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Agenda 
1. The cornerstones of an effective organisation 
 (and as part of this, how ICAAP fits in the overall RMF) 

2. What is Target culture and Risk culture 
 (and why it is important to assess gaps between actual risk culture 

and governance structure) 

3. What makes a strong risk culture   
 (and also situations when risk culture goes wrong) 

4. Importance of incorporating gaps in risk culture in the ICAAP   
  

 



Strong governance & culture are cornerstones of effective organisations 

“Culture eats 
strategy for 
breakfast”  
 
To implement 
a strategy, 
leaders must 
consciously 
foster a 
culture that 
will support 
achievement 
of the 
strategy. 

“Good 
governance 
never hurts 
anyone”  
 
Sound 
governance 
and risk 
management 
are key to 
ensuring clear 
roles and 
responsibilities 

Source: Implementing risk transformation in financial institutions: Governance and 
culture, 2015, Deloitte  



Strong governance requires sound risk 
management framework and effective ICAAP 

Risk Appetite 
Statement 

(RAS) 

Risk Mgment 
Strategy 

(RMS) 

Policies & 
Procedures 

Governance 
Structure 

Management 
Info. System 

(MIS) 
ICAAP Business 

Plan 

Risk Management Framework 

Available capital 
resources 

Tier 1 Capital 

• Common Equity 
• Surplus 
• Retained Earnings 

Tier 2 Capital 

• Subordinated Debt 

Capital Aggregations: 
Total Capital Requirements 

Element 1 

Adequacy of 
“Pillar 1” risks 
(Market Risk, 
Insurance Risk 
Credit Risk, 
Operational 
Risk 

Element 2 

Risks not fully 
covered under 
“Pillar 1” (e.g., 
model risks, 
residual risk in 
CRM, 
concentration 
risk) 

Risks not 
covered 
under “Pillar 
1” (e.g. future 
capital needs, 
pension 
obligation risk) 

External 
factors, major 
stressed 
events 
impacting 
several 
aspects of risk 
exposure 

Element 3 Element 4 

Capital Requirements Capital Available vs 

Risk 
Identification 

Risk 
Assessment 

Risk 
Mitigation 

Stress 
Testing 



Target culture and risk culture 

values, beliefs & 
behaviours the 

organisation expects and 
elicits in employees and 

other stakeholders 

consists of those elements with regard 
to risk-related decisions and behaviours 
that occur “when no one is watching” 

Risk 
Culture 

subset of broader organisational culture, 
determines and results from decisions 
and behaviours that are rewarded, 
encouraged, accepted, and tolerated 
within the organisation 

needs to be aligned with the 
organisation’s risk framework and 
governance principles. 

Target culture  



Risk Culture Assessment 

• CPS220 requires the board to form “a view of 
the risk culture in the institution, and the extent 
to which that culture supports the ability of the 
institution to operate consistently within its risk 
appetite, identifies any desirable changes to the 
risk culture and ensures the institution takes steps 
to address those changes”. 

• Most companies utilise tools such as employee 
surveys to assess culture. 

• Culture Survey results, so what??? 
• Assessment is needed , however, it needs to be 

taken further… 



“Culture, more than rule 
books, determines how an 
organisation behaves”  
 
Warren Buffet 

Actual 
Outcome Gap 

Governance Actual Culture 

Key consideration 
in assessing 
this gap is  

the “use test” of 
ICAAP 

An organisation can have different cultures, however a strong target risk culture is 
needed to support the risk appetite.  The actual culture should then be assessed 
against the governance structure to gain an awareness of any gaps. 

• Policies not 
adhered to 

• Procedures 
not followed 

• Actions not 
taken 

Expected 
Outcome 

• Policies 
governing key 
areas 

• Procedures to 
achieve 
policy 
objectives 

• Actions in 
response to 
triggers 

“We do 
whatever 
makes profit” 
 
“Don’t give 
bad news” 
 
“We can’t let 
them win” 

Clear strategy 
& governance 
structure 
 
Established 
escalation 
mechanism 
 
Teamwork and 
collaboration 

Alignment between culture and governance 

Culture is a key driver in the difference between 
actual and expected outcomes. 



So how to build a strong risk culture? 

Scope Characteristics of a strong risk culture 

Leadership and 
Governance 

• Management communicating a clear strategic direction and discussing risk frequently 
• Designing and implementing improvements to the way risk is managed 
• Effective governance structures, clear risk reporting lines & appropriate authority & resourcing 

Risk Strategy and 
Awareness 

• Clearly defined and well understood risk strategy, appetite and policies 
• Clear understanding of the benefits and impacts of both risks and mitigants 
• Risk management have a positive influence on product design and pricing 

Attitude and 
responsibilities 

• Clear understanding of who is responsible for managing risk  
• Clear understanding of how risk management adds value & contributes to broader objectives  
• Constructive working relationships and confidence in speaking up about risks and issues. 

Remuneration & 
performance 
management 

• Alignment between risk management and remuneration 
• Evaluation of risk management behaviours as part of performance and compensation reviews 

Infrastructure and 
Reporting 

• Risk reporting is regular, insightful, appropriately detailed, and shared at a suitable level 
• Escalation procedures are well understood and issues or concerns are effectively escalated  
• Learning from loss events/near misses and addressing underlying issues 



Example 

 
 
 
 
 
 
 

• Should B hold more capital than A? 
• Currently organisations are assessing culture, but are they assessing the 

implications? 
• We have talked about what a strong risk culture looks like, but what happens when 

culture goes wrong? 

ICAAP outcomes 

?? ?? 

Risk Culture 

Strong Weak 

Consider two identical organisations, apart from culture 

A B 



When culture goes wrong 

• Inadequate focus on risk and insufficient challenge. 
• Dubious accounting reducing transparency. 
• Failures by external advisors and regulators. 

High risk strategy with 
inadequate pricing 
and reserving for risk 

• Mgt chose to disregard or over-rule risk controls and 
controls were not updated as risk profile changed. 

• Incentives not aligned with effective risk mgt. 
• Management gave misleading picture of financial 

condition. 

Deliberately high risk 
strategy with insufficient 
attention to tail risks and 
liquidity implications 

• Inadequate oversight and controls. 
• Risks and losses were hidden from senior 

management, regulator and market. 
• Mgt chose to disregard or over-rule risk controls and 

inadequate focus on risk. 

Increased risk in 
special portfolio  
Regulatory failures 

Fraudulent behaviour 
• Guiding principles not valued, known or followed. 
• Failure to escalate/report bad news or behavior. 
• Incentives not aligned with effective risk mgt. 
• Board did not adequately prioritise operational and 

reputational risks. 

http://www.google.com.au/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&ved=0ahUKEwjb07XBp9HMAhVI8mMKHRxfDhkQjRwIBw&url=http://www.trialchemy.com/newsroom/Human-Capital-Risk-Events.shtml&bvm=bv.121658157,d.cGc&psig=AFQjCNGAgJCySdyhFWjXwLQY-IC4qDVKEQ&ust=1463031574797942


Stress & Scenario testing 

Consideration of risk culture can 
help scenario come to life and 
identify aspects that may need to be 
challenged e.g. effectiveness of 
management actions. 

Culture 
determines 

how an 
organisation 
manages risk 
when under 

stress 

Likelihood 
of 

reputation 
damage 

Innovative 
culture vs. 
disruptor 

Severity 
and 

impact of 
scenario 

Mgt 
actions 

and Board 
challenge 

Dividend 
payments 

Claims 
and UW 

philosophy 



Operational Risk 

inadequate or failed internal processes, people and systems 
or from external events 

People/Conduct risk 

Reputation damage 

Culture of raising incidents = 
operation risk data 

“In looking for people to 
hire, you look for three 
qualities: integrity, 
intelligence, and energy. 
And if you don’t have the 
first, the other two will kill 
you. You think about it; it’s 
true. If you hire somebody 
without [integrity], you 
really want them to be 
dumb and lazy.” How does this 

impact on 
target surplus 
and working 
capital under 
the ICAAP? 



Insurance Risk 

Stress margins: 
A minimum level of 

capital for operational 
risks must be held…It 

is not sensitive to 
specific risks …it is 

appropriate for 
Appointed Actuaries 
to allow for these risks 

in the future stress 
margins... 

Motivation for claims 
staff can turn 

insurance risk into 
reputation risk 

Alignment between 
Reinsurer, Insurer and 

Trustees 



Key messages 

 Governance and culture are cornerstones of an effective 
organisation – both are needed. 

 Target culture needs to be set to support the ability of an 
institution to operate consistently within its risk appetite. 

 Actual culture should be assessed and any gaps identified. 

 ICAAP should consider these gaps and not only allow for risk 
appetite and business strategy. 

 Key consideration is understanding how culture influences 
the embedding of the ICAAP in decision making (“use test”). 



Questions 
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