Risk Policy Committee
 Charter Assessment Tool:

Part of the IFC’s Advanced Methodology for Financial Institutions
	
	Acceptable
	Better
	Desirable
	Best Practice

	I. Establishment

	1. Any written document, including Board resolution.
	1. Incorporated in by-laws
 or corporate governance guidelines.
	1. Incorporated in corporate Charter or Articles of Association.
	1. Same.


	II. Purpose
	1. Establishing the Bank’s risk policies, including risk tolerances, consistent with the Risk Management Program (see also Section XIII).
	1. Same, and ensuring that senior management takes steps necessary to identify, measure, monitor and control risks. 
	1. Same.
2. Reviewing the adequacy of the Bank’s capital and allocations to various business units considering the types and sizes of risks at those business units.
	1. Same.
2. Same.
3. Establishing an enterprise- wide risk management framework for all companies in the group and at all levels consistent with requirements of COSO II. 

	III. Composition
	1. At least three Board members.
	1. Same.

2. Material presence of non-executive Board members.

	1. Same, but no more than seven members.

2. Majority non-executive Board members. 
	1. Same.

2. Majority independent members.

3. Rotation of members. 

4. Less than 75% attendance at Committee meetings in one year automatic threshold for non-reappointment. 
5. Limit on number of memberships on other Board committees..
6. No more than one Committee member serves on both the Risk Policy and Audit and Compliance Committees.

	IV. Individual Committee Membership Qualifications
	1. Committee overall has requisite skills and knowledge adequate to oversee the Bank’s risk management program (e.g., knowledge of credit and financial markets).

2. Time and desire to fulfill obligations. 
	1. All Committee members have requisite skills and knowledge adequate to oversee the Bank’s risk management program.
2. Same.

3. Introductory briefing for all new Committee members.
	1. Same.
2. Same.

3. Same.

4. Periodic professional education/training for all Committee members.
	1. Same.

2. Same.

3. Same.

4. Same.

5. Less than 75% attendance at Committee meetings in one year automatic threshold for non-reappointment.

	V. Committee Chair
	1. Appointed by non-executive Board Chair, Board as a whole, or the Committee.
	1. Same. 

2. Has requisite skills and knowledge adequate to oversee the Bank’s risk management program.
	1. Same.
2. Same.
	1. Same.

2. Same.

3. Is an independent Board member.

	VI. Appointment
	1. Appointed by Board Chair, Board as a whole or Corporate Governance/Nominations Committee.
	1. Same, with full Board ratification of Committee members where nomination is by Chair or Corporate Governance/Nominations Committee. 

2. Fixed terms, preferably annual, but not exceeding Board terms.
	1. Same. 

2. One-year renewable terms.
	1. Same.

2. Same.

	VII. Remuneration (in addition to compensation for work as a Member of the full Board)

	1. Is solely related to fulfilling the obligations of a Committee member (no form of payment which would compromise independence (e.g., salary, consulting, finders’ fees, etc.)).
	1. Same, payment as Committee fees and/or meeting fees is the preferred form.
2. Adequate level of payment so as to create expectation of responsibility.
	1. Annual Committee fees.

2. Same.

3. Additional per meeting fees.

4. Additional fee for Chair. 
	1. Same.

2. Same.

3. Same. 
4. Same.

	VIII. Meetings
	1. May be called by the Committee Chair. 

2. Approved annual calendar of regular meetings.

3. At least semiannually.
	1. Same.

2. Same.

3. At least quarterly.

4. Meetings may be requested by the Board Chair, CEO, CFO and Chief Risk Officer.
	1. Same, and by any two Committee members.
2. Same.

3. Same.

4. Same.

5. Meetings may be in person, by telephone, web, or other electronic communication means agreeable to Committee.
6. Ability to act by unanimous written consent.
	1. Same.
2. Same.

3. Same.

4. Same.

5. Same.
6. Same.

	IX. Attendance and Notice
	1. Quorum required.

2. Advance notice required; may be waived with unanimous written consent.

3. Approved annual calendar of regular meetings.

	1. Same, and simple majority as a minimum.
2. Same. 

3. Same.

4. Minutes to be prepared and distributed to Committee members.  The Board has access to review them.
5. Agenda and related materials to be provided in advance unless the Chair (or other convener) believes confidentiality requires otherwise, in which case general description of subject of the meeting to be circulated, with a statement from the Chair as to reasons for confidentiality.

6. Chief Risk Officer and other executive officers attend the meetings.
	1. Same.

2. Same, and with minimum 48 hour notice.
3. Same. 

4. Same.

5. Same.

6. Same.

7. The Chief of Internal Audit, the External Auditor and Chief Compliance Officer sent notices of all meetings.
	1. Same.
2. Same, and with minimum 1 week notice.
3. Same.

4. Same.

5. Same.

6. Same.

7. Same.

8. Independent members of the Committee meet without executive officers present at each Committee meeting.

	X. Reporting to the Board and Shareholders
	1. Verbal or written reports to the Board as needed. 
2. Annual written report to the Board. 
	1. Written reports or minutes to the Board following each Committee meeting.

2. Same.
	1. Same.

2. Same.

3. General report on the Committee activities included in the Bank’s annual report.
	1. Same.
2. Same.
3. Same.

4. Same, and includes qualitative and quantitative data enabling shareholders and general public to understand the Bank’s risk profile and policies.

	XI. Evaluation

	
	
	1. Annual evaluation of work the committee has performed over the previous year. 

2. Annual evaluation of committee effectiveness, including processes and procedures. 
	1. Same.

2. Same. 
3. Periodic evaluation of the Committee Charter, with written report to the Board suggesting improvements, if any.
4. Periodic independent evaluation of Committee effectiveness.

	XII. Authority and Resources
	1. Having access to all internal resources.
	1. Same. 

2. Recommending hiring of outside resources (e.g. risk management consultants, counsel), as needed.
	1. Same, without necessarily going through the hierarchy (though the hierarchy should be respected absent compelling reasons to avoid it).
2. Having the right to hire outside resources without executive approval.  

3. Authorizing, or conducting, any investigations within its area of responsibility; having the right to hire independent experts for such investigations, approve terms of such engagements, and having such investigations paid for by the Bank.
	1. Same.

2. Same.
3. Same.

4. Receiving an annual budget sufficient to achieve Committee needs, and having the right to access additional funds in unforeseen circumstances.

	XIII. Responsibilities – Policies and Procedures
	1. Reviewing and recommending to the Board, in conjunction with executive officers, proposed aggregate loss limit targets for various risk categories (e.g. loan losses, market losses, operational risk), paying special attention to capital adequacy and liquidity requirements. 
2. Reviewing the Bank’s risk management infrastructure and control systems to ensure adequacy to enforce Bank’s risk policies.
3. Ensuring that management (e.g., CEO and Chief Risk Officer) develops a comprehensive risk management program.
4. Reviewing management’s determination of what constitutes key balance sheet and off-balance sheet risks.

5. Overseeing the Chief Risk Officer and the annual plan of his activities.
	1. Same, and approving management’s recommendations for overall credit and market risk limits, as well as country risk limits for non-domestic exposures.
2. Same.
3. Same, and overseeing the implementation of the risk management program and reviewing its quality and soundness.
4. Same.
5. Same.

6. Receiving exception reports.
7. Ensuring that risk measurement/management function is independent of any line business function. 
8. Being consulted by the CEO on the appointment of the Chief Risk Officer.
	1. Same, and approving maximum credit exposures for top clients and counterparties, so as to insure diversification.
2. Same.

3. Same.

4. Same. 

5. Same.

6. Same.

7. Same, and ensuring that risk measurement/management function has adequate expertise and resources to fulfill its responsibilities.
8. Same.

9. Reviewing and recommending to the Board approval of risk measurements and rating methodologies to be reported to regulators (e.g. Value at Risk, Economic Capital, internal measures, Risk Adjusted Return on Capital, credit ratings, etc.).

10. Reviewing assumptions used in risk measurement models. Insuring that model risk issues have been properly considered.
11. Reviewing stress tests on credit, liquidity, market and operational risks; approving contingency planning.
12. Reviewing the level of delegated authority. 
13. Monitoring the Bank’s preparations and implementation of Basel II with respect to risk management and measurement issues.
	1. Same.
2. Same. 

3. Same.

4. Same.

5. Same.

6. Same.

7. Same.

8. Same.
9. Same. 

10. Same.

11. Same.

12. Same.

13. Same.

14. Proactively monitoring “best practice” risk management developments.

	XIV. Responsibilities – Specific Risk Reviews
	1. Regularly receiving summary risk data and comparing data to adopted risk policies from responsible managers (CEO, Chief Risk Officer).
	1. Same.
2. Regularly receiving disaggregated data of major risk categories from responsible managers (CEO, Chief Risk Officer).

3. Receiving regular reports from the asset liability committee and/or the management risk committee.

4. Receiving and acting on compliance and internal audit reports that are relevant to the risk function.
	1. Same.
2. Same.
3. Same.

4. Same.

5. Receiving copy of the executive evaluation of the Chief Risk Officer.

6. Reviewing exposures to major clients, counterparties, countries, and economic sectors.
	1. Same.
2. Same.

3. Same.

4. Same.

5. Same.

6. Same.

7. Reviewing reports on financial compliance issues such as compliance risk and money-laundering risks (unless specifically reserved for the Audit and Compliance Committee).
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� 	Overall risk management in a financial institution is generally considered to be primarily the responsibility of executive management. The Board’s role is to establish the institution’s general risk philosophy and risk tolerances in each material business area, and to provide oversight of the company’s risk policies and procedures so as to ensure that management implements a robust risk management program. As is noted in the International Convergence of Capital Measurement and Capital Standards: A Revised Framework of the Basel Committee on Banking Supervision (Basel II), “The bank’s board of directors has responsibility for setting the bank’s tolerance for risks.” Moreover, Basel II notes that various favorable capital adequacy treatments are available only if a bank can demonstrate that “its board of directors and senior management, as appropriate, are actively involved in the oversight of the operational risk management framework.”


� 	Prepared by Sinclair Capital, a g3 affiliate.


� 	It may be acceptable in case of relatively small or simple institutions that the Board of Directors has no formal “risk” committee, but that the full Board regularly discusses risk philosophy and tolerance issues, and reviews the adequacy of risk management as a routine part of its strategic and operational review. Alternately, the functions of the Risk Policy Committee are sometimes combined with those of the Audit and Compliance Committee. However, given the centrality of risk management to financial institutions, and the requirements of Basel II, it is a function that should be assumed either by the full Board of Directors, or, in what is increasingly considered best practice, the Board should establish a separate Risk Policy Committee.


� 	Bylaws refer to internal corporate documents which do not have to be filed externally (with corporations’ registry or the regulator).


� 	“Same” indicates that the recommendation of the identical number in the column immediately to the left is carried over into the column. Should the recommendation be only partially identical, any differences are italicized.


� 	In jurisdiction with the so called two-tiered Board systems, the non-executive directors refer to members of the Supervisory Board.


� 	Executive director-members of the Risk Policy Committee do not get additional remuneration for their services on the Committee.


� 	In addition to regular Committee meetings, extraordinary meetings may be held whenever needed and appropriate with agenda set in advance.


� 	In addition to regular Committee meetings, extraordinary meetings may be held when needed and appropriate with agenda set in advance.


� 	The Corporate Governance/Nominations Committee may coordinate evaluation of the Board and all Committees at some companies. For more on evaluations, see Corporate Governance and Nominations Committee Charter Assessment Tool of the IFC’s Advanced Methodology for Financial Institutions.
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