation every alternate quarter

Low risk category processes
may be audited once a year

Manpower Assessment &
Planning

| o)%Y

Human Resource

* Frequency of audit related to different type of risk
category would vary from company to company
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| Five Questions that Non Executive Directors should
ask Companies to effectively manage Risks of
Growth & Volatility

Can the executive show them to you, are they up to

9
Do we have plans: date?

Is the board on top Do they know the recovery priorities, what will happen
of this? in a crisis? Who does what and where?

Is the governance Is risk management really co-ordinated at board level?
right? Have accountabilities and assurance been defined?

Will the plans Have the plans been rehearsed effectively and
work? regularly?

Are sensible choices being made between expenditure
on different risk treatments? Can people explain how
much is being spent on resilience and why?

Are we spending
wisely?
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| Management’s ability to respond to high impact
risk events is valued by the markets
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Companies with a positive approach to high impact risk

Recoverers

Management skills and response

Stakeholder communication Time(250 days)

-20

Insurance alone is inadequate

Plans need to be implemented

Non-recoverers

Source: Knight / Pretty 1996 - 2010
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| 5 .
Questions to Consider
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Do organisations use an appropriate
framework to document their top risks?

Are organisations building a culture where
risk is embedded in people's behaviour and
actions rather than being treated as an
additional layer?

Is risk management given appropriate
weightage in goal setting and performance
appraisal of senior people?

Is internal audit plan integrated with risk
management framework to provide ongoing
comfort to boards that mitigation plans are
operating effectively?
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Thank you!

This presentation has been prepared for general guidance on matters of interest only, and does not
constitute professional advice. You should not act upon the information contained in this presentation
without obtaining specific professional advice. No representation or warranty (express or implied) is given
as to the accuracy or completeness of the information contained in this presentation, and, to the extent
permitted by law, PwC, its members, employees and agents accept no liability, and disclaim all
responsibility, for the consequences of you or anyone else acting, or refraining to act, in reliance on the
information contained in this presentation or for any decision based on it. Without prior permission of PwC

, the contents of this presentation may not be quoted in whole or in part or otherwise referred to in any
documents.

© 2011 PricewaterhouseCoopers Private Limited. All rights reserved. In this document, “PwC” refers to
PricewaterhouseCoopers Private Limited (a limited liability company in India), which is a member firm of

PricewaterhouseCoopers International Limited (PwCIL), each member firm of which is a separate legal
entity.



