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-We can assess the present — reasonably well
-The past is largely known ??
-The future is largely unknown




"TOO BIG TO FAIL?”

Banks: Market Cap

@ Market Value as of January 20t 2009, $Bn
@ Market Value as of Q2 2007, $Bn
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Stanley ‘
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Citigroup HSBC
J P Morgan
Goldman
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35

27

While JPMorgan considers this information to be reliable, we cannot guarantee its accuracy or completeness Source: Bloomberg, Jan 20th 2009



WHAT THE GLOBAL CRISIS HAS TAUGHT US

O Countries have been spending money they don’t have

O Democracy results in bad long-term decisions

O Profits blind us to Risks

O Boards will grill CEO’s when Profits are down, show less
concern when they are up.

O Too many Boards don’t understand the business they are
meant to be monitoring.

O Executive Remuneration is focused on short-term results.



O Shareholders are greedy for short-term results

O Regulators do not understand the risks
’Q Many Banks are “Too Big to Fail”
O Risk Sharing = Contagion ?

O Black Swans are everywhere




BLACK SWAN
[Nassim Nicholas Taleb]

O An “outlier” - totally unexpected

O Extreme impact - e.g. 911, Sub-prime crisis,
WW1, WW2, Tsunami, Icelandic Volcano, etc

O Retrospective explanation

“You don’t know what you don’t know”




RISKS

“NOTHING FAILS LIKE SUCCESS” 7
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O The shareholders sho rﬂ derstand the risks: Do they?
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KEY QUESTIONS:

O How is this Company making it’s profits?

O Hasve*dlfferent accountlng methods “created”
it - .
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O What are the dependenﬂciesi{-{f L =2
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O How financially strong is this Company?

O What happens if the No 1 client leaves?



KEY QUESTIONS CONTINUED:

O Can the Company surviv ad months? 6?

O Is the CFO indepe nancially astute?

O What happens if the

there any regu

O What Black Swans would affect this business?



EXECUTIVE REMUNERATION

“YOU GET WHAT YOU PAY FOR”

O Are the key performance indicators (KPI’s) agr ;*

by the Board for the top team?
Do they reflect the long term goals of the busi

Is there a rigorous appraisal process in place? | S

Do bonuses reflect long term as well as short ter

success?
O Are there “sustainability” goals?
Do Executives behave as “owners” or “managers’

O Are the Executives “conflicted” in any way?




SHAREHOLDERS

O Do the Shareholders believe in the Business or are they Traders?

O Are there "anchor” / or “strategic” sharer} ders? Who will allow
a long term view? ]
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Equity, BEEZTi
O Do theyinterfe : 2ss? How active are they?

O, Does dividend policy keep the cupboard bare?



REGULATORS / CENTRAL BANKS

O Caught napping by the crisis
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O Focused on price inflation not asset inflation



SOUTH AFRICA

O Banking system strong = “Old Model"!

O Old Building Society (Mutual) model even better!

O National Credit Act - protected Banks from themselves

O Role of exchange controls

O Banks too big - lack of real competition

O When America sneezes .............!

O If China Falters ......... ?

O Conservative Financial Policies have reduced Global Impact.

O Global Village not all good !



RISK MANAGEMENT
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COMMUNICATE INTENTIONS

Clarify corporate policy <€
Strengthen risk awareness
Introduce risk management procedures

ERMINE
PROFILE

Risk identification
And analysis

Risk assessment

Risk control
verification of
results
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Monitoring for
early warning

T Countermeasures: residual risk

*Define risk management strategies
Identify institutional collaborators
*Allocate tasks based on relative effectiveness

Resilience to Risk
Sean Cleary
Thierry Malleret







