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1.

Information regarding this document

This document contains the questions asked in the interviews. It was sent to the to the interviewees

in advance so that they could familiarise themselves with the questions and gather the necessary

information, before the interview, to answer them.

As the interviews were semi-structured, the questions were not asked in order, and some were not

asked because the interviewee answered them spontaneously.
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Questions that were asked

Could you explain to me exactly what your position is within the company and briefly
explain what your role is? (Seniority, background, board member?)
What does 'emerging risk’ mean according to your own definition?
What are the main emerging risks you have identified the last year?
How do you collect information on emerging risks? By which channel?
In recent years, were you familiar with or aware of any emerging risks?
According to you, what are the reasons for looking at emerging risks? And what are the
benefits you experience of looking at emerging risks?
How often do you monitor emerging risks?
And how many times per year do you hold meetings to discuss the analysis of emerging
risks?
Who attends these meetings where emerging risks are discussed, analysed and monitored?
Is there a facilitator during these meeting?

> If yes, who is it?

» if not, why not?
What are the functions of the people in the company involved in the analysis of emerging
risks?  And which departments are involved? E.g. internal audit, etc
Which role do they have? (Is there a separate department for internal auditing and risk
management?
What  tools are used to report on these emerging risks?
Do you use a risk inventory which help you to identify and classify emerging risks?
Who is responsible for generating the information?
What use is made of the emerging risks information?

Are the emerging risks communicated through your organization?



>
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If yes, how?

If not, why not?

15. How does the information on the analysis of emerging risks go up to the Board of Directors

and how often is the information fed back?

16. Which of these tools do you use or not use when analysing emerging risks:
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Identification and forecasting of emerging risks (Does the identification of risks take
place in workshops or by questionnaire?)

Building organizational resilience to risk

Horizon scanning / early-warning indicators

Monitoring via KRI

Scenario planning

Stress testing

Risk rating

Do you have a planning for each step with clear delay, and explanation of the steps, ...?

What criteria do you use to assess these emerging risks?

How do you monitor emerging risks? With indicators?

At what stage of risk identification, assessment, mitigation and monitoring do you ask for

external consultants?

How do emerging risks fit with other risk categories (strategic, operational, etc.)? Is it part

of a specific process or the general process?

What link is made between emerging risks and the company's objectives and strategy?



3.

Interview with an external consultant in risk management

This document contains the answers to three questions | asked to a risk management consultant to

find out more about when banks use his services.

It was one of the banks | interviewed that advised me to also approach a consultancy firm. And

since the banks interviewed use consultants at different stages of their risk management process, |

thought it was relevant to have the opinion of an external consultant.

The questions were asked in an email and the consultant also answered them by email. The name

of the consultant and his company will remain confidential.

The questions asked are as follows:

1.
2.

What does 'emerging risk’ mean according to your own definition?

Do you know of any sectoral meetings where risk managers of banks can meet and discuss
emerging risks they face?

At what stage(s) of the process of identification, assessment, mitigation or monitoring, do

the banks generally ask for external consultants?

The answers to these are as follows:

1.

A risk that is about to arise on a significant scale and requires banks to start preparing to
manage it. The difference between potential and emerging risk is that emerging is likely to
be present. A bank that identifies a risk as emerging will usually start the development of a
monitoring process around it. The risk is not emerging anymore when it is occurring at its
normal stage in the market (even if the bank did not prepare for it yet). Examples in the past
include financial risks arising because of technology change (e.g. increase in cyber-attacks
sophistication, companies adaptation to digitalization and implication in their credit risk
assessment), social change (e.g. activism and the link to reputational risks), regulatory
change (e.g. deregulation that led to 2008 crisis), political change (Brexit and implications
to credit risk for firms dealing between the UK and Europe, in terms of trade, governance

etc).

I am aware that GARP and PRMIA issue articles around them. The WEF publishes annually
a very good global map of risks, and some are emerging. When it comes to forums, |
participated in some local forums (IIR middle east) to do exactly that (meet and discuss
risks — including emerging ones). Some Universities and schools as well organize their own
gatherings (EDHEC, AFGES etc.).



3. For such risks, the review is usually a mix of internal and external review. Banks may want

to seek the help of external consultants as follows:

Stage

Reason to ask help from an external consultant

ldentification

The board/top management wants to
identify emerging risks and wants to
rely on more than what the
management tells. The
Board/Management may mandate a
top specialized consultancy firm to

perform an analysis and present it.

Assessment

The bank seeks help from an external
consultant that has access to
information about the market (it is a
specialist) or information about peers
(it served them) to benchmark the
review done by the Bank itself.

This is done only if/once the bank has

identified a risk as emerging.

Mitigation

The establishment of such process is a
one-off exercise that requires skills and
headcount for a certain time, which are
not needed anymore once the process
is established. In that case, bank may
seek help from external consultants (a
legal consultant will usually be
involved as mitigation often include

associated contracts)

Monitoring

External consultants are usually not
used at that stage (they are providing
advice). However, the bank may
outsource monitoring to an external

party (specializing in that field) as a

For any of Identification
/Assessment/ Mitigation /
Monitoring, the bank wants
to be able to demonstrate to
certain stakeholders (board,
regulators, rating agencies
etc.) that they did a
benchmarking and/or
independent review with an

external independent party.




way to improve monitoring quality and
reduce cost (as compared to dong it

with its own internal means).

One important issue a bank may have is to be able to develop ways to identify, assess, mitigate and
monitor the risks that did not grow in maturity yet; which means the banks may not be sure that
what they do is correct until it is tested with the risk fully there. Banks may have ideas about how
to handle the risk, but there may be aspects that may have been hard to foresee and that will be
apparent with time. From that perspective, the bank must be agile in developing this particular
process.



4. Interview with the Chief Risk Officer of Bank A

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Chief Risk Officer and member of the Management Board and the Risk and
Compliance team.

Date: May 31, 2021.

Place: Online, by Teams.

The interviewee: Good morning Alexia

Alexia Butaye: Good morning [civility].

The interviewee: | just take the list of questions that you send me.
Alexia Butaye: No problem.

The interviewee: So, | propose we go questions by questions. Just a few words on you, to present
yourself and what you do.

Alexia Butaye: So, my name is Alexia, | am in the last year at the Louvain School of Management
in business management, and | am currently doing a thesis about how to analyse emerging risks in
the banking sector. So, | would like to know who are involved in the process to analyse emerging
risks, what tools do you use to analyse emerging risks. And the aim of this thesis is to write a corpus
of good practices on how banks can build a process to consider emerging risks. So, | propose that
at the end of the interview, based on the information shared, we decide about the confidentiality to
give to the interview.

The interviewee: Okay. So maybe one minutes on myself, | am the CRO of [name of the bank], so
I am the Chief Risk Officer and | am a member of the management board, [confidential information]
and in 2019, I am member of the management board and responsible for risk and compliance. My
role, as a Chief Risk Officer, is to be responsible for risk and compliance so | am responsible for
what we called on the banking jargon, the second line of defence. It means that | have to identify
the risks, assess their importance, mitigate the risks and provide a framework to identify and to
manage the risks. So, it means that, for instance, | have to define the guidelines for credit risk, |
have to define in which risk appetite we are or we want, which risk we are willing to take and how
to avoid additional risks and which are the measures we are willing to take. So, the risk appetite,
the tolerance of the risks, the maximum of risks we are willing to take is not the responsibility of
risk management. Risk management proposes to the management board, make a proposal of risk
appetite. And then, it is the Board of Directors, in French the Conseil administration, which
approves the risk appetite, so it is the highest level of the governance in the bank, which decides on
the risk appetite that they want to take. And based on that, we define guidelines and risk appetite in
which we want to be, for instance, | give you for credit a very simple example: The Board decides
the maximum risk, you want to take on one counterpart. For instance, at [name of the bank], we are
on the green zone, we have different colour for the risk appetite, it is 130 million, so it is the risk
appetite that the bank is willing to take on one counterpart. Can it be higher, yes it can be higher
but need the approval by the board, each time. And to remain in this risk appetite, the risk
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management defines guidelines in which we impose, if we can say like that, to the business to
respect these guidelines.

Alexia Butaye: So, our risk appetite is in euro, based on our financial situation?

The interviewee: Yes, it is, for example, a percentage of the net banking income. If the net banking
income increase, due to the profitability, the diversification of the bank, we can increase the risks,
without increasing the risk appetite because it is a percentage of the risk appetite. We have also, for
instance, another metrics in the risk appetite, which is approve by the board of non-performing
loans, we want that non-performing loans remains for the book [name of the bank] below 2.5%.
And we decline those guidelines for each segment, the mortgage loans, the corporate loans., etc. If
we approach these limits, risks define recommendation or have recommendation from business or
front and define different actions. For instance, we say “if we go through the limits, we need to sell
some lines, we need to reduce the risk appetite”, it means, for instance, we cannot go for single B
credit, but only for BB credit. So, this is the kind of reflection that we have to make sure that we
remain on our risk appetite.

Alexia Butaye: okay. And who are involved on these discussions?

The interviewee: First, we made a proposal, for the risk appetite and the guidelines, it is discussed
with the business, and we make sure to be in line with the strategy. Then, it goes to the management
board and we have a specific committee at the management board, who approve or made some
change to the definition and then ,we go to the board of directors, which is the highest level and in
between, you have, what we called the ‘risk committee’, which is an advisory committee of the
board of directors, who don’t take decision, it is just an advisory role as retaining the banking law.
And we have this risk appetite for all types of risks, for the solvency metrics, for example capital,
for liquidity, interest risks; non-financial risks which become more and more important for example,
cyber, IT stability, data privacy, fraud, intern and extern and we have indicators for all type of risks
and for market risks and credit risks. So we try, with this risk appetite, to cover all type of risks to
be sure to be in line with the risk guidelines with the risk appetite that the board is willing to take.

Alexia Butaye: You have more a silo approach, you first identify risk individually, right?

The interviewee: We identify isolated, but we also have a division called ‘strategic risk
management’, where we have this holistic approach. Where we take credit risk, with market risks,
and we see based on our risk and compliance, do we have enough capital and liquidity to stand with
these risks. So, we look as a standalone, so | have a team specialise on credit risk, non-financial risk
and market risk and then we have horizontal where we perform, for instance, stress testing where
we stress test all risks together, we look at capital, at liquidity and see whether we have all financial
indicators enough to cover all type of risks we have and we are willing to take.

Alexia Butaye: And regarding emerging risks, how do you deal with? Are their part of all risk
categories or do you have another approach for them?

The interviewee: What we do for emerging risks, we have different ways: a bottom-up and a top-
down approach. The bottom-up, which is coming from the team and each year, we have interview
with the audit department, what we called the third line of defence, the second line which is risk
management. And we have interview with the front, where we asked a list of all their risks and their
mitigation and action plans. So, we measure the degree of risks they have, and if there is hight risk
which is not enough mitigated, we need an action plan to decrease the level of risk. And during this
kind of assessment, we challenge the first line and we say, “this type of risk, is important or not for
our department” and sometimes, they come with a new risk, new risk which are coming from either
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from organisation because of strategy is changing or from external world. For instance, we are now
working on private and wealth at [name of the bank], which is new, before it was more retail. It is
nice for diversification, positive for profitability but it can have negative effect if you do not manage
effectively risk on compliance risk. Because there are people with more money, they can sometimes
not respect all the fiscal rules, so you have potential compliance risks there and you need to have
process or procedures in place to control this kind of clients. It is what we called the bottom-up
approach. The top-down approach, we look at our strategy, at our external report from the ECB (cfr.
European Central Bank), NBB, from the IMF (cfr. International Monetary Fund) and we look at
whether there are some risks that we do not have yet identified. And this part is done more on the
strategic risk management. You have what we called the top ten risks, and we make sure that those
risk are integrated in our risk taxonomy and our risk cartography.

Alexia Butaye: And what is these top ten 10 risks for the last year for your bank?

The interviewee: We have business risk, the capacity to execute our strategy, which is quiet
ambitious and means IT, people and creativity to be sure that we take the right decisions; the second
is long interest rate and profitability, which is a key risk for the banks because we are still highly
rely on the net interest income from the credit side mostly; then we have business model as such
because we see a lot of company active outside of the banking sector which are willing to take
market shares in the banking sector, only the nice part, for instance the relation with the clients, the
valuable part, the third risks; the geopolitical and market risks from the environment in general, so
the volatility of the market, increase in correlation, changing social economic dimension, risks on
demography and democracy, all these elements which can affect the business environment and the
environment in which banks are active, the fourth one. Then we have outsourcing, which is bigger
and bigger. What is outsourcing, given the fact that we outsource some of our services to other
companies because they have more expertise, for instance on IT, this do not mean that you discharge
from all your risks but you need to control your partner and monitor to be sure that he remain within
the risk appetite and the contract that you have signed with him. So, it is really the risk management
approach that you need to have with those kind. Cloud, for instance, is also a signal, so you need to
have a risk management approach on these partners. Then we have privacy and data, more and more
clients are more and more worry about their data that they have in bank and bank is trust so we need
to be sure that we keep the data of our clients saved, so we need to reduce the data leakage and so
we need to have a risk management approach on that, we need to avoid human errors, we need to
avoid fraud, and have a process and system in place to reduce data leakage. Then, we have climate
risk which is typic from everywhere and for me this is more than climate but ESG in general. So,
we have climate risks which impact credit risk, market risk, the liquidity risk and stress testing
approach and it impact as a whole the strategy of the bank. ESG need to be integrated in the strategy
of the bank, all for the product need to be think in term of ESG. When you develop a new product,
a new process, a new activity, you need to integrate those dimensions. An example, it is not only
the E but also the S, you have environmental and it is also important and it can lead to some risks
in the bank in two ways: for instance on credit risk, which is a big one, we have clients which are
not good in term of environmental risks and they made some taxes on CO2 which may affect their
business models and also the clients because now clients are looking at quality in term of
environmental risk of the counterpart. So, all the companies need to invest, to reduce their CO2
footprint. But, for me, S and G are even important, today all the company have a societal role, we
need to refer to our client but also for employees and have enough learning and training for our staff
and paying in function of what they value add it. We need to invest on employee to be sure that
they have good conditions to work. So S is very important, and G is also important, we see that
governance, capacity of management and quality of management is really important and sometimes
measures as diversity but quality of management and for staff is also important. And for banks, why
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is it important, the ESG, for instance, regarding environmental risks, only finance need to be in
good property, only finance need a good rating and a good certificate, energy performance
certificate. But I don’t want only that because it means that we push some people, for example
individual clients, outside of the mortgage market, for instance the low-income people will not have
the chance to invest in very high quality house, they won’t have mortgage anymore and I don’t want
that. If we want to be inclusive and if banks want to be inclusive and play a societal role, we need
to take all together. The supervisor is pushing us only on the E but | want all the dimensions, if we
want to be inspirate full for the Belgium society, we need to consider all the dimensions and try to
integrate, in the best way, all the dimensions from our framework.

Alexia Butaye: According to your own perspective, how do you define emerging risks?

The interviewee: Emerging risks is risk that is not yet materialize, that you see coming, and that will
materialize in important ways, and which will affect the risk profile of the bank, of the insurance.
So, emerging means not yet there, but you see it coming and you need first, try to assess what will
be the materiality on the bank or the insurance and try to have a risk framework to identify, mitigate
the risk in case that it materializes. But it is not just when you speak about risk, but you need to
integrate the risk on what you do. It is not only for my office that I am saying “it is this risk and I
have to assess it like that”, no I have to see what will be the impact on the asset environment of the
products that we see at the bank, how can we change or adjust our products to reduce the risks, at
first. So, it is not only the rules that we make as a second line but we need to make sure that we
adapt our process and activities to those risks. For instance, what we are doing now, for credit for
ESG, we try to integrate those dimensions on all our credits contracts. We try to have a close, on
our contract now, where we integrate all our dimensions for instance KPIs for clients and we say to
our clients, if you work with [name of the bank], you need to respect 17 engagements from the
United Nations goals and then we have specific engagements and if you do not want, you are not a
client at [name of the bank]. So really think about risk, how you measure and then try to go into the
products to be sure that risks are mitigated.

Alexia Butaye: For you, emerging risks are risks that we know right? Because on the literature,
risks, for some is something that we do not know and for other is risks that we know.

The interviewee: Yes

Alexia Butaye: Before, you told me about external report on the top-down approach, can you tell
me a bit more please?

The interviewee: To look at external risks, what we do is, first, think about all the strategy and see
if the strategy involves new risks, this is a first one. Secondly, we look at external risks from external
institutions, which are responsible for risk management and financial stability as a whole and |
speak about the National Bank today, if you see on the newspaper that there is a financial stability
report which is a report on which you see the main risks for the banking sector. So, we look at this
kind of report, to be sure that risks mention there are also on our horizon. Then, we have WEF (cfr.
World Economic Forum’ risk report), which is more global. And we also look at risks for the
financial sector, you have other important reports, but more on the real economy, given the fact that
banks are inside the real economy and integrated between clients on both side of the balance sheet
and we need to know what is going on, on the real economy and taking into account, for instance,
societal trends. If you see, for instance, population is becoming old, we need to think “what does it
means for strategy and for risks, how much we will have on the saving account, and what does it
mean for the liquidity position and for the interest rate position”. This kind of question we have, we
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need to complement with the bottom-up approach and have a view on external roles, or external
risks that we do not have inside our bank but might have in the future.

Alexia Butaye: And what is the reason, according to you, that it is important to consider emerging
risks? Is it for financial stability and credit rating or any other reasons than regulation?

The interviewee: So, first, it is my job to make sure that we maintain some financial profile, so one
of my job with my colleagues from the management board, to be sure that we respect first, the
regulation which mean financial stability of the institution. But why, for financial stability but also
to keep the trust of our clients, we want to be an institution in which the clients says, “we come at
[name of the bank] and we are sure that they keep my data, my money, that they inform me on risks
such as cyber risks, that they will give me nice products to facilitate my life”. That is why we need
to have a good risk management and integrate all the risks on our framework and do our jobs and
have meaningful role in the Belgium society and banks can still provide to the clients the service
that they deserve.

Alexia Butaye: And how often do you monitor emerging risks?

The interviewee: Continuously, it is an everyday job. | forgot on the top list, the compliance risk
which is a really becoming important. Compliance risk means also anti-money laundering which is
becoming more and more important and that banks have a big role to play but not alone, together
with the legal and prudential authority, so we work together.

Alexia Butaye: And when, during the year do you do scenario analysis and stress testing?

The interviewee: We do that at different horizons, we start as what is easier. So first we define
strategy, a financial plan, together with our risk appetite. So you define your metrics and says “are
you within your risk appetite” and then, to be sure that we respect our risk appetite, we have stress
testing and we look at our vulnerabilities of emerging risks: which are the most important risks
[name of the bank] can faced and claim it the bank and see the consequences. And we do that, at
the end of the year, on the financial plan, so we stress the vulnerability of [name of the bank] based
on our assessment and mostly we cover three or four scenarios touching on liquidity, capital,
profitability and now we try to also incorporate non-financial risks which is not easy, but we try to
do with. That is the most important stress test, but we also have other stress testing for the regulator,
we have a kind of recovery plan. What is it, we have to stress the point where the bank nearly down
but not yet and we have to define and to show the regulator, if this scenario will happen, we make
reverse stress testing, and we need to take this and this actions. And those actions need to be
quantified to make sure that you can cover, so this is a cover plan. And then, we have ICAAP plan
where we have to show to the regulators that we have enough capital from an economic perspective
and not from a regulatory perspective. Then, we define different scenarios, and we use the stress
test of the financial plan. And then, the last one, which is now ongoing and is from EBA (cfr
European Banking Authority) and ECB (cfr European Central Bank), is that stress test needs to be
the same for the whole banking sector. And the stress test, the resistance of the bank to one same
identical shock and they look at resilience of the bank to similar shocks and similar methodologies.
We also do stress testing in another form but maybe it is less common, we test some part of the
operational resilience of the bank. So, we test, for instance, our business continuity, we test, for
instance, that our IT is not working anymore, we go from home back to the office and test the
procedure. If there is a fire in one of the building, we need to go out of the building, can we go back
at home or from another dealing room. We have different locations to be sure that we preserve the
continuity of a qualitive function. It is not financial risks, but it is more operational resilience and
business continuity.

Interview — Bank A



12.

Alexia Butaye: And during scenario analysis and stress testing, who are the people involved?

The interviewee: When we define the scenario, we test with the business to see whether it is a risks
already seen and we test with them what is the impact on their activities, so we assess with them, if
we have a shock on GDP by a minus two or three percent, what could be the impact on the loan
growth, on the loan volume, what is the impact on the margin, on the market shares, what is the
reaction of the competition. So, it is really a discussion with the business which know the market
much better to define the impact and assess the impact on balance sheet and p&I of [name of the
bank]. So, we have the first line, the business; the second line, the risk and we have the third line,
audit, which is participating on these exercises to monitor the governance, to monitor the the scope,
whose validated and perform quality assurance.

Alexia Butaye: Who is the facilitator during these meetings?
The interviewee: The risk management team. This is facilitator and coordinating.

Alexia Butaye: And is the management team also responsible to share the information through the
bank?

The interviewee: Yes.

Alexia Butaye: And what tools do you use to report to the board and at the bottom-up level and how
many times per year do you report?

The interviewee: There are different reports: each quarter, we have what we called ‘quarterly risk
report’ where we provide the message of the CRO, so I describe what happened during the last
quarter, | try to describe the risks, if there are mitigated or not and I make some recommendations.
So, it is one part of the holistic view and | do it myself, so | really take the time to wright five-six
power points where | write my message, which information | want that the board remember and the
evolution of the risk for the quarter or for the coming quarter. So, it is one information, we have in
the bottom-up approach, what we called ‘effective leading’, which is a report asked by the regulators
and we really try to distillate the main important risks for the bank. And now, we have the top ten
risks, done every year and where we describe, based on external and internal reports, the top ten
risks for the bank. So, we have three kind of reports on emerging risks or risks.

Alexia Butaye: And how do you monitor emerging risks, do you use key risk indicators?

The interviewee: Yes, | speak about risk appetite a few times, each based on key risk indicators. For
instance, for capital, we have different values in which we want to be or not to be; for liquidity, we
have liquidity cover ratio; for non-financial risks, we have the data leak, internal fraud, we have
operational losses; we have also compliance, the number of inspections we have or the number of
inquiry by the justice. So we have a lot of KRIs covering all the type of risks and we have different
levels: one level see by the board each quarter which cover all the risks but we have high level
indicators and then; we have level two, where we go more in details and for each type of risks,
credit, we have 20, non-financial risks we have 25 and we cover all types of non-financial risks:
fraud, privacy, outsourcing, IT security and IT stability. So, we decline the high-level indicators in
more details KRIs and then we have what we call ‘operational limits’, for instance limits of one
counterpart and each counterpart has its one limit. And the board is responsible for level one, the
risk committee is responsible of level two and the management board. So, it is really declination,
and we have KRIs to monitor our risk appetite. But in addition, we have also qualitative statements,
sometimes you cannot measure the risks, for instance fiscal fraud, it is difficult to measure but we
have policy on our statement for risk appetite which says “[name of the bank] doesn’t want to take
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any fiscal risk, we have a zero tolerance for fraud and fiscal risks”. So when we cannot define, we
use statements.

Alexia Butaye: How do you collect information? Do you sometimes use public database?

The interviewee: For KRIs no, sometimes we use benchmark for the tolerance, to see where the
other banks are. But we use external database for benchmarking to position [name of the bank]
against the peers.

Alexia Butaye: And do you assist to industry meeting to discuss emerging risks?

The interviewee: Yes, we have meeting with CROs from major banks and | would say and
sometimes informal contacts with my colleagues and certainly with [name of another bank] which
is another Belgium bank and we share a lot of, not confidential information, but information from
how we manage different type of risks but I am not sure that all banks do that, only [name of another
bank] do that in bilateral but we also have panel organisations, PwC, EY where we are invited and
where we share, not publicly, but different issues or difficulties with ECB or regulators and how to
manage some type of risks. And sometimes, we work together to deal with risks. For example, for
compliance risks, we have to develop, for instance, AWC. It mean that you need to know our
customers but you need to identify and why these customers come to the banks and for
identification, we work with others banks to develop EMAS, it is a tools for government that you
can easily identify and we want to use that for the banking sector as an identification techniques,
the same for companies, we need to have the ultimate beneficiary, the shareholder, the board of
directors and these information are the same for most of the companies, that come from banks. And
instead of asking all the time the same questions to the companies, we try to have a database on
block chain technology, where we kept these information and see if these information come from
[name of the bank] or loans at the disposal of the bank. So, we have different platform where we
work together on projects.

Alexia Butaye: You told me about EY, PwC previously, do you ask for external consultants
sometimes, to help you to address emerging risks? Or to have more input?

The interviewee: Yes, we go to them for difficult tasks, for instance we review all model of credit
risk and ask their advice because we cannot review all the model for credit risk, for example for
modelling approach, we need consultants to do that. We use consultants to ask them to help us to
benchmark and for regulation assessment and to be sure that it is a win-win situation and when they
come as consultants, I ask the team also to be part of the task, I don’t want to let the consultants at
their own, they come with knowledge, for example on regulations that they sometimes now better,
and | want a win-win situation where we can use the knowledge inside further.

Alexia Butaye: Okay, you told me about tools that they help you to use and put in place and for
input, but do they help you also for assessing or mitigating some risks?

The interviewee: Yes, it depends on the project, for instance we are now reviewing all our credit
risk models, regulator require a lot of new requirements, so they help us on designing the
requirement credit risks model. Also, looking at the risks, they help us on the whole process but nor
for all type of risks. For instance, on climate risks, at the moment, | have no consultants. Only for
credit risk and a bit for financial risks. So, it really depends from the project, I don’t want consultant
all the time in the banks, | want that my people are able to deal with risks that they have and sharing
knowledge because those people cost a lot of money so when there are there, | want that my people
are here as well to learn from them.
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Alexia Butaye: Perfect. And previously you mention the different steps to identify, assess, mitigate
and monitor the risks and told me that you report to the board each quarter. Do you have a delay for
each of these steps?

The interviewee: Probably if you start a bank from scratch, probably you have this kind of things
but when bank is running, you have report on quarterly or monthly or even daily for liquidity, it
really depends on the type of risks but we monitor the risks and then assess on a daily or quarterly
basis depend on the type of risks. It is an ongoing process, we don’t have a planning but we have
a planning based on task “we have to do that for the regulator on that time, we have to do the
financial plan at the end of the year”, so the risks are assessed continuously but we don’t start to
identifying, assessing and then mitigating the risks, it is not like that. It is a continuous process. For
instance, for new risks it is different, for ESG it is different because it is new. So first, we try to
identify the type of risks, then we try to assess, what is important for the bank and for the insurance
then, we monitor by defining KRIs and finally, we try to mitigate the risks. If you have a new risk,
you do the whole process, but you try to integrate it into your framework, it is a continuous process.
Do you understand the difference?

Alexia Butaye: Yes, absolutely and thanks to my internship and literature research on risks and
emerging risks, it is clear.

The interviewee: Okay.

Alexia Butaye: And according to you, how does emerging risks fit with other risks categories such
as operational, strategy risks, compliance.

The interviewee: For instance, take ESG, environmental risks, for me it is a new external risk, but
it affects all type of risks: it affects the credit risk as | said to you, to physical and transitional risk,
but it also affect market risk by changing correlation of assets classes. It affects potentially liquidity,
and it affects the non-financial risks. For instance, we need to take into account the business
continuity, the impact of physical risk on our branch, on our data centres. So integrated these types
of risks affect all the categories and what we do is integrated those risks in our risk cartography.

Alexia Butaye: We can resume by saying that emerging risks is part of a general process, not just a
specific process.

The interviewee: No. The first time when you integrate a new risk, you go step by step and then you
integrate in your risk framework. For instance, to be concrete, you have environmental risk, you
will integrate these risks in the credit guidelines, I won’t have guidelines only for environmental
risk, it is integrated in credit risk and in whole the business to assess and integrated those risks in
our day-to-day business.

Alexia Butaye: Okay. And regarding the capital in case of loss events, how do you calculate it for
emerging risks.

The interviewee: It depend on the risks, if you take ESG, we will do from stress testing based on
high level methodology, from the start, because we do not have all the data, we don’t know from
each company, what is the CO2 emission they have, it is data that we do not have. So, we start with
sectoral and go down, in the coming year, stress test the transitional and physical risks that we have
on our balance sheet. It is, I will say, a multi-year approach, we do some stress testing and look at
how much does it mean, which are the sector for instance, which are the risks and exposure that
[name of the bank] has on this type of sector and then we decide to further increase if we assess
that is quiet a big part of the balance sheet, do we want to increase the risks or the exposure or
decline even if we don’t have stress testing yet. So, we try to measure the exposure on our balance
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sheet and then we deduct potential loss: you take the exposure, potential loss given default and you
measure the potential loss and then you have p&I on impact of these potential losses and then we
do stress testing to assess the overall risks of our portfolio, of our balance sheet, in term of credit
risks, market risks and non-financial risks.

Alexia Butaye: Okay. And what links can you made between emerging risks and [name of the bank]
‘strategy and objectives?

The interviewee: Emerging risks are part of the day-to-day life of the bank. The whole is what we
called VUCA, so volatile, unknown, complex. Emerging risks and new risks are part of our day-to-
day, so also part of the strategy and we need to take that into account when we design strategy. And
the strategy by itself can also imply new risks of emerging risks, risks that | say later when we try
to add private and wealth, it was not here before, or not in the same manner.

Alexia Butaye: Great. | ask you everything what | wanted to know. Thank you for that. Do you
want to add anything?

The interviewee: Okay, perfect.

Alexia Butaye: And regarding the confidentiality, can I put your name, the name of the company
and or your function?

The interviewee: Yes, no problem.
Alexia Butaye: Perfect, thanks a lot for you time.
The interviewee: Your welcome, Goodbye.

Alexia Butaye: Goodbye.
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5. Interview with the Chief Risk Officer of Bank B:

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Chief Risk Officer and member of the Risk and Compliance team as well as
member of the Management Board and the Board of Director.

Date: June 3, 2021.

Place: Online, by Teams.

Alexia Butaye: Good morning.

The interviewee: Good morning Alexia.

Alexia Butaye: Can you hear me well?

The interviewee: Yes, | can hear you. You as well?

Alexia Butaye: Yes, perfect. Thank you for this interview for my thesis. If you agree, | will record
this interview to transcript it at the end of my thesis.

The interviewee: Okay. You make your thesis as part of a course? Do you try to obtain a master’s
degree Alexia?

Alexia Butaye: Yes, it is for my master, I am in the last year of a master’s degree in Business
Management at the Louvain School of Management at Louvain-la-Neuve, and my thesis is about
the process that bank have, to consider emerging risks and I would like to know who are the people
involved and the tools used to analyse emerging risks.

The interviewee: Alright, go ahead.

Alexia Butaye: First, | propose that you explain me who you are, your role as a chief risk officer at
[name of the bank] please.

The interviewee: Okay, so indeed, my name is [name of the interviewee], CRO at [name of the
bank]so overseeing risk and compliance in [name of the bank] so the risk department and the
compliance department. And in this department, of course, is both financial risk and non- financial
risks. And as a CRO, | am member of the management board of [name of the bank]and the board
of directors of [name of the bank]. In the past, | meanly worked on creance and financial risks, and
before | worked at [name of another bank]. Do you want more information?

Alexia Butaye: It is perfect and now, can you tell me how do you define emerging risks, according
to you, please?

The interviewee: Emerging risk is a risk that is not yet identified by all community as risk so it is
something which we still are debating whether it is a risk or not. It is not yet clear the scale or the
importance or the potential impact or whatever. So, it is a risk which we still have question marks
around, and it immediately means that it is a risk for which risk management is not yet matured. It
is something for which we, we need to be careful, we need to further explore., we need to have early
warning indicators, etc. It is coming up. It might well be that, at the end, it will not be really a risk,
so it is just a potential risk. That would be all kind of elements that I would put in the definition.
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Alexia Butaye: This is challenging to give a definition of emerging risks, there are so many different
definitions in the literature based on the sector. And now, do you think that emerging risks are risks
that we don’t know, or we know?

The interviewee: It is risk that we should know, it might well be something we know. But which is
still evolving. For example, your next question is what the top five emerging risks are, so | certainly
put cyber on that list. And of course, we can say that we do not know cyber risk, we already got a
number of years but it's still so much evolving that it still deserves a place in the ranking of emerging
risks.

Alexia Butaye: Absolutely. You told me about cyber risks but what are the others main emerging
risks that your bank faced?

The interviewee: Every year, we make a top five, not only [name of the bank] bank but at [name of
the bank] group as a whole. I do not know by heard the top five for 2020 but | can name some. An
example of emerging risks for the last few years are of course cyber, everything that has to do with
algorithmic risks let's say, how to link algorithm with Al, and the combination of both two, we can
further optimise our regulatory and further start using automation etc. But everything linked to Al
in general, is also an important one. Climate, the impact of climate change on financial risks, these
are typical one discussed at [name of the bank]. Sometimes, we have also regulatory risk but for
me, this is not an emerging risk. For me, it rather the context in which we operate, rather than an
emerging risk and then, of course, geopolitical risk is always a topic, and it is also a domain which
is heavily in evolution. But on the other hand, of course if you just look at our scope Belgian and
geopolitical risk is not really an issue at this moment but if you're a global brand or a global
company, then of course, a number of things change, certainly in relationship with China as well.
So for group like [name of the bank], geopolitical risk is not something watched, to be monitored.

Alexia Butaye: How do you classify these emerging risks?

The interviewee: For me it is not important to make a classification, I think it's important that we
try to identify the top five. I'm not sure whether it's really a ranking at [name of the bank] group, |
don’t know if it is ranked, for me it is not crucial, I think the most important thing is that we have
the right five topics on the table because, if we talk about emerging risks, it is something which is
not yet matured from this point of view and from an awareness point of view or understanding point
of view, so it is all about creating awareness as well.

Alexia Butaye: And how do you try to identify these emerging and how do you collect information
regarding these emerging risks?

The interviewee: Personally, of course, it is about reading newspapers, trying to catch up news
trends, of course, consultants, play a big role. All the big consultancy firms are very active in trying
to identify emerging risks. Of course, they are considered as a good new business and to do projects
on the emerging risks in banks. So that is an important information channel. | really think it is
crucial that you make a kind of questionnaire, a kind of interrogation of a lot of people because you
never should have the idea that one single person can be the only one who's monitoring emerging
risks because emerging risks is typically showing or coming up or showing some first signal in a
lot of different domains, so it is rather important to keep finger on the pulse. Make sure that you
have quite a broad panel of people who try to hold on, to you asked to be vigilant and to be attentive,
in terms of emerging risks.
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Alexia Butaye: You told me previously that consulting firms plays a big role to identify emerging
risks. Can you tell me a bit more about that, for example, do they organise industry’ meetings or do
they help you to obtain more inputs regarding emerging risks?

The interviewee: Yes, issue papers and they organise industry’ meetings.

Alexia Butaye: Okay and do you sometimes ask for external consultants to help you to consider
emerging risks or for additional inputs?

The interviewee: For some topics, yes, for example cyber, it is an emerging risk but in the sense that
it is still evolving, that the impact is still unclear and becoming larger and larger. In that sense, it
emerges but it is a topic on which we already work for years. Of course, it is a topic, which there is
no doubt about whether we need to spend resources or efforts on cyber. Our team working on cyber
and of course, our team that work on cyber sometimes hire an expert from a consulting firm. So,
yes, it is already clear that we need to work on it. There is a planning and project on it, that from
time to time we hire for consultants, but do we hire consultants on things which are still rather on
the horizon, without yet being in house let's say, no at this moment, certainly not at the scale of
[name of the bank].

Alexia Butaye: And for the cyber risks, when you ask for external consultants, for which part of the
process: it is more for the scenario analysis or the assessment, mitigation?

The interviewee: Yes, and rather to start mitigating and just buying some expertise. Expertise or
workforce, it can be both, because it is not that easy to find those profiles on the markets for
permanent positions.

Alexia Butaye: And do you sometimes use public database to identify new risks?

The interviewee: From time to time, we try to extract some info from government databases of
course, is a usual aspect but it is the only one.

Alexia Butaye: And, according to you, what are the main reason to look at emerging risks?

The interviewee: The main reason is clear, we always need to be careful that our risk management
is there, to make sure that we have everything on the radar, which might be hard for the bank. It is
a process of at any moment in time to try to evaluate the likelihood of a certain event against the
severity of the potential impact. That is the game of the risk management. And, of course, when a
new type of risks is popping up on the horizon, emerging risks, then you need from time to time,
evaluate the risk, re-evaluate the risk, and make a decision, an assumption on whether or not, on
how to further monitor this risk and how to potentially mitigate the risk. There is a certain borderline
where it flips from. It is something we monitor to something we need to start mitigating.

Alexia Butaye: And how often do you monitor emerging risk, is it monthly, quarterly?

The interviewee: Just a broad scan this is something we do every year, so every year we do a broad
scan and then of course, and on the once we identify. And, again, there is a big difference between
something which is on the horizon and which is more, for something we monitor or manage for the
longer term perspective. For example, it is all about climate change and transitional risks, for retail
bank in Belgium, it is still rather for the long term, we start taking actions, but it is not because it is
urgent for the impacts for tomorrow. It is urgent, because if we do not start now, we don't make it
in 30 years, so that is the urgency. Of course, cyber, it is completely different level of urgency, you
need to make sure that the bank is protected right now, if not the impact will come tomorrow. So
that is a completely different timescale that depends on where you are with this risk. For example,
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climate change, transitional risk, there we make a kind of action plan throughout a number of actions
for the next five years from cyber, it's an everyday challenge, something we discussed every month.

Alexia Butaye: And do you have clear steps to consider emerging risks? For stress testing, scenario
analysing, reporting? Or clear delay?

The interviewee: No, we have a clear process when we do scenario analysis and when we do stress
testing, but it seems rather an expert judgment whether or not starting to integrate emerging risks in
our scenarios and in our stress test.

Alexia Butaye: And who is involved in the process to consider emerging risks?

The interviewee: A lot of people, you have the risk management team. So, we have a team called
‘enterprise risk management’ which are typically responsible for the risk cartography. And there
are also responsible for the scenario definition, so they are key in deciding whether or not we add
something on our scenarios, a usual set of scenarios and then, of course everyone who is part of this
chain, because when you do scenario exercises or stress test exercise, it is typically discussed on
financial risk committee, and on the management board, typically discussed on the BoD level. So
everyone who is involved in this chain is, of course, there to make remarks or to add extra elements
or to put certain priorities or whatever. | would say finance and risks certainly, business domains
when necessary, and then ERM (cfr. Enterprise risk management), consolidating everything,
making a kind of impact analysis or scenario analysis, as part of the broader stress testing exercise
or a financial planning exercise, and then everyone in the chain or discussion make these
recommendations.

Alexia Butaye: Ans there any facilitator during these meetings?

The interviewee: Yes, facilitator for these kinds of meetings is enterprise risk management, ERM
and of course, myself as a CRO, | play an important role as well.

Alexia Butaye: And how is the information shared trough the company, or with the board and
executive?

The interviewee: It is quite different. On one hand we have, from time to time a presentation giving
an update on emerging risks. That is just information sharing, that just making a kind of update, that
is one type of information. Another type of information is when we integrate emerging risks in our
scenario analysis of course then it comes with a kind of impact assessments, quite well quantifies,
with some discussions about mitigating actions, potential management actions etc, that is another
type of information that is already quite well elaborated. And then of course, a third type of action
is, if there is an issue with all of those risks, if there is an immediate change in urgency or impact
or severity or whatever, then it might well be that it's the kind of discussion about immediate actions
to take. Of course, when you are talking about emerging risks, again, the only risk for which it is
really hot at this moment where we need to take immediate actions on time to time is rather cyber,
cyber is an everyday challenge.

Alexia Butaye: Who take part at these presentations? Can all employees be present or just the board?

The interviewee: It depend, it might well be a management board meeting or board of director
meeting, or it can be a technical meeting amongst experts between financial and risks, or it can be
quite different settings. And typically, the meetings are hosted, the person who are presenting are
people from enterprise risk management.
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Alexia Butaye: |1 would like to know, do you try to make links between the different risks or
emerging risks that you face, or trying to go to the source of the risk when you make the assessment?
To told you differently, do you think that new risks can happen from a combination of existing
risks?

The interviewee: You are looking for how we try to identify contingencies or something like that.
Alexia Butaye: Yes

The interviewee: No, | think it is an important next step to take, certainly an area to be improved.
And that is also part of the discussions that we have with ECB at this moment. So, they say “okay
fine, we are happy about how you identify emerging risks, but we see you treating them as extra
elements, your risk cartography. And the next step should be that you try to integrate it and try to
measure, let's say the impact of those emerging risks on your key financial drivers or whatever risks
divers”. So, integration or trying to see the dependencies or the contingencies, have we tried to do
that but that is certainly an area to be improved.

Alexia Butaye: Okay and how do you monitor emerging risks, do you use key risk indicators?

The interviewee: No, it is rather based on studies and reporting on studies that are available, or
insights publish by other players. But it is not key risk indicators to monitor emerging risks.

Alexia Butaye: So, you based on report and data from other banks.
The interviewee: Or study that we do ourselves, or study case by case, not yet by regulator process.

Alexia Butaye: Can you tell me a bit more about these reports or questionnaires where you obtain
more inputs, please?

The interviewee: Yes, the questionnaire is a big list of potential risks, and we ask people, what is
your top five of all those in our domain and it is not more difficult than that. And then we have a
list of all the usual suspects on it, where we try to split some of those, because of course, | used the
number of terms like climate change, but climate change is a broad topic, so that we try to speed up
in the immediate impact on climate change, transition risks, impact on, for example, financial
markets, whatever. And the same for cybersecurity because cyber is also a very broad topic so we
try to also split up between, are we worried about data leakage, are we worried about some issues,
and we try to ask a lot of people about their top five from this list.

Alexia Butaye: But who are these people?

The interviewee: Quiet broad set of people, we try to have a panel that is a good representation of
the company but typically people that have a broad view on their domain, who are involved in
operational tasks an operational teams, typically it is middle management or experts in certain
domains, but for the bank for example we try to use a panel of 30 people, 30 people from the 700
people we have on our panel.

Alexia Butaye: So, it is just people from inside the company?
The interviewee: Yes.

Alexia Butaye: Okay, can you tell me more about how the scenario quantification is carry out
please?

The interviewee: Scenario analysis, an expert tries to look at the topic, and try to find a good way
to make a scenario. For me, there are not a broad level of maturity, not for all topics we have the
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same level of maturity, the most simple version is that we make a kind of description of a potential
scenario and just describe what might happen, and then, you just make a kind of brainstorm: what
might be the impact on the bank, without trying to define more details drivers, and on the other side
of the scale, you have then scenarios like where you try to calculate impact, for example
macroeconomic scenario, where you describe a certain situation, you try to translate that in
macroeconomic conditions, you use these macroeconomic conditions like GDP and unemployment
rate, interest rate levels, you use those drivers to calculate the impact on your financial risk drivers
like, for example, probability of default in your credit portfolio. And then you go over those drivers
to an impact on p&I, impact on capital, etc. So let's say, the most advanced version of our scenario
analysis. And the most simple one is just description and try immediately, based on a certain
reasoning, what might be the impact on the bank. And so, we have a broad level of scenarios, we
have a simple version and we have an advanced one and everything in the middle one. If you talk
about emerging risks, then of course, we typically have more simple scenarios, because in order to
have the more advanced one, you need to translate into macroeconomic drivers for example, which
is in itself a difficult exercise. So, | think I would say for emerging risks, it is rather the kind of top-
down type of exercise rather than a bottom up, because the most advanced version is rather a
bottom-up based on detailed drivers, and then checking what the impact on these detailed drivers
might create impact for the banks. In contrary, for top-down, you have a number of people and do
brainstorming and try to just come up with a kind of estimate of the impact for the bank.

Alexia Butaye: And how do you calculate the capital needed in case of emerging risks happened?

The interviewee: We try to come up with the kind of capital estimation and then, that is part of our
operational risk management or enterprises risk management, or the combination of both. What we
try to do is, first of all, create the kind of impact, because this potential impact is defining the
severity of the risk or the event, and then we try to estimate the kind of potential frequency of
occurrence, and we combine those two elements to come up with the level of capital we want to set
aside for that risk based on severity and potential frequency.

Alexia Butaye: And how often do you report to the board of directors? | also want to know, do you
use more a silo approach or an holistic approach and where emerging risks are analysed with other
risk categories?

The interviewee: it is holistic once a year, once a year is an holistic exercise. For example, it is part
of our ICAAP exercise, just to name one, that's quite holistic exercise. Apart from that, it depends
on, again the urgency of the topic, if it is part of our daily risk measurement because it is part of the
things we need to do for tomorrow or next week or next month, then of course it is discussed, cyber
is discussed every quarter on the board. But for example, climate change is typically only discussing
once a year because it is quite stable, it is something we need to tackle it is something we need to
do, we make action plan and execute action plan, but it is not changing every day, so it is something
we can manage with the frequency of once a year. Again, because impact is taking actions now to
avoid an impact over the next period of 30 years. It is not to immediately mitigate something which
might happen tomorrow. So once a year holistically as part of a broader exercise, and for the rest
depending on the immediate urgency or the volatility of the topic.

Alexia Butaye: Okay and regarding your action plan, | suppose it also depend on the emerging risks
that you face. But usually, for how many periods of times, do you try to make this action plan?

The interviewee: But again, it is different case by case. For example, for climate, we had to make
an action plan by mid-May. All ECB banks were supposed to make an action plan for the next few
years. So, we made the action plan for the next three years. For cyber of course we have every year
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an action plan. And of course, kind of, three years for cyber as well. We have a three-year planning
cycle in bank, so typically, we always try to plan ahead for three years, of course, the level of detail
or of the level of being concrete is quite different. Because for the next year. These are very concrete
date already worked out with budget and actions within two years, we do not have good estimate
of the potential impact from IT. We do not have a good workload estimate so | would say that the
level of elaboration or sophistication, depends on where it is in a longer time plan.

Alexia Butaye: Regarding the reporting to the board, it also depends from the type of emerging risks
that you face?

The interviewee: Yes. Once it become appear or once it become hot, it is part of the holistic exercise.
Alexia Butaye: And for cyber risks?

The interviewee: Whenever need it, for example important events, we report to the board. First on
the risk committee of the board, at least semi-annually. So, it is every six months, there is always
an update on cyber security in general.

Alexia Butaye: And what is the main role of the risk committee of the board at [name of the bank].

The interviewee: The same as every bank, being critical on what kind of actions, management is
taking on risk management topics, advising the board on risk appetite, advising the board on
whether the risk appetite is well respected, advising the board on stress testing impact, advising the
board on more technical elements, like model it, you name it. More in-depth discussion are follow
up of risk related topics.

Alexia Butaye: So, more an advisory role.
The interviewee: Advisory, critical and discussion role.

Alexia Butaye: And according to you, how does emerging risks fit with other categories such as
strategy, operational, financial risks, etc?

The interviewee: Somewhere in the middle, | would say this. But if we talk about emerging risks, if
it is part of a holistic exercise like ICAAP, it is part of the discussion. If we make a kind of overview
of operational risk scenarios that emerging risks are an important element of those lists, some
emerging risks are always also a part of the security process because if you look at security risks,
then we have number of emerging risks that are also on that list. So, emerging risks are, in fact,
important for each domain, so that there might be emerging for financial risks but it is less frequently
occurring. And then of course you also have a number of emerging risks that can have an impact
on operational risks, clearly on business continuity. And then you have a number of emerging risks
on security risks. So, it is to be everywhere in that angle. To make it clear, we do not have an
emerging risks team. Emerging risks is a topic that are discussed by a number of people, and those
people are typically in charge of other teams. So, we have a team operational risks, we have a team
security risks and we have a team, enterprise risk management which is closely related to strategic
risks for example. So, those three teams and emerging risks are typically popping up in those three
domains, we do not have one emerging risks team, emerging risk is a topic which is discussed in
all those domains.

Alexia Butaye: So emerging risks are part of the general process.

The interviewee: Yes
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Alexia Butaye: What link, according to you, can we make between the company’ objectives and
strategy.

The interviewee: For me the link is that our role as the risk management is to try to estimate whether
emerging risks is a risk that hindering the company to achieve its objectives and this is the link. As
a company, we have objective and strategy and it is up to the risk management to scan the context,
the situation, the horizon and might see pop up that might hinder the company to achieve its
objectives and of course if we identifies potential roadblocks, then you need to start mitigating And
of course, if there is no solution, cannot be solved yet, then of course, the feedback group might
play, and then you might question whether you need to change your objectives as a company. And
that is of course, typically what is seen today in the energy sector, where climate change is an
emerging risk, and you see a number of important players changing their company objectives to
still remain relevant but certainly a potential feedback loop. But we will not get confronted with
such roadblocks for retail banks but we still feel like emerging risks are not necessarily a reason to
revise our objective or strategy. Of course, it can change the way we do business. For example, it
is clear that as an important actor in society, we also need to make sure that we create awareness
about climate change, and we are happy to take a role in that, and that is the reason why we give
green [inaudible] for green loans and our role in society is mainly a corporate social responsibility,
meaning like that, so we are an important actor in economy, in society, so we need to play that role.
Same for cyber, of course, it changes our operations, because a lot of our budgets are now spent to
update firewalls, create strategies to protect the bank, and also to inform clients on phishing for
example, usually increase the time we spent in trying to communicate about how clients can then
avoid phishing issues. So, a lot of impact on operation, there might be an impact on how we act as
an actor, potentially impact on, of course, objectives if you faced an emerging risk and you need to
change your objective, yes it can happen. We were not faced with this kind of emerging risks but, |
gave the example of energy, and you typically see that feedback group is playing. It is not only
about identifying the risk and trying to mitigate, and it is really about changing fundamentally how
you are doing this. Does it answer your question Alexia?

Alexia Butaye: Yes perfectly. But banks are in a very regulated industry. Do you find that regulator
have an enough good structure to help banks to consider emerging risks?

The interviewee: It is part of the discussion that we have with the regulator, so it is on the top of
mind of them, as much as for them as for us. If you speak about something not yet mature, a lot of
discussion, severity and impact, something which is popping up on the horizon, it is new for them,
it is new for us, so we are in the same boat. | think the challenges we face are very similar to the
challenges they face because it is all about getting on the topic, which is not yet mature, and which
is largely unknown.

Alexia Butaye: And do you think that there is a lack of structure to clearly identify and monitor
emerging risks, or do you think it is well regulated yet?

The interviewee: They are doing the right things. For me, there is no structure at this moment so |
would say we are in the same boat, but | don't see a big gap in the way they approach, no, that is
fine.

Alexia Butaye: And according to you, is it a difficult exercise to consider these emerging risks?

The interviewee: Yes, it is not an easy exercise, because you need a kind of open mindsets. It is
about thinking outside the box. In many cases, it is about thinking beyond the known elements, you
need some creativity, but it is not different from other elements. It is quite different from other
mature risk domains, and here is something else and it is about being alert. Being able to see things
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which are not yet on the radar. And again, it is need for open mindsets that because you are easily
blinds for things you don't know yet, or you're not familiar with matter. It is about outside the box,
what might happen. You need a certain imagination and look about what might happen in certain
scenarios.

Alexia Butaye: Absolutely. Previously you told me about presentation, to give an update about
emerging risks. Are there any other communication tools that you use to share information through
the company, like an intranet, folders?

The interviewee: Sure, we use intranet from time to time to create awareness. Or we have systems
of e-learning where we make small e-learning on topics like climate change, cyber phishing,
whatever.

Alexia Butaye: Is it accessible to all employees?

The interviewee: E-learning is accessible to all staff as well as intranet but of course, not everyone
is reading it. You know how it works, if you want to create awareness and you need to use a lot of
channels to send your message, such as you have a broad range of potential ways that people are
getting informed about a certain topic.

Alexia Butaye: Okay, | asked everything that | wanted to know. Now, regarding the confidentiality,
do you agree that | put your name, your function and the name of the company on my thesis?

The interviewee: Typically, the actual communication guidelines of [name of the bank] says non-
public. 1 do not have a problem that you mentioned my name and that [name of the bank] had
contributed to your work and something like that but no handling between the real answers on your
questions, and my name or [name of the bank]. It doesn't need to be confidential for me, but I don't
want my name and the name of the bank will be associated on this interview and information shared
but I don't have a problem that, for example, on your introduction you mention that the bank has
contributed to the thesis.

Alexia Butaye: Okay, so | will not make any links between our name and the information shared.
The interviewee: Perfect. Good luck for your thesis.

Alexia Butaye: Thank you for your time and all the best for [name of the bank].
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6. Interview with the Chief Risk Officer of Bank C

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Chief Risk Officer and part of the Enterprise Risk Management department.
Date: June 3, 2021.

Place: Online, by Teams.

Alexia Butaye: Good morning Sir
The interviewee: Hello, what is your language?

Alexia Butaye: If it is okay for you, we will conduct this interview in English because my thesis
must be written in English.

The interviewee: Very good. So, you study in Louvain-la-Neuve?

Alexia Butaye: Yes, at the Louvain School of Management, [ am in the last year of a master’s degree
in Business Management. And | am currently doing a thesis about the process to consider emerging
risks in the banking sector, the tools used, the people involved, end the aim is that | write a corpus
of good practice on how to manage these risks in the banking sector. First, thank you for this
interview, if it is okay for you, | will record it to better transcript it at the end of my thesis?

The interviewee: No problem.

Alexia Butaye: And | propose that at the end of the interview, we will discuss about the
confidentiality based on information shared.

The interviewee: Yes.

Alexia Butaye: | propose that first, you present yourself, what is your function in the bank, please
Sir?

The interviewee: Yes. | am working in the group risk department, so you may know that [name of
the bank] has activities in a couple of countries so we call them ‘our home market’, we have six
countries where we have, | would say, substantial activities in banking and insurance. Belgium is
one of them, but we have also in some central European countries and in islands. In each of these
countries, we have a local risk function. But then on top of it we have the group risk function so
that is where 1 am working, | am working on group risk. So, we keep an overview of all our
countries, all our activities, bank, insurance, asset management, and within the group risk
department. 1 am working in the enterprise risk management department where, we would say,
mainly look into integrated risks, so we are not really looking into one specific risk type. For this,
we have all the departments, we have to integrate risks departments try to bring everything together,
make it consistent and then bring the integrated message to our management. And so, one of the
things we do in integrated risk or enterprise risk management is indeed looking for risks, and
reporting on them to our management or management is mainly our group executive committee, so
that is the committee day to day basis, managers [name of the bank] group. And next to that, we
also report to the board of directors of [name of the bank] group, including to specific committee,
which is called the ‘Risk and Compliance Committee’, and they support the board of directors in
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terms of risk related matters. | would say in terms of identifying risks and reporting on them, |
would say that we are the main channel at which this happens so towards our top management, of
course, everybody at [name of the bank] group is involved in the process, especially also what we
call ‘the Risk Competence Center’ so credit risk department, etc. they are also involved, but
reporting towards management is going through the integrated risk departments.

Alexia Butaye: Okay, thank you sir. You told me that you report to the group executive committee
and also to the board, but how many times per year please?

The interviewee: Yes, so the executive committee, they meet weekly. So, every week, they have a
meeting for the board of directors, it is 10 times a year, if I am not mistaken, yes 10 times a year.
So, we have the opportunity to report to these committees, as much as we like so we can go to the
executive committee every week if we would like. If we have something to bring, we can go
immediately to them. But of course, the approach is a little bit more structured, in the sense that an
important report that we bring to these bodies is what we call the ‘integrated risk report’, and that
we report eight times a year. We bring it to the executive committee and then next to the boards,
eight times a year, and it is a report in which we can probably go a little bit deeper into it later on.
But it provides both, a view on what we call ‘the health check’ of [name of the bank], so it is about
where are our indicators, are we doing well in terms of capital, in terms of outperforms, in terms of
our credit risk. For each of those dimensions, we have a number of metrics that we monitor, limits
that we have in place and so that is what we call ‘the health check’ which we included in that
integrated risk report. And next to that, we also include there, what we call risk signals, risk signals
are messages on risks that we want to bring to our governance bodies, and these may be about all
kinds of risks, it might be about one specific risk, it might be about a combination of risks, it might
be about risks coming from regulation, might be coming from things that is happened internally at
[name of the bank]. Suppose we have a big operational risk case, suppose there is a cyber-attack on
some big companies, say Microsoft is under cyber-attack. If we think it has relevance for [name of
the bank] as well, we can also put that in our integrated risk report for risk signal. So that is the
more continuous way of working, where, as | said eight times a year, we bring a report to the
governance bodies in which we go into a number of risk signals. Of course, if something happens
in between, we can bring that immediately to the attention of our management. And then next to
that, we have one big exercise, which is called ‘risk scan’, which is an exercise that we bring once
a year to our management, and so it is basically a listing of the main concerns, the main risks, about
which our managers leave their sleep at night so to speak. So that is also an exercise that we can go
a little bit deeper into later on, probably. So that is something that we bring, or do once a year, but
I can talk a little bit more about it later on. And then maybe through other ways of reporting risks
to our management, we have a broad process which is called in NAPP, ‘New and Active Products
Process’, it is basically a process in which we look at all kind of risks that can be embedded in every
new product that we launch or existing products, if we want to change something, or just review
existing products. So basically, what happens is that a lot of people from different departments,
including risks but also compliance, legal, IT, etc. They all look at a certain product can be a new
product or an existing product, and they think about “what can go wrong here, what are the main
concerns about this product, and what can we do about it, what should we do about it.” So that is
also a way of identifying risks | would say and then also there are twice a year, we report to our
executive committee and to the board on evolutions that we see in that process, so “what kind of
new products are we taking on board, does that entail new kind of risk, etc.”

Alexia Butaye: Sir, if | clearly understand, you look at risks as a whole and not just at emerging
risks, right? Is it the same or all the different step to assess and mitigate the risks?
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The interviewee: It is a good question. So indeed, within [name of the bank] we do not really use
the term emerging risk. So we just talk about risks. What we sometimes do and that on the risk scan
exercise that | mentioned earlier, what we do there, when we rank, is typically say top 10 risks for
[name of the bank], we put them on a graph, where we have two axes. One is the impact axis and
where we think how big this could be, and the other axis is the time horizon where you can
distinguish between things that can happen any day now to things maybe can happen in the next
two or three years or maybe even the longer term, three, five-year horizons. So, that is maybe as
close as possible that we get towards the notion of emerging risks, where we say okay, this good
example could be climate risk, what we have seen is climate risk is on our radar holding for a couple
of years and is part of the risk scan so, it is one of the risks where we think about, what you see is
that the time horizon is getting closer and so at the first time it was okay this is a long term risk we
should start thinking about it, what you see happening now is that time horizon which it will impact
[name of the bank] is becoming closer. But this is where | think we come anything close to what
people would refer to as emerging risks for the rest, we do not make any difference, we just talking
about risks, based on the individual risk type level, integrated level, we are not, | would say, going
through the hassle of defining, is this an emerging risk or is it just the normal risk or is it the risk
that we already know, so | am not sure and that's where | would be interested to see your thesis,
what other banks are doing there, are they indeed making the difference between emerging risks,
then say, all the risks, I'm not sure what the other risks can be called. And what the added value is
to really have this specific category of emerging risks and not just talk about risks, and maybe we
are doing exactly the same as the other but not calling it emerging risks, so that is something that |
would be interested to see when | could see your thesis.

Alexia Butaye: You told me that you have a matrix for impact and time horizon. You do not have
an axe on likelihood?

The interviewee: We are also not really thinking about likelihood, because that is very difficult
discussion, because take a cyber-attack, it is one of the highest risks in the financial sector or even
outside of that. Well, we are under attack on a daily basis. So, what is the likelihood, very very high.
But on the other hand, we have also a lot of mitigation in place, so we are quite successful in fending
off all those attacks. So, most of the time and there is no impact of these attacks. So then, how do
you go about that in terms of likelihood or is it likely, yes very likely, but what we are probably
most interested in is a very big one that is successful, and that really hits [name of the bank]. But
then you will have to debate about okay but what is big and how. So, these are all discussions that
were your guess is as good as mine, so it does not, from our perspective, add a lot of added value
because for us it is really more about, let's be aware of all the risks that are facing [name of the
bank], let's have a bit of an understanding of what are the major risks. But, trying to really quantify
it, if I may say so, by putting a lot of attention to things as likelihood, that is not something that, in
which we want to spend a lot of time.

Alexia Butaye: So, you do not use the term of emerging risks or really try to identify differently
emerging risks but, according to you, do you see any difference between emerging risks and current
or familiar risks or absolutely not?

The interviewee: Not really, because what you see is that even emerging risks are, or what people
would call emerging risks are, most of the time, a specification or something that already exists or
maybe something that intensifies. For instance, cyber risk when you call that an emerging risk, it is
already around for many years, it is not something that happened yesterday or the day before, and
we are already talking about cyber risk for probably more than five years. So is that still an emerging
risk would be a little bit strange to talk about that as an emerging risk if it is five years old. Climate
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risk for instance, some people would probably label it as a as an emerging risk, well for us, it is on
our radar as part of our top ten risks. And I will say, top 10 but we are not focused on a specific
number, sometimes it is eight sometimes it is eleven, it depends on the year of the exercise. But
most of the time, it is around ten top risks that we see, or [name of the bank], while climate risk is
already on there for, I think three or four years, and so is that there is still an emerging risk, and
when does it stop to be an emerging risk. So, again for us, at least for now, we do not really see the
added value in the risky universe to start to make these distinctions between different types of risks
because, at the end, whether it's emerging or not, it is a risk and needs to be handled, and probably
for some the risks you have a little bit more time and take climate risk. It is not going to hurt us
tomorrow, as opposed to cyber is crazy, that would happen in everyday day. We had be under attack
right now as [name of the bank] and we probably are under attack right now, because we are under
attack on a daily-basis. Again, most of the time, we manage well but for climate risk, we have more
time but we need to start thinking about action because at some point in time, it is might be too late
to start thinking about taking action because at some point in time, it will be too late to start thinking
about. So, again, so we do not differentiate within risks when we see something relevant, to report
on, we will do so on a yearly basis we make a bit of a top 10 so to speak, and then the main focus
there is, or the main aim of that exercise is to, first of all, formally evolve the whole group so
everybody throughout the group. And secondly to focus attention a little bit towards these things
that are most top of mind.

Alexia Butaye: Sir, you told me about cyber risk, climate risks, what are the other main risks that
you have identify this last year?

The interviewee: Well, I am not going to be specific about which risks that we rank very high. But
in general, | think and that is not particular for [name of the bank] but for the financial sector as a
whole, what we see over the last couple of years is switch from, | would say the financial risks,
more towards non-financial risks, and that includes compliance risk. And that relates of course to
the evolution in terms of digitalization, where of course a lot of risks are becoming more important.
If you are serving your customers from a branch, if that person at the branch makes a mistake. Okay,
that is unfortunate, but there is just one customer that would be impacted. If you are serving your
customers via the mobile app, and there is a mistake in a mobile app, all customers are impacted
and that is a big difference. And with digitalization what you see is cyber have become more
important, IT risk has become more important because we are more and more evolving into IT
companies. What he also sees as compliance risks are more important, GDPR for instance is one
good example, anti-money laundering risks for instance, because if you serve your customer in a
branch, so if one of our customers would be involved in illegal activities and so like tax evasion,
stuff like that, we as a bank have the obligation to inform authorities, so we need to go to authorities
and say we think that this customer of ours is doing things which are not okay. And if we do not do
that, if there would be one of our customers who is involved in illegal activities, and if we would
not notify authorities and authorities sketched that customer, then we get fines, even if we were
really not aware of that. So, the regulation in that is very strict but of course you can imagine if you
are in the old days, as a customer you always went to the branch and the person in branch will know
you and will more easily see whether your activities are legal or illegal. Whereas if you are dealing
with your bank in a digital way. These are things that are becoming more difficult to really know.
A lot of our new customers, we have never seen them, so they just register online they become a
customer online, no human interface. So, it is more difficult to know whether the activities of these
people are legitimate or not. These are, | would say new risks that are coming also because
regulation is putting more and more emphasis on non-financial risks so they are now, or the past
few years, they are thinking about if banks would be subject to big cyber-attack that would be
painful for the financial system that would maybe result in risks for financial stability. So, the
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regulator has come up with all kinds of new regulations requirements on banks to make sure that
they are as strong as possible in terms of their cybersecurity, but also in terms of IT, for instance,
so there are a lot of new regulations coming on and expectations from the regulators. These are all
things that result in a switch from financial risks to non-financial risk also because after the financial
crisis of 2008 focus was really on financial risks, also with regulation and then, banks had to build
capital buffers etc so they are much stronger now, the focus is now shifting from, I would say
financial resilience of financial institutions, towards their operational resilience, what can go wrong
in the daily operations.

Alexia Butaye: Sir, you already answer on my next question which was to know if non-financial
crisis are more taken into consideration after the 11 September attacks or the 2008 financial crisis.

The interviewee: | am not saying that financial risks are not important anymore, especially with the
COVID crisis. They have come, and credit risks mainly, that has come back. So, all banks are now,
I would say that, for now credit losses are still very low and that is of course because of all support
measures that have been imposed by the governments. So basically, if you have run a company, say
you have the restaurant, we know that probably a lot of them are in trouble, but we are not sure yet
because they did not need to pay back their credit so for year or so, at least all of them. So, the next
few months will show you what kind of condition, a lot of our customers are, in whether they have
really issues, whether their business will recover when economies is opening again. So, we have to
see what happens with the credit portfolio. Credit risk is clearly because of COVID high on the
agenda, it was much lower in the agenda before COVID. Again, banks have built very solid capital
and liquidity buffers, they have very much improved their risk management or financial risk, etc.
So that risk has been declining with operational risk and non-financial risks are going up. With
COVID, we see a little bit of a comeback of credit risk, and at first stages of the COVID crisis and
so bit over a year ago. Also bit of concerns about liquidity risk for instance, banks will have
sufficient liquidity, but that has basically gone. So, I think, and especially covid has also pushed
digitalization so the world, really a lot of our customers, digital as a client so they did not come to
the branches anymore and they did everything online or by the mobile app, etc. But due to the
COVID, still a lot of our customers have become digital, as people in general. They started to buy
things online, and those people who were not yet on that train, they now do that so also for finance,
they are basically doing everything online. So that means that this push towards non-financial risks
so we only increased.

Alexia Butaye: And regarding cyber risk, climate, IT risks. Do you find that there is still enough
regulation regarding that kind of risks or not yet, and you adopt your own structure to mitigate it?

The interviewee: Regulation is for these non-financial risks, in general, it is not as mature as for the
financial risks for state credit risk again, that's a well-known risk. This has always been a core
business of banks and so there is a lot of regulation in place for credit risk. And that regulation is
already in place for a very long time. Although from time to time, new things are coming to the
market, so there is new pieces of regulation also for credit risk, but I would say, in general, that is
relatively stable again there are changes on a continuous basis but the core of credit risk is not really
changing, that is a well-known risk. For non-financial risks, this has come on the radar of regulators,
later on | would say probably only over to, let's say, the past five years that they really started to
think about it, maybe before they mentioned IT risk but that was maybe one sentence in a bigger
framework about operational risk or whatever, but it is clear that they are now working on that, that
they are imposing new standards so at the European level, new regulations that is coming, only by
2025 or something like that but they are thinking about it, it is called Dora, short for ‘Digital
Operational Resilience Act’, something like that, so itis D O R A, look it up on the internet. I think
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it is ‘Digital, Operational Resilience Act’ or something like that, and it's really about imposing EU
requirements with regard to, especially cyber risk, and IT risk may be more broadly. So these are
things where already have some regulation but regulators are also gaining experience in themselves
with that kind of risk. If you look at climate risk, that is something where there has been a very big
push, I would say especially over the last six to twelve months with a lot of new regulation or
expectations for instance from the ECB, coming to the markets, both in terms of management of
climate risk in general, but also in terms of disclosure for instance of climate risk so we as financial
institutions increasingly need to report to the market, on our stance towards climate risks, on our
exposure towards climate risks, so there is a lot of new regulation that has been disclosed over the
past, again, six to twelve months with a lot of requirements that will hit us over the next couple of
years that will have a very big impact. And what regulators have already told is that kind of
regulation will change on a continuous basis because they experiment, because they do not really
know what climate risk is all about. And so, for instance and think about what a green economic
sector is, or what is a green technology, there is a lot of debate about that such as the use of nuclear
energy: is that green or is that not green, and so a lot of conflicting of opinions out there. It is a bit
too similar for regulation, so they are not really exactly sure how it should look like so they did
something and implemented, but we can change, day by day, so to speak, and so we combine
updates. So, that is something that is alive much more than | would say for financial risks where, at
least the context is much more stable, which of course some of the rules are changing from time to
time but that is more stable. But for these no financial risks, that is still in evolution. And of course,
we are not waiting for regulation before mitigating the risks and so when we see some risks, we
think about “what should we do about it”. So, for instance, for cyber risk, we are very mature, |
would say, in terms of our mitigation, because as | said earlier, we as [name of the bank] such as
any other financial institution and probably also normal corporates, around the world. We are all
subject to tax on a continuous basis, losses until now are very limited. It is also the time these
hackers are not successful. That shows that we have good mitigation in place, but we are on a
continuous basis strengthened, that we need to strengthen it because these attackers are getting more
inventive every day so before if you received a phishing mail was quite easy because it was a mail,
full of spelling mistakes from some kind of Nigerian prince or whatever, you needed to be stupid
to get trapped. But these days phishing attacks are much more inventive and much more difficult to
detect. But even then, we are quite successful and so the mitigation is up to now, are quite good but
we need to come to the strength.

Alexia Butaye: | suppose that, when you told me about new regulation from the previous month
about climate risks, you told me also about the report from the climate-related financial risks. | read
it and, indeed, with new agreements in the worldwide but also at the European level. But now, back
to the meeting where you discuss risk. about stress testing or scenario, can you tell me more about
who are the people involved in this meeting, and if there is a facilitator?

The interviewee: So we have not really dedicated meeting to, | would say identified those risks, so
what we have is a couple of processes as | explained to the beginning of this meeting, to identify
risks so the one is what we what we call ‘the risk signal process’ and these risks signals are then
reported in ‘the integrated risk report’ to the board of directors eight times a year for that process.
What we have is contacts, throughout the company, with all our countries for instance in the
different domains where we have regular goals, for instance with the chief risk officers of the
countries with different countries where we are active, and one fixed point on the agenda for that
meeting is about risks, where the local chief risk officer explains to us what his main concerns at
that point in time are. And then we decide “ is that something that should be escalated further over
to the executive committee of [name of the bank] group”, because we have a similar process that
exists at a local level. So, we have an integrated risk report for the group but we also an integrated
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risk report for instance for Czech Republic or for Belgium, or for Bulgaria, so they have their own
reporting at that level, and the most relevant signals in Czech Republic for instance, can make it to
the group. Of course, something that is maybe very important for Czech Republic, might not as
important if you look at it from the perspective of [name of the bank] group. But the most relevant
signals are reported locally, are also for the level of the group. We have this network with the local
risk functions, local chief risk officers but also local risk people that are involved there, we have
contacts for instance with the chief economist of [name of the bank] group where we participate in
the meetings of the chief economist to see what kind of economic risks does he sees and if there is
anything that is relevant for us from a risk perspective and to report to exco, or to the board of
directors. So that' is, | would say, our day to day risk identification process. What we do is we gather
all these signals, and within our departments, we discuss which of those signals and we think if
there are relevant to be reported in the integrated risk report. And what we try to do is, approach
specific risk or topic from all angles, it might be single about credit risk, but we might maybe add
an operational risk angle to it. We really want to bring, | would say a holistic view on the specific
risk and that is why we decided at the level of our department “what do we want to bring to our
exco and in the board.” And then we create a report, and that report is discussed with our senior
general manager of group risk, and also to the chief risk officer of [name of the bank] group, so it
might be that, they still have some other risks. Coming from meetings that they attend, or that they
say “I do not think that risk is so important to be brought right now to the exco” and then at the
exco, of course, we go through the risks and they discuss. First of all, they take note of the risks that
we signal. And secondly, if they think that actions is required, they would decide on that.

Alexia Butaye: And how many times per year do you have this meeting with chief risk officers from
the different countries of [name of the bank] group?

The interviewee: That is from the countries we do that every month. That is a meeting that we have
with all the country that CROs, the chief risk officers of different countries, it is a meeting, that also
includes other topics, but one of the agenda points is indeed risk identification. And then, we build
that into a report, eight times a year toward our management.

Alexia Butaye: Okay. And regarding the information that you have at the group level. Do you share
this information with each country and with the bottom part of the group?

The interviewee: So indeed, the flow is, first bottom-up, we gather signals from all around the group
and we consolidate them in our departments. The report goes to the group executive committee and
the group board of directors. And then afterwards, the group CRO shares that report with selected
number of people across the group and these include for instance a local risk functions, but also
other relevant people throughout [name of the bank]. So, after that report has been discussed on the
board so the group's chief risk officer shares it with the sample relevant stakeholders within [name
of the bank].

Alexia Butaye: Do you have an intranet or do you have a virtual meeting or presentation meeting
for that.

The interviewee: No. In terms of discussion at the exco, that is a physical meeting. But normally, it
is a physical meeting but with Corona, it depends a little bit, normally the exco and the board
meetings are physical meetings. And then afterwards, the CRO sends an email around to the relevant
stakeholders of [name of the bank] with the reporting attachment, and a short message highlight the
main risks in reports.

Alexia Butaye: And how do you collect input or information from risks that you face, do you take
part of industry meeting, do you read newspaper, how do you collect this input?
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The interviewee: We try to be as broad as possible and so what we do is having internal discussions,
including with all the countries with other departments like the group chief economist, etc. We also
read internal reports, other internal reports for instance, what we have next to this integrated risk
report, we also have for instance a credit risk report etc. So we read these reports to see whether
there's relevance items to be included in the integrated risk report, and we also read press, it can be
newspapers but can also be more specialized financial new services, it can be anything, we really
try to be as broad as possible. But again, that is for the, | would say, the day-today risk identification
and reporting. We also have this annual process, ‘the risk scan’, what happens there is that we ask
every country to think about their top risks. And again, at the level of the group, there is
approximately ten risks, it can be eight, it can be twelve, it depend a little bit, but let’s say around
ten top risks. We first ask every country to come up with their own risks, and to discuss these at
their local, in Czech Republic, in Bulgaria, Hungary, etc, Belgium, they need to go to their local
executive committee to present their view on what they think, for them for their country, are the top
ten risks. And they sent a result of that to the group, so we consolidate from the different countries.
We also have interviews here at the level of the group with other group departments, we talk with
the legal department, we talk with the treasury department, we talk with finance, with
communications departments, etc, with the chief economist, and we also look at what other service,
international service are saying, that get called from consultants for instance, which present a list of
top risks. Can come from for instance ECB, that have their own risk maps, etc so we have both the
bottom up and coming from the countries we talk with people here at group to see what they see as
risks, we like to look to the outside world. And based on all those information, we come to some
kind of consolidation, where | would call it a long list of top risks. And that, we bring to our
executive committee and to our board of directors, where we say okay, based on our exercise we
have talked with a lot of people, and this is what we think are the major risks for [name of the bank].
And then the exco decides on that, they will say “Yes, agreed, or no, these two, we think that is not
that important, because we have good mitigation in place, whereas you forgot about another risks”,
or they might define or change the definition of risk, where we say, cyber risk to give the example,
they might say, “well, what we are particularly worried about is for instance cyber risk that doesn’t
impact [name of the bank] directly but by third-party, for example Microsoft because we use a lot
of applications of Microsoft. Suppose Microsoft is under attack, it gets attacker that can get access
to [name of the bank] via Microsoft basically, so, they might say “in term of cyber risk, we are not
that worried because we have good mitigation in place but we are more worried about cyber risk
entry [name of the bank] via a third party.” They can do all these kinds of things, but they then go
up with a list of top risks for [name of the bank], for instance, that [name of the bank] faced. And
what happens next is that, in the context of our annual financial planning, every year we make a
plan for the next few years, a financial plan, looking at our p&l, capital liquidity, our strategy, etc.
So we do that exercise every year with a horizon of three years and in the context of that exercise,
the countries are asked to reflect on those top risks because they might have at least, a list of ten
risks, they might have come with five or seven and three are not or they might say “we did not think
about this one because not enough important”, but countries has to reflect on those risks and provide
statement to the group whether or not they think that the risks is sufficiently mitigating in their
entity. And if not, whether the plan take additional mitigation. For example, cyber risks, let’s say
“indeed it is a big risks but, we will invest in our cyber defence and the cost of that is include in our
financial plan, that is not a big concern for that entity because we are okay, it is a big risks, but we
have the mitigation in place.” Or indeed, it is a big risk and we should invest in additional cyber
defence but our plan doesn’t take it into account because we need to save cost for instance and we
decided not to invest in those cyber-defence and to take the risks. So that is what countries are
supposed to do, they need to reflect on the list of the top risks from the group and need to say, we
have well mitigated risk A, risk B we are concerned and additional action is needed, and at the end,
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when the financial plan is approved, part of the approval is the role of the executive committee and
of the local executive committee on the top risks. So, are we fine, it is a big risk but mitigation are
in place to manage it as good as we can. Because for cyber risks you can never rol out when they
will be an attack, but we did everything we can to manage that risk or no, we need to do more here.
It is a one-year exercise, but it is a big exercise because we start from bottom-up level of the group
and then, you ask everyone on the group if we are confident in that risks, should we do more or not.

Alexia Butaye: You told me about external consultants for collecting inputs, do you also ask them
for any part of the risk identification, assessment, mitigation, or monitoring?

The interviewee: No.

Alexia Butaye: Regarding information shared to the board and the different countries, who is
responsible for sharing these information?

The interviewee: We are in the lead, the risk function, we as an enterprise risk management
department, we are sure that the document hand up at the exco members and after there are send to
the board of directors. And then, the main messages, if information need to be shared in the
company, it is either done by the chief risk officer, which is me that share the integrated risk report
for instance, but it might also be through the exco because on our group risk committee, each of our
countries is represented there, so we have one of the exco member which is the CEO of the Belgium
business unit, for instance another one is the CEO of the Czech business unit and a third one who
is the CEO of what we called the business unit of the international market, that is Slovakia, Bulgaria,
Hungaria and other small countries for [name of the bank]. What are decided on the exco, in term
of what are the main concerns, this can be also communicate directly by the CEOs that are siting to
the exco, to their countries.

Alexia Butaye: Regarding the different steps for identify, assess, mitigate, and monitor these risks,
do you have clear planning or delay?

The interviewee: Yes, for the integrated risk report, we have indeed, eight fix reporting time per
year, so we work toward these dates and again if there is something urgent, we can always go with
an adhoc memo to the exco and board of directors. Not everything, in term of new risks, is report
via this integrated risk report but again via separate memo. But we have this fully integrated risk
report, we have fix process, eight times a year, on dedicated board meetings. For this risk scan
exercise, we also have a fix agenda, we do the exercise in the second-third quarter of the year, |
would say, because we want to be ready before the financial planning starts and our financial
planning start says in September, between September and December; So for these months, we do
the financial planning for the next three years and to put inputs on that planning, we need a list of
top risks that the entities are trying to mitigating or not. What we do is these risks scan exercise, we
go to the executive committee and to the board in July-early August, the typical moment of the year
when we go to this bodies and then we go a second time with the risk scan in December when our
financial planning is finalising. So, the decision about the financial plan for the next three years is
not only about financial plan numbers, like p&I for the next three years, but it is also about what
are the top risks and if there are sufficiently mitigated, this decision is also taken in December. And
for the other exercise that I mention, NAPP (cfr: New and Active Product Process), this is something
happen on a continuous basis. We have for each country and different domains, we have different
NAPP meetings where the decisions on these new products and services involved, are taken and
twice a year, we make a summarizing memo which is going to the exco and the board and these
days are also fix. So we have fix reporting dates to the governance bodies and next to that, we have
adhoc reporting can also be result of a deep dive, we as a risk function, for instance, decide to look
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on a certain portfolios let’s say, commercial real estate, so that is about, for instance, shops and you
could ask yourself if everything, in term of online shopping, are we still confident in that big
shopping are still profitable and can we have issues there. So, we do deep dive and report on that to
the governance body but it is something more on an adhoc basis that we report on that.

Alexia Butaye: And what is the link that you can made between the risks that the company face,
and the company’ objectives and strategy.

The interviewee: That is a very important link and that is also one of the reasons why, as we
discussed earlier, there is a switch from financial risks to non-financial risks, because you may know
that [name of the bank] is a little bit of a front runner in terms of digital strategy so we score very
high in international rankings in terms of how well we are in terms of digital offerings to our
customers mobile banking and stuff like that. So, we are already doing that for quite a long time,
we started very early and we are moving very forward, very fast. And then of course if your main
channel, to interact with your customers, is increasingly the online or mobile channel, then of course
you will be more exposed to these non-financial risks, as opposed to maybe some competitors who
are maybe a little bit slower in implementing those digital strategies so they might still interact more
with the customers via the branches for instance. So what we are constantly doing, as a risk function
is, indeed, to start from the strategy of [name of the bank], that is the starting point and based on
the strategy, we look for, on the one hand, what are the risks that are involved, given that strategy,
but also what kind of risk management should be put in place, and what kind of priorities should be
put forward, also in terms of staff number, so it is clear that number of staff that is working in non-
financial risk departments now compared to, say, five years ago. There are a lot more people now
working for those non-financial risks for instance. So, the strategy of the group is an important
starting point for us in terms of setting priorities as a risk function.

Alexia Butaye: Sir, | see the time. And | don't want to take too much of your time but can I ask you
two little question, if you agree. | would like to know, when you monitor risk, do you use some
indicators?

The interviewee: Indeed, for all types of risks, for financial risks types especially, but increasing as
well for the non-financial risk types, so where we look at indicators that monitor whether that's
called we are within the risk appetite, so we would for all risk types, we express a certain risk
appetite. So, that is basically the question, how much risk do we want to face, take credit risk, the
moment | give a loan to you, | take a risk because it is not sure that you will pay back, so I will look
at your credit score, | will try to make an estimation or an assessment on how likely it is that you
will pay back but there is always a risk, even very good customers very healthy today if we give a
loan on five or 10 years, it might be that after a couple of years they run into trouble. So, as a
financial institution you always take risk, that if you do not want to take risk, you just close down
your company and then you have no risk but if you want to do business, you take risks, but maybe
sometimes you want to take a little bit more risks. And sometimes, you want to keep it as limited
as possible. And what we do is we, for each risk type, we define a certain risk appetite, and we say,
it is a bit higher, or is it a bit lower. And then we translate that into indicators, where we say “this
is an acceptable level of risk that we take.” For instance, interest rate sensitivity so as bank said we
are sensitive to interest rate developments, if interest rates rise or fall, that has an impact on our
p&l. We have an indicator for the interest rate sensitivity and we have put a certain threshold on
that the limiter. We say, it cannot be bigger than x or y and because otherwise, we think we are
taking too much risk. So, we have such indicators for financial risk but also for the non-financial
risks, and then we monitor those at different levels, including as well in that integrated risk report
as an health check, where we put all the risk types, which we monitor them on a monthly or quarterly
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basis to see “are we still okay, are we not taking too much risks.” If there is limits that is breached,
we go beyond, we take too much risks, according to what we agreed upon upfront, then decision
needs to be taken so then if it is a big limit, things that we report in the integrated risks report. It is
the executive committee or even the board of directors. They need to take the decision on that limit
feature so they can say “we do not accept it, the exposure needs to be brought down so we need to
lower the risk profile”, or they can say “okay we temporarily accepted, or they maybe even increase
the limit because we are so comfortable with a little bit more risks. “So, risks are translated into
indicators and these indicators are monitored on different levels.

Alexia Butaye: Do you use the same KRI for the group level as for each country?

The interviewee: To a large extent, yes. So, for most of our risk indicators, take the interest rate
sensitivity for instance, the example that | gave you a minute ago. So, we have limits for that at the
level of [name of the bank] group as a whole. We have a limit on it on [name of the bank] bank as
a whole, including all the local subsidiaries, we have the limits at the level of the insurance
company, including local subsidiaries, and then we have a limit for instance for the bank in the
Czech Republic, and other limits for the insurance company and Czech Republic. So we have for
almost all our group indicators, we have translated them into local indicators as well so that if all
entities are okay that at the level of the group also okay. Entities can add additional indicators locally
so if they say “we think this is relatively important for us so we will also want to monitor that
indicator”, they are free to do so, so they can add, but the minimum list is imposed on them by the
group including the limits so that the group says, Czech bank you can take so much interest rate
risk, for instance.

Alexia Butaye: And do you sometime use public database?

The interviewee: No, in terms of monitoring versus limits, we do it internally, what we do, add to
that, as much as we can, is adding a peer comparison. So, at [name of the bank] we have a peer
benchmarking team so that is a small team, a couple of people who are looking at all our financial
institutions. Many from a financial perspective to see how they are doing. For instance, this interest
rates sensitivity is for example, we would define the limit on it for [name of the bank] group and
for all our countries and entities. But we might also look outside [name of the bank] to other
companies to see okay how much interest rate risks are they typically taking, for instance, where
we are, do we take more, do we take less and that can be an approach that we say, we do not want
to take more risks than the average of our peers for instance, or we want to be at the low end, or we
are prepared to take a little bit more risk so that is the external benchmarking is really what its name
is saying, it is comparing the [name of the bank] situation with what we see in the market to
challenge a little bit decisions.

Alexia Butaye: When you do the exercise to consider risk, at the group level, do you make a
distinction between the banking activity and insurance activity, or is it consider all together?

The interviewee: Normally we consider them together. We are bank and insurance so, by definition
do not really make a distinction between bank and insurance entities, if that is not needed, of course,
some risks are relevant for an insurance entity, and not for a bank or vice versa if you talk about
insurance risk for instance, that's something for the insurance company is not something for the
bank entity because we are not having the insurance risks, these are on the books of the insurance
company. But | would say in general, we always look at the integrative point of view, might be that
we do a translation towards the bank or insurance entity. So, as | mentioned earlier, we would have
a certain limit or an indicator for a local bank for the check bank for instance, and an older limit on
that same indicator for the Czech insurance company for instance. So, we translate the risk appetite

Interview — Bank C



36.

of the group towards the entities, every entity bank or insurance gets its own limit, but the approach
and that's similar for risk management in general in [name of the bank] so we do not distinguish
between bank and issuance, we start from there is a risk of whether it is a risk for the bank or insurer
does not really matter, we need to make sure that it is mitigated.

Alexia Butaye: So also, on your report, you put everything on a single matrix?

The interviewee: Yes. The integrated risk reports, for instance, bank and insurance, covers the group
as a whole. Also, the risk scan exercise is annual, and the exercise of top risks is a group exercise
so we look at it from a group perspective.

Alexia Butaye: Regarding input that you collect, you told me about internal report. But what is these
internal reports, is it for each country? and what is the information that is on these reports, please?

The interviewee: It is at two levels. First of all, on country level, so every country has its own
integrated risk report, we get that at the level of the group so we can look into it, and use that as a
starting point for further discussions with the countries, to see whether some of these risks are
indeed worldwide to report at the management level at the group. Next to that we have also risk
type specific reports for instance, a credit risk report or an insurance report, etc. These reports are
discussed here at group in dedicated committees. And so, we have also access to these reports and
again, if we see something which has worked well, we will pick that up and report to the group exco
and the board of directors.

Alexia Butaye: Thank you sir. To conclude, according to you, emerging risks are risks that we know
right? And it is the reason why they are not taken with a silo approach, but they are taken with an
holistic approach with other risks?

The interviewee: | think the bottom line is that, at least for now, we do not see an added value in
labelling risks as emerging or as | am not sure what the other categories is, I am not sure how it is
called in literature, maybe the existing risks or known risks and emerging is that something new
but, again, | am quite sure that a lot of institutions that are using the term emerging risk would say
climate risk is an emerging risk, but, again, for us it is already on the radar for three or four years
so how much emerging is that still. We do not really see the added value in saying “okay this is an
emerging risk and we will have separately report for those emerging risks” because people will say,
“but what about credit risk”, because as a bank that is one of our biggest risks because a big chunk
of what we do is providing loans to our customers. If you then make a report and say “these are
emerging risk”, people will say “but why not credit risks, for instance, now credit risk with COVID
is high on the agenda, why don't I see it here”. Yes, but that is because it is not in line with the
definition of emerging risks. For us, that has no added value but again | am interested to read your
thesis, because maybe we are wrong, and maybe we should start thinking about using the term
emerging risks.

Alexia Butaye: It is a big challenge that | faced on my thesis because, indeed, what is an emerging
risks, some says it is something we know, other say that we should know and there are so many
different categorisations and that is why | want to understand, for each banks, your definition, your
categorisation, and what framework you use, some tell me that there is a lack of regulation, other
not, and again it depend from one bank to another.

The interviewee: Risk is, in general, is relatively complex area. If you want to communicate on risks
towards your exco or your boards, a big challenge is always to make sure that people understand
you. And because it is very complex, it is often mathematical models involve, etc. And there are a
lot of risks, they pay attention that you can get from the exco and board of directors is of course
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limits so they cannot on a daily basis, go through all your risk reports so you should be as simple
and transparent as possible, try to be concise, because there is so much to tell. Take climate risk, if
you want to give a message about that to your exco and the board. Well, there are two ways to do
that, you can either write a report of three hundred pages, but you should be realistic, they will not
be able to read it there because they are not only there to decide on risks, but also to run a company,
their time is limited. So 300 pages report, that is not going to work. So, you need to be as concise
as possible and as simple as possible. And if you then start to introduce notions such as emerging
risk, well, I can guarantee you the first question they will ask you every time again is, please remind
me what is an emerging risk. And then you will have a discussion of half an hour. And at the end
of the half an hour, people are still debating because, “for me it is slightly different” etc. And then
your time is up, you cannot discuss risk in itself, and so is cyber risk an emerging risk or not, I don't
care as long as they take a good decision on it, that they understand the risk that they take the
mitigation that is necessary, etc, whether it is emerging or not, | don't care. At that level, they even
do not care whether risk is a credit risk or an anti-money laundering risk, for them it is just a risk,
labelling something as credit risk or anti-money laundering risk, well that is typically what we do
in risk and to make it a little bit understandable and to be able to say okay we have a department
there. They are responsible for credit risk and another department is responsible for the AML risk
(cfr. anti-money laundering risk) so we need to define what credits risk and AML risks is, so that
we get splits and the tasks and to do one and the other departments. But for our exco they do not
care whether it's labelled credit risk or AML risk, they are just concerned about people not paying
back their loans for instance, and how we label it to credit risks. Okay fine I don't care, that is what
they will see. So, that is important, that is that discussion, we have with your top management that
you need to be aware that their time is, by definition, limited, and you need to have the right
discussions and in order to have those, you need to make it as simple as possible, without
introducing complexity that does not really add.

Alexia Butaye: And when people ask you what is an emerging risk, what is your definition?

The interviewee: | would say that | don't know. | can have a long discussion but then as soon as
people will start asking questions, I will see. | think emerging risk is probably something which is
a little bit newer, which probably is not going to materialize tomorrow but which we will see
increasingly, and then maybe the good example is climate risk, which, of course, in the longer term,
it might have very big impact on financial institutions. But are we going to face losses tomorrow
because of climate risk, probably not, or not a lot. So if you would say, my time horizon is the next
year, climate risk is probably not that important from a loss perspective, the impact it will have on
our p&I will be probably not important. But of course, if you take the longer term horizon then it
has the potential to become very important. And therefore, you could label it an emerging risk. So
little to no impact to make short term, potentially big impact in the longer term so that maybe could
be a definition of an emerging risk but again, | find it a little bit strange to talk about climate risks
as emerging risks because we are very much aware of it we are taking already a lot of action for a
number of years now. And then the question is, let's agree to emerging risks, when do we take it off
the risk of the list of emerging risks when it's no longer in emerging risk. I'm not sure because if
you take it off of the list. Probably maybe gives a signal, on top of it we really know the risks it is
fully mitigated so it is just business as usual.

Alexia Butaye Some scholars say “at the moment when the risk is materialized, it is no more
considered as emerging risk”. But again, there is the discussion about climate risk, yes indeed, it is
already materialized, but we continue to consider it as an emerging risk.
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The interviewee: Yes, because the big impact is still to come but we still see very small impacts,
maybe if it is very dry, for instance, like last summer say it doesn't rain a lot. Well, some of our
companies are eating freezes because the water level of some of the canals that these companies
used to get their resources, boats can no longer use the canals because the water levels are too low,
it is an impact of climate change, it has materialized, but not really because the big impact are only
for maybe 5,10, 20 years. They all take your example cyber risk, as it materialise yes definitely it
materializes almost on a daily basis, | would say, but luckily very small and we are able to mitigate
most of the attacks, so the losses are very limited. And will we ever have a big loss in terms of cyber
risk, maybe, maybe not. So, will we then say let's suppose in one year time, there will be a very big
attack on anti-money laundering risk, very successful, and we have a lot of losses, so the risk has
materialized. Will you then say “okay, now we can go off the list of emerging risks”, I don't think
so, because | would expect that at that point in time, the focus towards managing cyber risks will
exponentially increase, we will do anything we can to further strengthen our defences because
apparently It was old enough that because we were subject to this very big attack. So, what is then
the value of that definition say it can go off the list of emerging risks as soon as it has materialized.
For me these are all discussions which are very philosophical, may be interesting in an academic
context, but if you are working in a business reality, well it does not help your case | think, because
go to your exco sit, the week after you have this big cyber-attack, you would go to the exco with a
memo proposal to remove cyber risk from the list of emerging risks. They will be very angry, | can
assure you, because they will say “what are you saying you're this should be top of mind for us now.
Now, taking it off the list, as if it's no longer important or we're fully on top of it or whatever. What
does it mean taking it over this” so it does not help any discussion at all.

Alexia Butaye: But, according to you, emerging risks are more like a threat than an opportunity, for
your bank?

The interviewee: In a lot of things, there is also the opportunity side. Take climate change, there
are a lot of risks involved but also a lot of opportunities, because we could start offering, for instance
in our asset management business, or we could start developing green funds for instance, or in the
loans we could develop green loans or whatever so we could help our customers make the transition
from polluting to green business model, we could enter into discussion with them and they could
see us as, [ would say, even a consultant to help them think about “how can we make sure the way
which we produce, it gets greener every year so that we remain sustainable also if more strict
regulation comes into force”, etc. So, clear opportunities there. Take cyber risk, we could, and that
is what we are doing already, offers cyber risk insurance policies to our customers. For a lot of
things that are happening, there are risks that are often also opportunities and that is also something
that we are looking at. But that is the mainly, | would say, our strategy departments. What they do
is they look at trends that they see outside world, and they try to think about opportunities, or |
would say strategic risks they might say okay what we see is a couple of years ago, that we see more
and more players in the financial area that are providing customers with online banking apps and
they could have five years ago they could have spotted that trends and they might say “okay, this is
an opportunity here because we can also do that and attract new customers, but they could also say
if we do not do it. We are running a strategic risk because we might end up with only branches,
whereas people outside would like to interact with the mobile app for instance. So, we are always
looking at opportunities and risks.

Alexia Butaye: And is it still a difficult exercise for you to identify or mitigate these risks?

The interviewee: Yes, it is indeed not that straightforward to think about new risks, because indeed
a cyber risk is on the agenda for a couple of years, climate risk is on the agenda, etc. But we try to
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think about it, and I think every year we come up with a couple of newer things and sometimes it
takes a little bit of time before the exco says, “You're right, we should look at this or that, we identify
something in the two years later it proves to be not important, that's also possible”. But indeed, the
big challenges is about thinking what the impact of things could be okay we see that you need to
read something in the newspaper. And then you need to think about “what could that be for [name
of the bank] because you're saying there are more cyber attacks. Okay, nice to know but you need
to translate or to [name of the bank]. So could it happen to us, where could it happen, could it have
other consequences”, etc. Take climates risk, so there is a requirement by National Bank of Belgium,
that we should collect EPC, I am not sure whether you know ‘values for homes’. So that is the
certificate about whether house is environmentally well equipped or not. For instance, if you have
only the windows, if you have just one window or two and that is the difference in terms of stealing
etc. So that is a call to EPC, 1 am not sure what it stands for its environmental, if you look it up on
the on the internet you will find it. So, we need to start collecting those new regulation requirements
from the National Bank of Belgium. But one thing is about how are we going to do that, but the
other thing is that thinking about “okay but if this is going to be a common practice that if you sell
your home, you need to have that certificate, what does it mean for our credit risk for instance”,
because if we give a loan to somebody who has a very old house, the score on that certificate will
be very low and so he might not be able to sell his house, etc. So, you need, for everything you see,
you need to think about “what does it mean for /name of the bank]”. And where can hit us, and
what can we do about it and that is the real challenge. It's not that, | would say you discover new
things or entirely new things on a daily basis if we bring this integrated risk report to exco and board
of directors you have, you will often read about climate risk in that report, because you have some
new evolutions or there may be new regulation, or we saw something happening in the outside
world. Or maybe cyber risk, that you see that there are new ways of ackers to do their activities, etc.
So really brand new things that does not happen that often it is more like a new angle or something
that already known.

Alexia Butaye: For the group level, is it our team that is responsible for looking at the newspaper
and collecting this information?

The interviewee: No, it is basically itts everybody, so it could also be somebody in a country or
somebody working in another department of [name of the bank] reading something and saying,
this is maybe interesting and they would send it to us. Or we, in our team we also, we call it scanning
the outside world, it is not that we say have dedicated role, it is just part of our job as risk managers
to look also outside but also inside it because you could, for instance, have a risk in one entity or
loss in one entity, and then you need to think “this also can happen in our other entities or in other
countries”, and then you also create risk signal out of that and say, we had a lot in that country and,
basically it can happen anywhere, and the controls are not in place so we should do something about
it. You should really have an open mind and it's not only for us, here in departments, but basically
everybody in [name of the bank], if they see something they should preferably inform us, so that
we can consolidate and decide okay what do we bring up. | will say that the role of our departments
is much more in coordinating all these processes, than being the only responsible for it. So it's not
our responsibility at [name of the bank] to be responsible for risk identification, that is certainly not
true, everybody in [name of the bank] is responsible for risk identification and hopefully they will
send a message to us, and we will package it and then report on it and coordinated process basically.
But it's an equity which a lot of people are involved in.

Alexia Butaye: And do you have an intranet, or meeting where employees, or people from other
departments can either ask questions regarding some risk, or share with you risk information that
they have?
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The interviewee: We have indeed some internal platforms where we share this kind of information;
it can be within the departments can be also across departments for instance within the risk function.
What we also have, and these are initiatives that are not set up by us, but by the business itself, it is
platforms, like a little bit like social media, I would say, where people can just post things that they
see, and other people can comment on it, but this is, | would say not really part of what we do as a
risk function. It is just people that are involved in innovation for instance that they are working on
new mobile apps, and stuff like that. So they might be in group community together and exchange
ideas, reflections observations, etc.

Alexia Butaye: It is an internal platform for the whole group?

The interviewee: It is, | would say, more community based, so it is not that every employee of [name
of the bank] will know or there is this one community, there are a lot of community per department
for instance where people have a platform to share all kinds of ideas, so it's, | would say, a bit
organic, it is not like one platform w where everyone can posted on it. That is not really the case, it
is more structured because people will also find their way. There are already a lot of internal
platform sites where people are invited to look at, to share information, so they will not really all
go to that same platform. So it is a bit organic so there are a lot of communities around [name of
the bank] and we try to catch up the main messages that we get from all those communities.

Alexia Butaye: Okay, perfect. | think that | have a global view of how you manage the risks, it is
quiet complex because there are different entities: for countries, and for the group and also the
different activity but it was very interesting. | thank you for your time.

The interviewee: Your welcome.

Alexia Butaye: And now regarding the confidentiality. | would like to know if you agree that | put
your name and or your function and the name of the company as company that help me for this
thesis or do you agree that | made a link between your name, function and the name of the company
and information that you shared with me? Because some banks refuse that information is linked to
the CRO name and function, | am not sure that | will put any name related to information shared.

The interviewee: For me it is okay if you say that “I contact this people, working there”, no issue
but indeed not say “in [name of the bank] they do in that way or that way” but just okay on this
industry “we see that but not related to /name of the bank]”.

Alexia Butaye: Okay but | can say that this company and people help me for my thesis?
The interviewee: Yes, this is okay.

Alexia Butaye: I thank you for your time and consideration for my thesis.

The interviewee: | wish you a lot of success in it.

Alexia Butaye: Thank you. Have a great day.

The interviewee: Goodbye.
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7. Interview with the Chief Risk Officer of Bank D:

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Chief Risk Officer
Date: June 8, 2021.
Place: Online, by Skype

The interviewee: Good evening.
Alexia Butaye: Good evening.

The interviewee: Hello

Alexia Butaye: Can you hear me well?
The interviewee: Yes, perfect.

Alexia Butaye: Okay, thank you for this interview. The aim of my thesis is to understand how banks
analyse emerging risks. If you agree, | will record this interview. And | propose that, at the end of
the interview, we discuss about the confidentiality based on the information that are shared.

The interviewee: Okay.

Alexia Butaye: So, | will present myself briefly, | am a student in the last year of master in Business
Management and | did an internship in risk management. And now, | do a thesis on how banks
analyse emerging risks, meaning, who are the people involved in the process to consider emerging
risks, what is an emerging risk according to you, because there are so many different definitions of
emerging risks. | also want to know what information is collected to better understand emerging
risks and how is the information shared through your bank.

The interviewee: Just a question, from which university are you?
Alexia Butaye: I study at the Louvain School of Management in Louvain-la-Neuve.
The interviewee: Okay.

Alexia Butaye: | propose that now you present yourself and tell me more about your position as a
Chief Risk Officer please.

The interviewee: perfect. | am the CRO, Chief Risk Officer of [name of the bank] bank and
insurance group, [name of the bank], saving bank, and [name of the bank] insurance company. So,
in fact if you look at the structure of our group, we have a holding structure called the ‘Bank and
Insurance Group’, and that basically has two activities, one is the bank and the other one is the
insurance company. Now, we have, let's say, an integrated executive committee, but not all board
members, our board member or executive committee members of all three entities, but that is the
case for the CEO, the CFO and the CRO. So, the reason is that for instance, risk management
department are situated at the holding levels, so at a group level, holding or group level.
[Confidential information]. First in the credit risk, in charge of credit risks then market risk, and
finally transversal risks and transversal risks were more the department that issued the policies and
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the guidelines for the whole of the group. [Confidential information]. So that is a little bit the story.
[Confidential information].

Alexia Butaye: Thank you for this presentation. 1 would like to know, do you have the impression
that the financial crisis of 2008 influence the way that banks consider emerging risks?

The interviewee: Although there is a huge shift that has taken place since then because directly after
the financial crisis, the focus was on financial risks. And so that meant, okay, is capital adequacy,
liquidity, credit risk, so those were the areas that were predominantly financial risks, where a lot of
focus was put on, and gradually what we have seen is that the non-financial risks have become first,
equally important, so | must say that we didn't have at [name of the bank], since the end of 2015, |
have a director reporting to me for financial risk but another director, reporting for non-financial
risks and that was an early move, but | am very happy that we have done that, because since then,
non-financial risks have become as important as financial risks. And if you look at emerging risks,
a lot of emerging risks are coming from more from the non-financial side. So yes, there is a gradual
evolution and more towards management of non-financial risks.

Alexia Butaye: Okay, thank you. And according to you, how do you define emerging risks, please.

The interviewee: So what we are doing, we do not call it an emerging risk but we do call it “hotspot
risks’. And yearly, we have an exercise with the executive committee, and then we go with it to the
risk committee of the board, and it is an exercise whereby we update our risk cartography because
that is the basic or the basis of our risk management framework and so we have risk types and risk
profiles. And so, we to define the risk types that have a material impact, but then we also define
within those risk categories, and we update those risks that we call ‘hotspot risks’, and why are
there hotspots because when we put on a certain axis, the importance or the potential impact. And
on the other hand, the other axis to maturity, that we are having in managing those risks, f we feel
that these risks are important or are becoming important, and on the other end, we feel our maturity
is not strong enough within the three lines of defence in order to properly manage them, or at least
to say that there are some challenges. Then, we call them hotspots risks. So that is the first exercise
that we are doing. And so we update them annually. And maybe, to give you a favour of which are
the ones for 2021, if we look at the financial risk side. We do have the number one, a new one, it is
climate risk. The second one is market risk and it is much more to do with special interest rate
environment that we are operating in. And the third one is credit risk, and that has to do with all the
COVID-19 risks that may still appear and so these are the top three hotspots on, because you will
say okay credit risk, you are mature, we should be mature in managing at least credit risk, but the
importance is quite high for our bank. And then, if you look at the non-financial risks, the top three
are: Number one, it is information security and cyber; number two, data risk, data management risk;
number three, it is fraud risk, and more specifically, the phishing risk. It means that for those type
of risks, we make more efforts in order to be in line with the strategy and the requirements from the
regulator and the supervisor. Before we do that, we get input from committees, from what we read,
from research, we get an input from what are the priorities of the supervisors and the regulators.
And last but not least, it is a discussion, and we also have to speak with the different departments
of the bank, means that the single person of context in, are dedicated to detecting risks and signalling
those risks. So, these are the inputs that we are gathering, and then we have the debate with the
executive committee and effective executive committee members, votes, and plots in the risks, and
then at the end, we come to a conclusion.

The employee shares his screen with me so that | can see the mapping of financial risks, non-
financial risks, and risks by group entities.
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The good thing about the exercise is, at the end of the day, you are plotting all your financial risks
coming from your risk cartography and | will show you that. And then you will see exactly what is
the level of our maturity, from low to high, and what is the important of the risk from low to high.
So, it is this still possible that the risk is considered as a hotspot risk, despite the fact that the current
maturity in managing the risk is quite high. So here, you see climate risk, market risk, and credit
risk as being the top three. If 1 go to the other one, the non-financial risks, you see here two risks
where the maturity in managing those risks is not yet sufficiently high and it is called cyber and
data risk management, and then the third one is what we call fraud. So, you see that the challenge
in non-financial risk appears to be higher than, for instance, in financial risk where there is a whole
area where we feel that our maturity is already strong, and despite the fact that there are some
challenges. Maybe I can show you the risk cartography. So, what we are having here is the financial
risk cartography, whereby we have eight risk types. So, we have market risk, liquidity, credit,
climate, model, business, capital and underwriting, underwriting is specifically for the insurance
company. And then if we go to the non-financial risks you see, we do have 12 risk types of which
sourcing, human resources, information security and cyber compliance, legal risk, fraud risk, data
management risk, change risk, business continuity brands and sustainability, that is a new one as
well, IT risk and process risk. So, these are the famous risk types from the risk cartography that is
updated annually, and then we are plotting, indeed, all those risks, like I showed you. And then you
get a profile whereby you say well, some of these risks and some are news one and to stand out and
it is necessary for them to have a close look at them and to focus on them during the year. | hope it
is an understandable answer.

Alexia Butaye: Yes Sir, it is very clear and thank you for sharing your screen and internal
information. So according to you, how does emerging risks fit with other categories such as
strategic, operational risks? Is it part of a specific or general process?

The interviewee: If you called an emerging risk that is for instance, within the risk cartography, we
see that the importance of the risk type. First of all, it could be a new one that we have added to risk
cartography. And then the second one is that we see that the importance is growing, and our maturity
is maybe not sufficiently high yet, because of the especially because of the fact that it is a new type.

Alexia Butaye Okay, thank you Sir. Previously, you told me about people responsible to collect
information regarding risks and that you collect input from research but is there any other way that
you collect information such as industry meeting, or from experts?

The interviewee: Yes, of course, there are a lot of consultants that presents themselves and their
services. If I look for specifically risk management, we are mainly or predominantly working with
the big four, the big four are the audit firms and important consultancy areas. So, the big four are
Deloitte, KPMG, PWC and EY, Ernst and Young, so these are the four major ones. Now, we used
to have Deloitte as independent external auditor, so then at that time they cannot provide
consultancy services. Now we have changed that and now we have KPMG, because there is a
rotation system that has become our independent auditor. If | look back on emerging risks, 1 would
say yes, from time to time, we used these services from these consulting departments in order to
implement the risk management. So if | go back two years ago for instance outsourcing risk was an
important new one. And then we use EY, Ernst & Young for our third-part in risk management, so
the rollout of our third part risk management. That went well and this is the reason why today it is
no longer part of the hotspot risks while it is still an important risk and also for instance compliance
risk was also one of the important hotspots risks two years ago. And there we also use, I think it
was also EY it a coincidence, and we use them in order to help us out with our enterprise-wide risk
assessment, on anti-money laundering. So, there we had a whole program that we did put in place
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in order to satisfy also the supervisor and so in the meantime we also see there that compliance risk
is still important, but it is not necessarily our hotspots for 2021. Each year the hotspots, may change
and the purpose is, of course, when you have a hotspots that you do take the necessary measures in
order to make sure that your maturity in managing the risk has improved, such that maybe the year
after, is let's see, no need to consider it as a hotspot.

Alexia Butaye: Okay. And according to you, what is the main reason to look emerging risks or
hotspot risks?

The interviewee: Yes, it is important and is a lot thing that we are doing, it is related to our strategy,
we call it the steering risk culture. So what | do is, on a quarterly basis | gather directors from the
different departments, and we discuss risks, and especially those risks that in case they are not
managed properly might put in danger the realization of our 2023 strategy. So, | think that was also
part of your question at certain point, is there a direct link between the strategy of the group and
risk management, and the answer is of course yes, because in our strategic objectives, we have of
course the explicit, let's say objective that that we want to be a safe banking insurance. And if we
want to grow in certain areas, that we want to have it in a control, to do it in a controlled way, in a
sustainable way, which means that it also involves the proper management of the risks. And in order
to safeguard that, we have that discussion with the directors of the, also the first line departments in
order to make sure that we do detect at an early stage, those areas where this could endanger or
putting in difficulties our 2023 strategies so that is the whole idea.

Alexia Butaye: Is it a difficult exercise to look at emerging risks?

The interviewee: No, but of course it is always a challenge to be sure that you detect them on a
timely basis. And even when you have the detected them, that you are trying to put in place the
necessary roadmaps, in order to handle those risks. And for instance, what we are now having is,
we have reinforced the first line departments on information security and risk management within
IT and so there is of course also a second line, but they are really working now on implementing a
dedicated roadmap, in order to make sure that we stay, | will not say stay ahead of the challenges,
but at least we stay on part of the market because, of course what you see with those emerging risks,
is that the standards that you need to put in place in order to control those risks every year are, let's
say, at a higher level. Also, the standards that the regulator and the supervisor are imposing are
becoming more and more challenging. For instance, one of the things that the ECB (cfr. European
Central Bank) because [name of the bank] is for its banking side is under direct supervision of
European Central Bank, why because we are considered as other systemic, systematically important
institution. So that means that direct supervision from the ECB and indeed ECB is imposing the
banks, under its supervision to tackle those emerging risks also, for instance, what they asked for
us now to do is, “okay, you do have dedicated business continuity management with business
continuity plans and we also notice that, despite the COVID-19 pandemic that all of the sudden,
everybody in the bank was able to work at home, and that all our processes and all systems on kept
on running so you did very well [name of the bank]. However, you should now, think of a scenario
whereby there would be a massive cyber-attack, whereby for weeks, your bank would not be able
to use its IT systems and how, what would you do then.” But that is not the question that they are
asking specifically throughout our bank but they are asking this to all banks, and they want all banks
to prepare and same goes for climate risk and that is another one. They have issued, in November
2020, their guide on climate risk. So, they are asked for self-assessment, they have asked for an
action plan, and now they are asking also with the proper governance and they are now announcing
that for 2022, they will do a stress tests. So, an ECB stress test dedicated with respect to climate
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risk. So, you see that also from the regulator and the supervisor, recite that they give a challenging
agenda, if a might say so.

Alexia Butaye: Yes. | would like to be back on the graph, on the matrix that you show me
previously, because | would like to know, what are the two lines that are across the matrix, please.

The interviewee:
The employee shows me his screen with the non-financial and financial risks cartographies.

Okay. So that area, what | explained was, if you have a certain maturity, quiet a certain maturity,
you can indeed tolerate, let's say a risk that is more important. But in case you do not have that
maturity, then, for instance, your risk here would appear there. Then, this area is the dangerous area
because that would mean a very important risk where your awareness or maturity in managing the
risk, your capability of managing the risk is not sufficient. So that would be this year would be the
no go zone and this one is the one where you say “okay, we could improve”. And this one is the
area where you say, well, in fact, you are safe today. And then this is the two is what we call the
hotspots risks. You are aware of this is security and cyber, this is data, and this is fraud. So, these
are the top three. This is climate, this is market and this is credit risk, you would say well credit
risk, it appears to be in the safe zone, but we received a letter from the ECB, that we should put
additional attention, but they send it to all banks and given the fact that during the COVID crisis,
maybe some risks have been masked because of the support measures, and so they want us to have,
let's say to search for significant increase of credit risk in areas that have not appeared so far, and
that is reason why we said okay we feel in terms of credit risk we are here, but according to the
ECB they want in terms of importance they want it to be in that zone, and that is the reason why we
also included credit risk, as a hotspot one, in particular, the credit risk associated with COVID-19.

Alexia Butaye: Okay, perfect. And Sir, you do horizon scanning once a year, right?
The interviewee: Yes

Alexia Butaye: And regarding for example climate risks, that is an important one, do you monitor
it more often?

The interviewee: So once these risks are considered as a risk type within our risk cartography, they
will become part of the risk appetite framework. What is the risk appetite framework, that is what
we are reporting on a quarterly basis to the risk committee of the board of directors or to the board
of directors directly and means that once you have a risk type, you will also define key risk
indicators, limits. You will start tracking and monitoring the risk profile. So, for instance, climate
risk is still a challenging situation, because it is a new one. But for market risk, we do have all
indicators in place in order to measure those risks from an income stability point of view or from a
value stability point of view. So, these are known parameters also for credit risk that is the case. For
climate risk, we are in the process of refining and defining the indicators that we want to follow up,
that is part also for the action plan. But again, to answer your question, we are reporting on a
quarterly basis on all our risk types, through the risk appetite framework, that is going to the board
of directors.

Alexia Butaye: Okay. And regarding the identification and the monitoring exercises. Who are the
people involved to do it and after that, to share the information to the board please?

The interviewee: That is a good one. Here, in this case, the initiative for the hotspots, and also of
course the reporting of the risks to the board, it is the second line department so the second line of
defence. So that is the risk management, financial risk non-financial risk, and also the compliance
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department. So these are the three departments that are reporting to me as chief risk officer, and of
course the chief risk officer is in charge of our second line of defence, so | am not part of the front
office, I am not part of the first line, there is a third line, I think you are aware of that. That is internal
audit, and the internal audit is currently reporting to the CEO, the Chief Executive Officer, but also
internal audit as a direct line to the chair of the audit committee, of course. But this is the way we
are organized, a lot of banks and insurance companies are organized like that, it is called the three
lines of defence, and it is the second line that has a certain task and role to do so. If you look at
integrated risk management or enterprise-wide risk management, there are two big blocks. So, the
first block is setting the risk framework, and that is indeed the role of the risk management function
to propose that to the board of directors because it is ultimately the board of directors, that is, indeed,
approving the risk management framework. And then once you have that risk management
framework in place so such like risk appetite framework, you have to start managing your risks,
and the management of the of the risks is an exercise that is done not only by the second line but it
is starts with the first line, that needs to identify its risks, to measure it, to monitor, to mitigate and
finally report, and the second line of course as challenging and controlling role to make sure that
that risks are properly managed. But you see maybe the difference. | will see whether I can find the
slides for you on that, that would be also helpful. But anyway, given the fact that darts are so popular
today. So, it starts with the risk of cartography, then we define risk appetite statement, then you
have the risk appetite framework that I mentioned to you. Once you have the risk appetite
framework you cascade, these highest limits to more operational limits, and then you start with the
managing of the risks, and that is identifying, assessing, monitoring, responding, mitigating and
finally reporting so that is in fact the whole cycle of managing the risk framework and running the
risk management cycle. So that is indeed the core of the risk management function, and you do have
the first line, you have the second line, you have the third line, and then you have that risk culture,
and that is the one | talked to you about the fact that we want to make sure that within the
organization. There is a risk awareness and culture, especially first line, because the second line of
defence as the role of providing assurance to a lot of stakeholders that the risks are under control,
but we alone, we cannot do that. So, we need the help of the first line and that means that the first
line needs to have a certain awareness with respect to risk. Okay?

Alexia Butaye: Okay, perfect.
Back to the graph that the employee shows me.
Alexia Butaye: I also read ICAPP and ILAAP. It is during the stress testing | suppose.

The interviewee: Yes, indeed. These are also activities that are predominantly done by the second
line, business plan is more the first line, but what we need to do is to incorporate in each of those
risks, also in a business plan in, an ICAAP exercise, and make sure that we do are capitalized them
proper properly, and that we do take them into account, and stress testing is for instance also a way
in order to create some awareness that risk that maybe today is not so s important, could become
very important.

Alexia Butaye: And what does ORSA and SREP mean please?

The interviewee: In the insurance sector, ICAAP is called ORSA that is ‘Own Risks and Solvency
Assessment’. It is the same things as ICAAP, the only thing is that the insurance world called it
ORSA but it is ICAAP for the insurance world.

Alexia Butaye: And SREP, is also for the insurance sector.
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The interviewee: No, it is from the ECB, and annually we receive a nice letter, a bulletin, let's call
it like that, from the ECB, and it is called ‘the Supervisory Review and Evaluation Process’ and
there are saying “well, we have done a lot of work, and we have asked a lot of reporting, and we do
see that there are a lot of areas of improvement in those and those areas. And by the way, for next
year, we want to put particular emphasis on those and those risk types”. So we get an annual letter,
annual report from the ECB as supervisor, and that is called the SREP.

Alexia Butaye: And regarding these exercises, are there any facilitator?

The interviewee: Initiative comes from the second line of defence. It is from the risk department
that initiates, in fact, the exercise, or the annual update of the risk cartography with the hotspot risks.
And then, we go on, and indeed it is in fact, the initiative of risk management departments to go
through the cycle, but of course once the responsibilities are clear, we asked for input from the first
line, and there are certain tasks and roles that the first line has to do on a continuous basis. But the
whole thing here is the, this picture here this, process is in fact done by the second line, in fact by
me.

Alexia Butaye: Okay, perfect. So, you shared information with the top-down level but do you also
share information, regarding emerging risks, with the employees and the bottom up level?

The interviewee: Good question. So, really at the bottom, maybe from on a particular risk type yes.
We say “well look at climate risk and that is a good case because we have organized what we call
some CRO talks. That means that the employees can join these meetings can hear what are the
developments, for instance, on climate risk. So that means that yes, we are doing that. But, it is
more targeted towards a particular risk type, for instance, climate risk is, is one that we have done
this year where we had, let's say, sort of, you cannot call it the seminar but were indeed all
employees could join, and ask questions and become aware of the fact that this is something new
that will become important. We also doing that with the board of directors, there we call it’
tutorials’. So the board of directors can ask, from time to time, for tutorials when they feel that they
would like to know more about certain risk types, and then they asked for a dedicated presentation,
outside the normal committees, and they are free to join whether they want to join or not. But yes,
we are having that as well, but maybe the whole process here. Let's say explain to every employee
in [name of the bank], no, that would be maybe too much. Meaning, you know, suppose, for instance
climate risk and other ones. When we feel it is an important emerging risk, where the whole
organization should do something, then we will cascade it to the lowest level, but it is on a case by
case basis to where we need to go within the organization, but from what | understood is that for
instance, if you talk about sourcing risk, and third party risk management. Well, you cascade that
within the different departments, but towards certain dedicated employees, not every employee, that
is what we call the ‘SPoC’, the Single Person of Contact within the different departments. When
you talk about climate risk for instance there, what we found was that there is a genuine interest
from a lot of employees to know more about this, and there you can go, in fact, towards the
organization, because there is an interest for it. So, it depends on the risk type. Okay, what we feel
is necessary, and would be beneficial for [name of the bank]to manage the risk properly.

Alexia Butaye: And back to the graph, do you have special delay for each step, such as for risk
cartography, risk monitoring and reporting during the year?

The interviewee: So, what | said was the risk cartography is update at least once a year that is the
question. Same goes for the risk appetite statement, at least once a year, it is necessary to do it
earlier. Risk Appetite metrics and limits and then the whole limits framework cascading is done on
a quarterly basis. And then of course your day-to-day risk management is not only on a quarterly
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basis, there is a daily management of let's call it liquidity risk, interest rate risk, sourcing risk, fraud
risk, whatever what you asked was, okay, when do you report it. And then I would say “okay, I
have a multiple committees, risk committees, dedicated risk committees but when | talk about
reporting to the board of directors”. Then, we are doing it in a quarterly basis, but within the
organization, we do have at least a monthly basis, according to the risk types, we do have dedicated
committees like the group risk committee for instance.

Alexia Butaye: And is each exercise done at the same month each year and follow precise delay?

The interviewee: Maybe | can answer yes, because the hotspot exercise for three years now we do
it in December, strange, and then it mean that the first risk committee of the year is at the end of
January beginning of February, then we do the update of the risk cartography. And the reason is
that we have, let's say we used to have four risk committees, now we have even six risk committee
for the board, but the very first one of the year is still too early for the end of year risk figures, and
to have them completely. So that means that at the end of January, this is the right moment, because
you do not have quarterly reporting yet. Then we do the update of the risk cartography and that is
also important. Why, because | mentioned you the supervisory review and evaluation process. And
there we have to for April, we have to submit a lot of information to the ECB, European Central
Bank, so that means that when, in April, we do, let's say provided information, we have refreshed
it, we have refreshed the risk cartography. We have refreshed the risk appetite statements, and we
have refreshed our risk appetite framework. And that is reason why we do it in the first part of the
year and there we go further, because, let's say, we also do have the business plan process, and the
business plan process starts more or less now. And also we have an exercise, which is called the
‘voluntary risk appetite’, whereby prior to the start of the business plan, we have a debate with the
risk committee of where we want to be in our risk appetite framework so the risk appetite framework
is rather easy one because we are talking about colours and what | mean there is, | will try to see
whether | can find that for you.

The employee shows me a graph with different traffic light for each entity.

For instance, where are you today, whether you are red, orange or green, in terms of traffic lights,
and where do you want to be going forward. Do you tolerate to be in the orange zone. You had
never want to be in the red zone, of course, and or do you want to be in the green zone of every risk.
You could say “okay we want to be in the green zone on every risk”, but that is easier said than
done because we have very tight limits as well.” And so that is the debate that we are having with
the board of directors on “okay, how do you want the risk profile of [name of the bank] to evolve
in the business plan, and that is the necessary input for the business plan exercise, and then when it
is presented in the second half of the year we do the risk check on the business plan, and the whole
process starts again. So that is a little bit the story so we have a full year of works.

Alexia Butaye: Okay, perfect. And | would like to know, do you manage emerging risks with a
more specific approach, for some emerging risks for example?

The interviewee: No, it is managed with other risk, the only thing that | want to add when we have
the hotspot exercise, it means that we will put additional emphasis and effort on those risks but they
will be managed like the other ones.

Alexia Butaye: Okay, so also when you have meeting with the board and risk committee, emerging
risks are discussed with current risk, right?

The interviewee: Yes, but they do expect that during the course of the year, for instance, information
security and cyber when we said “okay this is a hotspot risk”, besides, the regular reporting, they
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are requesting a deep dive, it means that you devote sufficient time at a specific committee on, let's
say, going into more detail on that specific risk type and the risk profile that we are currently having.
And that is one, for instance, within two weeks, we will be doing the deep dive on information
security and cyber, why, because it is an important one, why because it's a hotspot one. Why,
because of course the board is expecting that we put sufficient attention to it.

Alexia Butaye: Okay, thank you sir, it was very complete, and | think that | asked you everything
that | wanted to know. Just a last question, how do you calculate the capital that you need to avoid
economic loss, in case of emerging risks happen?

The interviewee: That is a good one. So, it is in the ICAAP process. When we do the risk
cartography, we decide, for which risk types, we already calculate the economic capital in our
ICAAP. Now, as to the non-financial risks, you have a standardized formula that is saying, okay,
for your operational risks, there is a formula, we are correcting the formula, first of all, for the
internal control maturity, so we are measuring our maturity in internal control. And in case we are
not reaching the level the target level that we want to achieve, then, it is a multiplicator for the
operational risk. But besides that, there is an add-on that we are calculating and that add-on, we are
running stress scenarios on each of those risk types, non-financial risk types, and the one that
appears to be the one that even spite effect the chance of occurring is rather low and because, for
an ICAAP you are calculating 99 % chance or 95% chance and these are the two calculations that
we are doing. But we are calculating what could happen in case that scenario would occur on one
of those non-financial risk types, and that amount, we are adding to the highest amount we are
adding to our economic capital requirements. However, we also have a corporate insurance
program, it means that if it turns out that the risk calculation for that particular risk type is outside
of our risk appetite, we will look for insurance. For instance, we do have a cyber insurance policy,
meaning insurance policy. That means that if [name of the bank] would be subject to a cyber-attack
and suffered losses that partially, we would be compensated by means never completed yet, but we
will partially be compensated by our insurance policy that we are having with a third party, So you
see how it works. First of all you have to see whether a particularly risk, in a stress situation, would
be outside of your risk appetite, you can capitalize for it, but once it's outside your risk appetite, you
should also look into mitigating the risk, and one of the means of mitigating the risk is by buying
insurance.

Alexia Butaye: Sir, regarding the matrix that you show me, is for both insurance and the banking
activities right?

The interviewee: Yes.

Alexia Butaye: And are there really big difference between the way emerging risks are managed
between these two activities?

The interviewee: There are some risks where you could say that they are more likely or more
dangerous for a bank. For instance, if you look at fraud risk, you can have fraud risk with insurance
policy but now if you look at the phishing, the phishing is more towards the current accounts and
the savings accounts from clients so you would say that phishing risk is more predominant or more
important for a bank than for an insurer; compliance risk may also be, although you should not
underestimate what can happen with insurance policies and insurance contracts, and let's say early
repayment of it, etc, but also for compliance you see also that at least for anti-money laundering,
that a bank is more risky than an insurance. For other risks | would say an insurance company is as
potentially vulnerable as a bank and so it depends, but indeed, we are now in fact considering it as
from a group perspective, and we have not gone so far that we hotspot exercise that we split it up
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between the bank and insurance. However, when | explained you that about the add-on the
economic capital. We are running or calculating that stress scenario for the bank, and it can be that
for the insurer, it is another scenario, another risks. So, that is also the case. So, it is not that we are
using the same risk scenario for the bank and for the insurance. So that is there we make the
distinction.

Alexia Butaye: Is it particular to your company and do you think that all banks that have both,
insurance and banking activities do the same?

The interviewee: It depend a little bit on the structure, so we have a little bit the same structure as
[name of another bank]. While, if you look at [name of another bank], the insurance company is a
subsidiary from the bank. While here, you do have a bank, you do have an insurance company and
on top of it, you do have a holding, but the holding has no commercial activity. So, what we have
to do first of all, is make sure that our risk framework is okay, from the point of view of the bank,
and if it is okay from the point of view of the insurance company, but I do have to admit that more
and more also the supervisor is asking to put the bank and insurance company together and to show
the risk profile of the combined entity. And we do have already, let's say, a risk profile on the [name
of the bank] consolidated view. But still, in order to manage the risks reconsidered, it is better to
have dedicated for the bank, to have a dedicated for an insurance company. And our view is that it
is well managed, from the bank side, it is well managed from the insurance side. Well, you can put
it together, and you will find maybe some diversification effects, because there are some
diversification effects, but you can be sure also that the risks are managed well from a consolidate
point of view. So that is how our view is, but I am not sure. It could as well be possible that other
banking group says that no, we start from the holding company, and we impose or we cascade to
the entities to the operational entities from our side, it was more started more from the two big
operations entities, and with a sort of a consolidation, on top of it.

Alexia Butaye: Okay. Thank you, Sir. | asked you everything that | wanted to know it was very
interesting, | learned a lot of things. | proposed that now we discuss about the confidentiality to give
to this interview because you share with me a lot of information and internal documents. Can | put
the name of your company at the beginning of my thesis?

The interviewee: Yes, | have no problem that my name is shown, so no problem about the name of
the company but lets the internal information confidential.

Alexia Butaye: | understand, maybe | can just put, at the beginning of my that our bank help for my
thesis?

The interviewee: Yes, | prefer
Alexia Butaye: Perfect thank you.
The interviewee: Your welcome, it was great to talk to you.

Alexia Butaye: Thank you, Goodbye.
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8. Interview with the Chief Risk Officer of the small commercial bank

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Chief Risk Officer, member of the Compliance team, Director and part of the
Board of Director.

Date: May 11, 2021.

Place: Online, by Teams.

Alexia Butaye: Good Morning.

The interviewee: Good Morning.

Alexia Butaye: Can you hear me well?

The interviewee: Yes, perfect.

Alexia Butaye: Thank you for agreeing this interview for my thesis.
The interviewee: It is my pleasure.

Alexia Butaye: So, | am doing a thesis about the process to consider emerging risks on the banking
sector. During this interview, I would like to know who is involved in the process, what tools do
you use. So, first of all if it is okay for you, | will record the interview because, at the end of my
thesis, | have to transcript it. Regarding the confidentiality of this interview, what do you prefer:
either you agree that | put your name and/or the name of the company, and/or your function or | can
just put ‘a company, in the banking sector, between x and y’ employees or, another option is that
my thesis will be strictly confidential, and just my supervisor and the second reader have access to
my thesis. If you prefer, we can discuss about that, at the end of the interview, based on the
information that you shared with me.

The interviewee: Maybe we will do that, | choose at the end, depend on what we discussed, if it is
very general or not. But | know I will be very candid with you, so | could be that | do not want that
certain information to be disclosed, but okay. I mean, | am not supposed to help you understand
how banking works, or how bankers pretend it works. It is not the same. But let’s start. Are you
French speaking or Dutch speaking?

Alexia Butaye: I am French speaking, | study at the Louvain School of Management in Louvain-la-
Neuve, but my thesis is in English, that is why | propose that we carry out this interview in English.

The interviewee: No problem, especially if it is recorded and you need in English.

Alexia Butaye: Okay, thank you. So first could you explain me exactly what is your position as a
CRO at [name of the bank].

The interviewee: So, all the members of the executive committee of [name of the bank], that is five
of us, we are all also directors and we take part to the board of directors’ meetings, so we are indeed
directors. Each of us has a dedicated role. My role is indeed to manage risk and also, my area of
responsibility is compliance. So, it is risk and compliance, which for your information is bit unusual.
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Normally, risk and compliance have to be separated but in smaller organizations, it is allowed and
sometimes combined under one director, so this is what happened at [name of the bank].

Alexia Butaye: Okay, thank you. Now, | propose that we go more in deep about emerging risks, |
would like to have your own definition of emerging risks, please?

The interviewee: Emerging risks are risks that emerge from changes in the external environment. |
believe it is important that we mentioned external. Normally, we control what is happening inside
the organization, so if it is controlled, then the risk is mitigated and we cannot say risk anymore,
but it is from the external environment you need to analyse that, as though it was a new risk, or, as
we put it, a new vulnerability. It is very rare actually that you have new risks. The only thing is you
have new elements outside, which make it that your risks increase or decrease. So, just new threats
from the external environment, that affects your activities or may affect your activities, and you
need to take that into account.

Alexia Butaye: | would like to know, for you, emerging risks are new risks that we know, or is it
risks that we should know, or we cannot know?

The interviewee: Obviously, there has to be some signs that something is happening. Some people
are very, you know, considered awareness. People are very aware, and they can spot new risks,
earlier than others were so many certain people will do not see anything special, other people are
already seeing trends which may affect the environment. It is important because that needs to be a
notion of volume. If you just have one isolated event, then it is just isolated, it will not happen to
you, but if it is becoming more recurrent, and people begin to speak about that, it can also happened
to you, what if it does, and then you start analysing your risks. So it is new, it start by being isolated
but then obviously certain people start talk about it and become more aware than others. And then,
all the organizations start to have to talk about it, because some people also and the small banks like
ours are a bit the victim of that too. We are too small to be able to put a lot of people to work, to
analyse everything that will happen. So, most of the time, we have to prioritize, and the public
authorities is usual setting the agenda for us. They said: “you have to pay attention to environmental
risk. Okay, I will do that”. But before they do, before they ask you, you tend to try to forget about
it because you have no time and certainly you have no resources to proactively manage them.

Alexia Butaye: And from your definition of emerging risks, can an emerging risk, from your point
of view, emerge from interrelated risks, that together can create a new risk?

The interviewee: We try to put risks into boxes, because it is a methodology, and you have to do it
otherwise you cannot manage them. You have to break them down into small pieces of causes and
effects. And if I were just talking about emerging risks, obviously we will talk about global warming
or pandemic, that was not there before and so we need now. So, | tend to see them in isolation, |
haven't thought about it, to be honest | haven't read the literature, but I will put them in touch to see
them isolated.

Alexia Butaye: You told me about global warming and pandemic as emerging risks but what are
the main other emerging risks that you saw this year or the last few years that your company faced?

The interviewee: Well, again, some are not new risks but they become more stringent more severe,
and you have to pay more attention to them. So, before they were previously might have been
isolated but now, they are not. So, we talked about pandemic, global warning, but cyber security,
cybercrime has always been on top of the agenda, but it is not going away, quiet opposite, it is the
new way of robbing banks. So, you have to pay attention. Cybercrime is certainly one, fraud in
general, but cybercrime is one part of fraud. For us, cybercrime is part of fraud, so let's put it in just
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one box because it is usually link to internal payments, or everything about internet of things,
everything is connected, output to that big one, which is cybercrime. That would be the top three.
Previously, before the 2008 crisis, the big risks were financials risks, there were credit risk, or
liquidity risks. They are still there, but they are managed much better than they used to be,
inherently, because you have to make a distinction, you have to distinguish between inherent risks
and residual risks. We have put so much effort to manage those that original risk is become quite
manageable now you will hardly talk about it cannot be given banks need to have capital and
liquidity for the risk and respect all these ratios. So, all the banks that give credits still have a lot of
credit risks to manage. Interest rates risks, which is quite a big one, actually, because we have a
long, very long period of low rates and I think inflation will come back very fast and we are not
prepare for it. So, it might be a good thing because of economic growth. But inflation for banks, |
mean interest rates, if they have books, like many banks at the moment they are books with very
long maturities, for instance, for mortgages, they will have issues because rates will rise, and we
are stuck with a big book of fix rates. So, that is one that will be the fourth and the fifth one for us
is always strategic. Banks, and it is difficult for banks to distinguish now themselves to be different,
to build a brand which is appeals to people, people don't like banks. And it is rather a question of “I
always have been in this bank, so | stay there, the bank that gives you the best price gets my money”.
But it is not a question of loyalty or anything like that, the business model of banks is very difficult
to maintain, you have got new players, you have customers who are not loyal anymore, that would
be the case. The business model of bank is on a threat.

Alexia Butaye: Okay, thank you. And how do you collect information on emerging risks? Do you
use database, publicly database? You told me before about public authority, can you tell me more?

The interviewee: There are databases, like ORX, where certain banks declare incidents that
happened in their organizations and they made publicity about it so, such that other banks can learn
from it. We hardly look at it. Honestly, it is human, we tend to think that it is not gonna happen to
us. It happens to them but does not happen to us. So, we believe we are immune. And again, we
have a risk management system so we already quite in control of a lot of things are all you have to
say is “it is happened to them, it could happen to us”, but the costs of protecting yourself from such
hypothetical events are so high that you say, it will not happen to me, I am going to lose to 3 million
euros, it is much cheaper than if | had to create now a protection that would cost me five or 10
million euro”. So, this is kind of thing that you read the reason. So, another source is from the
banking association in Belgium FEBELFIN, very good because you have lots of working groups
on different domains, including risk, fraud, compliance, prudential affairs, accounting. So, all the
banks, in Belgium in this case, come together send representatives and have open discussions about
how is our environment changing. And one of the changes, as | just mentioned, is the regulation.
The regulation is a risk one change. So, public authorities have ideas, and they want to impose new
laws and regulations to banks, and have a right direction “Okay, that is the change”. We try to be
active, to participate in this change to make, if you put the right word, we lobby. So, these
associations, authority suggested changes that are gradual, not too costly for banks. And so, the
banking association for me is the best source of information so you learn a lot just from talking with
your counterparty and other banks.

Alexia Butaye: Can you repeat the name of the banking association please?
The interviewee: FEBELFIN, Fédération Belges des Entreprises Financiéres.

Alexia Butaye: Okay, thank you. And what are, from your perspective, the reason to consider
emerging risks? Do you think it is important, for your company, to look at emerging risks?
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The interviewee: We are looking et every year at least, by regulation. All the banks have to do
certain exercise of introversion and say: “Okay, this is where I stand now, this is my plan for the
next three years, what could go wrong, what would make that I cannot achieve my plan? And if that
happens, what could I do”. You call it a stress test. To do that, you stop for a moment what you are
doing and you start to look around and make an assessment of what are the risks that | have today
that can become worse or what are the new risks my colleagues talk about, the market talks about,
which could affect me. So, this is a very hypothetical and theoretical exercise. But again, and then
you start to ask yourself, “what does it mean for me”. We talked about environmental risks, again,
“[name of the bank], what can we do?” We give loans to private individuals who have usually little
means, we do not do private banking or anything like that. So, usually it is for buying their first
houses. So, in term of environmental risk for us is quite limited compared to big banks who lend
money to oil companies or to construction companies or to harbour facilities. This is not our case.
Okay, so we just give money to individual people and these people can be employed in big
companies and could lose their jobs, if these companies are in trouble. And you talk about that and
say that indirectly, it could have an influence on our business, then you start to analyse. At the end
of the day, that you have not a big difference. You only select the cause such as global warming
and what is going to happen to us, potentially, it is only a small part of the effects for us. For us,
one of the effect could be, the big one could be, people will be obliged to renovate their houses and
if they cannot renovated them, the value of the houses will decrease and if the value of the houses
decreases and in addiction, they lose their job, well, when the bank comes to get the money back,
the value of the houses will be lower, this is the risk. So, you look at all the risks, emerging or not.
Emerging does not mean anything, it is just that you don't have it yet, but you will look at it, and in
this particular exercise, stress testing and look at all the possible threats, some of them will affect
you, some of them will not affect you. If they affect you, then you start managing, that means you
start thinking of ways to reduce the impact and these kinds of things.

Alexia Butaye: Okay, thank you, it is very clear. So you monitor emerging risks with other risks
one time per year right ?

The interviewee: No, at least once a year. If nothing special happens. Obviously, the pandemic, we
did not wait for the yearly exercise to start immediately, we realized there was something wrong.
We had all the controls in place like the crisis, committees where set in motion, we took a lot of
measures to just make possible that people could work at home and this is improvising in a way,
we didn't expect it, but we had ways to deal with unexpected events. And then of course, when the
next exercise happened of stress testing, we took these elements into account say well, this
pandemic is not an isolated event, if it will not happen again, potentially, and if it does happen
again, or if it is longer, it lasts longer, what is the effect on us. Okay, so this is a very solid analysis.
Previously, we just had, for the board of directors, we made analysis, with covid crisis, people are
working from home, people could not visit new homes, so how can you sell mortgages if people
cannot visit new home so this kind of things, we had to make an impact analysis. What will happen
if people lose their jobs, what is the impact on us. This will all done very quickly and what you do
when you do this very quick analysis, you just make very blunt assumptions. I say, “if this happens,
can | survive, yes or no?”, we had no problem at all because we are very simple, we don't take a lot
of risks. So, if that happened, it will be a bad year, we will not make the budget, but otherwise, we
can survive. And eventually, all the banks, we realize that this crisis, the pandemic, as not had yet
a very severe impact on banks could happen this year, but 2020 was quite okay. So, we look at all
risks once a year, very deeply, we look at new risks and obviously when there is something
happening, you cannot not see it, you have to see it, then we will make an analysis at one.

Interview — Small commercial bank



55.

Alexia Butaye: Okay, great. And who attend this meeting where risks are analysed, about scenario
analysis. Can you tell me more about that, please?

The interviewee: You got two exercises: the one is stress testing that | just mention and the other
one is what we call the ‘risk and control assessment’. The risk and control assessment does not
make any stress, it is just evaluating the robustness of your internal controls based on our experience
in the incidents that we had, all the recommendations you get from the regulator based on
inspections or external auditors making some remarks and with this you have the status of our
internal control. The risk and control assessment happen also at least once a year with every
department of the bank. So, we organize workshops, which is two times four hours, where we have
key people from each department and then, together with the compliance officer, the DPO, Data
Protection Officer, and different people from the risk department, we discussed about our
experience of the last year and the budget for next year and we discuss about what could go wrong,
but no stress test. Okay, so that's all departments or function in the bank take part in this exercise,
and at the end of the day, we get sort of a ranking, okay what are the 10 biggest risks” and these
biggest risks are discussed in executive committee and at the board level. Okay, so we said, “these
are our biggest risk, all these are the 10 biggest” and on these 10 biggest risks, we make stress test
and what is a stress test, it is just a story, you imagine something. Okay, so we are talking about
interest rates, what would happen if interest rate risks will rise by 2% this year and similarly inflation
will rise, and at the same time, you have the end of the government support for people that suffer
from the pandemic. You put that numbers and analyse the impact, and, again, you ask yourself,
“Okay, if this happens, can I cope with this”. These stories are first proposed by risk management
to the executive committee. And then you have a discussion for people who say “this more or this
less”. So, this is the first draft of stress tests presented to the executive committee. And then once
the executive committee is okay with the stress test, then it is presented to the board and more
precisely, to the risk committee of the board, again some people will might say “I think we should
also create this new scenario because | have heard somewhere, it is interesting”. And then once we
have all this: risk management proposals, execute the committee validates, the risk committee will
approve, I don’t know 8, 10, 15 scenarios and this is what we are going to run and then risk
management gets back these 15 descriptions of scenarios and then, we run the numbers. We run the
numbers for one big report, which is called the ICAAP report, Internal Capital Adequacy
Assessment, and also another which is the liquidity assessment. These two reports are typically due,
is the regulatory reports, they are due for April. Okay, so we do that around April. But then, these
scenarios, there are run for ICAAP/ILAAP, but once there are also run every quarter, sometimes
even every months, and they are part of the risk reporting and risk reporting will reproduce, will
recalculate the scenarios every month or every quarter and present them to the executive committee.
Just to be sure that the situation has not changed. So, it is a continuous exercise, but the definition
of scenarios is very high level.

Alexia Butaye: Okay, perfect, thank you. And during the RCSA exercise, is it any facilitator, who
give instructions?

The interviewee: Maybe this is specific to [name of the bank], I do not know but when I arrived at
[name of the bank] three years ago, we had this RCSA, Risk and Control Self-Assessment, and self-
assessment was actually wrongly understood by some people in the bank. In my opinion, because
they thought that the business, the first line of defence, they say this is the risk. And because it is a
self-assessment, what I say is the proof and you cannot challenge it. So I just removed the ‘self’,
why, because | want to add challenges in these workshops, and | want that, at the end of the day,
that the bank as a whole, that mean the first and second line of defence agree on what are the risks
and the required controls. So, the challengers are risk management, but also we have sometimes

Interview — Small commercial bank



56.

consultants, helping us, with certain knowledge that we might not have regarding cyber security,
and this is sometimes very advanced, so we need expertise to help us identify those risk. So they
will participate to the workshop, but the workshop themself, you have facilitator, risk management
and operational risk management's department organizes the whole exercise so they are facilitating,
they are making the notes, they are making the reports, they are eventually, once this is done, they
are putting a rating on to the risks, and they are the ones going back to the first line and said: “this
is the risk rating I get, do you recognise it?” a second round of discussion to be balanced can be
done but the facilitator is the ORM, Operational Risk Management department.

Alexia Butaye: Previously, you told me that you asked for external consultant for cybersecurity,
right?

The interviewee: Yes.

Alexia Butaye: Do you also ask their advice for any other part of the process to analyse or monitor
or mitigate emerging risks?

The interviewee: We are quite often, in small organizations like ours, obviously you do not have
experts in every field. So, for very advanced and sophisticated matters, I have mentioned
cybersecurity, also on some modelling part, sometimes you need to be quite advanced, then we ask
for a consultant to give their expertise. Typically, for cybersecurity, they opposite two ways. We
take this example, so | just say, the challenges us for the RCA. They also make the internal audit.
So, you know that internal audit uses consultants to assist them during audit missions on cyber
security, but it is in cyber security for IT in general that we use consultants, but also, sometimes for
certain regulations too, that could happen. For small banks like ours, we rely on external consultants.

Alexia Butaye: And also | wanted to know, do you use a risk inventory to identify and classify
emerging risks?

The interviewee: Again, | am not making a distinction between emerging and other risks. Obviously,
you have risk register where we identify the causes, the impacts, and the events, where we attach,
on top of it, increasing vulnerabilities, outsourcing to include vulnerabilities, or if we have an
activity that is very exposed to reputational risk and you also put that as a vulnerability. So, this
method of identification is true for all risks. So, obviously, sometime, every year, we have got new
risks, and have risks that disappear, more or less relevant because we stopped an activity or will
automate it so that the risk is transferred somewhere else. So, if | compare one year after year, we
saw new risks and you could say these are the emerging ones, they are new, whether there are
emerging or not, there are news. But what | should say is that if it is really emerging in the sense
that you don't really know whether is going to affect you or not, we, as small bank, we will not look
at it. Okay, so other banks might have more means to put a lot of investment into researching new
vulnerabilities that could become risks, we will not do it, we definitely have to wait, we will be the
first follower, we will wait for somebody to say this is a big risk potentially for the banks and go.
Maybe so, but we are not going to be actively looking for emerging risks. Typically, we have to be
the follower there as well.

Alexia Butaye: And, except to the board of director and executive committee, do you also share
information and communicate about emerging risks to the employees?

The interviewee: For the employees, we do not actively share the risk reports through the company
but if they ask for it, and we have some discussion with the representative so conseil d’entreprise,
sometimes there is a risk question, no problem, we answer the question, but typically when we share
information, management information with the employees, it is more about the strategy, the results,
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some barometers about employee satisfaction or gender diversity, that king of things but risks
themselves, not really. I don't think it is very engaging, so we, if they want to ask a question about
of course we answer, but we are not marketing the way that we manage risks, no.

Alexia Butaye: | also wanted to know, how do you monitor emerging risks? Do you use key risk
indicators?

The interviewee: | talked about two things, | talked about the RCA, internal control report. And we
also have ICAAP and ILAAP, there are stress tests. If the RCA, or the ICAAP/ILAAP reveal a new
risk or increased risks compared to before. Then, we will put a new control and this control, it
typically is a KRI or just control. So, we will put a KRI there and we will monitor that more closely,
if there are risks that we are really exposed, then we will see immediately and then once we have
this, we thought about putting this key risk indicators, we will think about where we want to put it.
If it is a very important risk, we will put this into risk appetite. So, we will say, this is a very
important metric, we will create a new metric, where we put in the risk appetite statement and we
will define the limits, the tolerance, and also early warning signals, such that if you breach the early
warning, it is not a catastrophe yet but you really have to focus on the issue. So, this is for the
selection of the most prominent KRIs, which are then discussed and reported to the board. And
then, we have secondary level KRIs, which are more operational, which are managed by businesses
themselves. But if there are on the RCA or the ICAAP/ILAAP, we see that we need more control,
we will create KRIs.

Alexia Butaye: Okay. And for identification, monitoring by KRIs, stress testing, etc. Do you have
a planning approach for each step with delay?

The interviewee: There is a normal way of working. So if a talk about daily process or the internal
control report, which is in January and ICAAP/ILAAP, which are in April, in anticipation to these
reports, you have a lot of work beforehand. So, for instance, again as | mentioned before report is
for us in January, meaning out of the summer, the whole fourth quarter is dedicated to organizing
the workshops with the different departments to talk about their risks. For ICAAP/ILAAP, when
we start about discussing the budget for the next year, we have also need to think “okay, with this
new strategy, with this new product, do we create new risks, do we need to take that into account
in the new budget?”. So, we will start six months ahead already, to talk about the risks inherent to
the activities for the next year.
So, this is a very well-organized process with milestone deadlines, and actually, there are no delays,
what will happen is that sometimes, like the pandemic, you know, it happens, we started really
feeling that something was very wrong somewhere in February 2020. The ICAAP was for April, so
we already had done a lot of work but, without taking this big thing into our calculations, and
scenarios, vulnerabilities, and stress testing. So, what did the National Bank said, the ECB, “okay,
for this ICAAP and this ILAAP, you do not have to sign it, okay, we know it is based on wrong
assumption, but we will not ask you to do it again”, because again it is a big exercise. But it is a
process very well organized and if there are a case of unexpected events, then you may need to start
again, but you will only do it for what is changing, you will not do it to cover the full scope of the
bank activities that you cannot do, you really have to do it by stage.

Alexia Butaye: And do you make links between emerging risks and the company objectives and
strategy?

The interviewee: Actually, it is very well integrated. The first question you ask when you start an
RCA is “what is the risk”, the risk is that you do not reach an objective that you define for yourself.
So, if you have no objective, if you do not know where you are going, then you cannot manage risk.
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So, you need to set first the objective, and then to think of “what could make it that I don’t realise
it”. And these are risks, and this is what you manage. So, that is why I was talking about the link
between the risk assessment and the budget, and the strategy, every year we think about strategy,
we have a three-year plan and every year, we review it. Risk is part of the discussion because we
want to know whether we can afford, for instance, a very ambitious or a very risky strategy or not,
depending on the needs that we have. So, it is very much intertwined.

Alexia Butaye: And how do you calculate the capital that you need to manage emerging risks?

The interviewee: Okay, well, the way you calculate is something that you have to view with your
regulator and your supervisor. Banks has to choose between the standardized approach which is
completely dictated by the regulation, or an internal approach based on sophisticated model, we has
chosen for the first, very simple. We do not have big team of modelers, to be able to create the
models, back test them, refresh them, maintain them. So, we are standard approach. But this is for
the capital, capital is one part of the equation and cost is the other part. Can you afford to make
losses in any particular year, what is the maximum losses you can afford. And so, even if it does
not get into your capital, for us it is a big benchmark and if there is a number, with which we do not
want to go in any circumstances, even if a particular risk, when in particular with probability, makes
it that we will not get to a minimum level of earnings before taxes, then we have to manage it, this
is the rule. So, of course, it is not capital, it is money, it is just p&I (cfr profit and loss). We want to
maintain the cost of risk within a very tight boundary.

Alexia Butaye: Okay. Thank you, Sir, It was very interesting, and | made a lot of links with my
literature research.

The interviewee: | am sorry because | was not very focused on emerging risks, because we do not
make a distinction, risk is risk.

Alexia Butaye: No, but it is okay. So, what about the confidentiality?

The interviewee: I don’t mind, it can be public.

Alexia Butaye: I can put your name, your function, and the name of the company?

The interviewee: It is okay.

Alexia Butaye: Okay, thank you.

The interviewee: Thank you, it was my pleasure.

Alexia Butaye: | wish you all the best for your professional project and for the company.
The interviewee: Yes, you too, bye

Alexia Butaye: Goodbye
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9. Interview with the investment bank

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: A person responsible for analysing emerging risks in a company in the banking
sector with between 1,000 and 5,000 employees.

Date: May 7, 2021.

Place: Online, by their internal Webex platform.

Alexia Butaye: Good morning, | hope that you can hear me well?

The employee: Good Morning, yes, it is okay.

Alexia Butaye: So, thank you for taking the time to answer some questions for my thesis.
The employee: No problem.

Alexia Butaye: First of all, concerning the confidentiality to be given to this interview, do you agree
that your name, your function and the name of the company will be published on my thesis, or do |
remain vague and say that it is a company, in the banking sector, that have between x and y
employees? Or this interview can be strictly confidential, in which case only my supervisor and the
second reader will have access to it. You can also decide this at the end of the interview.

The employee: Okay, | think a minimum is that my name and the institution remain confidential, |
cannot publish the name. And otherwise, in terms of publications, |1 do not think we are going to
reveal any confidential information.

Alexia Butaye: Okay, so | can say it is a company, in the banking sector, between x and y employees
then?

The employee: Yes, very good. So, your thesis is about the analysis of emerging risks?

Alexia Butaye: Yes, that is it, basically | wanted to interview Chief Risk Officers, to see how they
analyse emerging risks, who is involved in the process and what tools are used.

The employee: Okay, | propose that we briefly introduce ourselves, before formally starting the
interview. [Confidential information]. In the team, what we do is that we identify new regulations
and determine corporate in the bank, we also ensure that all communications with supervisor are
handled properly, and we ensure that the risk management framework as a whole is consistent and
properly implemented. So, as part of that, we also define the risk taxonomy, so the type of risks to
which the bank can be exposed and how they have to be managed and as part of that process,
emerging risks is one of the factors that we take into account.

Alexia Butaye: Okay, perfect. From your point of view, what is your own definition of emerging
risks because there are a lot of definitions that exist on the literature. So, according to you, how do
you define emerging risks?

The employee: | would define it as the different types of risks that are not yet monitored closely by
the bank but that can, to some point, influence the bank in the future.
As such, we have different categories that we monitor: We have the sector risk, that we monitor in
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emerging risks, so how is the sector evolving in the new risks emerging in the sector; do we have
particular income risk, are there any activities that are at risk because of new factors, other external
threats for the bank that we have not yet taken into account; other macro-economic or geopolitical
risks that can influence the environment in which the bank operate; is there a regulatory risk, so a
new requirements that will influence our activities. We also see how health environment can
influence our capacity to operate; and then finally, environmental, social and governance risks.

Alexia Butaye: Okay. And what are the last main emerging risks that you identify in your company
or since the last few years?

The employee: The two main emerging risks that are being integrated are health and ESG risks.
These are the two mains’ risks, knowing that cyber risk which was also an emerging risk which is
now completely taken into consideration.

Alexia Butaye: Okay. And how do you collect information on emerging risks?

The employee: So, I do not know to what extend you are familiar with the process of risks’
identification in the bank, but it is a cycle. So, we have a risk management framework, that defined
structure that we follow to identify, measure, and monitor risks. This framework defines a set of
risk that we faced, and they are then communicated to all intervenes in the bank that have to identify
for their processes, whether they are exposed to the risks that we have defined. As part of that
process, they also had the liberty to identify additional risks that we have not yet captured that they
see and that we should take into. What we then do is based on that information, we identify
scenarios, or we see to what extent it can impact our financial situation. And if we see the need for
it, we will integrate to new category in our risk taxonomy. And, in addition to that, there are experts
in risk that will monitor the different categories that 1 mentioned and see whether additional
categories have to be added. So, it is a double check.

Alexia Butaye: Okay. And who are these experts?

The employee: Just different teams in the CRO department of the bank: You have the compliance,
financial and non-financial risks. Each has its own expertise and responsibility to identify additional
risks which its activity or department can be exposed. In addition to that, me and my team (cfr.
Compliance) are responsible to implement risk management framework and to integrate these
emerging risks.

Alexia Butaye: Before you told me that you communicate emerging risk through intervenes, how
did you do that, and who do that in the bank?

The employee: So, we reported it to the top and to the bottom. So first, to the top, | can summarize
it as a risks dashboard that we provide to the executive committee and to the board of directors; and
in this dashboard, you have a specific section for emerging risks and for which we identify each of
the categories that | mentioned, the threats and which factors have emerged. This information, you
can also communicate to other departments, so first line of defence and do RCSA exercises that |
just mentioned. So, in a bank, you have to three lines of defence. You have a second line by risk
and compliance, third is audit and first is business unit. And the three of us we talk together of
course and we do RCSA exercises together.

Alexia Butaye: Regarding emerging risks that you told me before, usually, are you familiar with
these emerging risks or are there any emerging risks that you totally didn't know, and it was a
complete surprise for you and for the bank?
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The employee: | do not think there was a major surprise. Of course, some of the indicators you can
have surprises is the COVID-19, it was a surprise for everyone. But the category exists, it is just the
extend of the crisis that was not anticipated. It is always a question of what the impact for the bank
can be and our continuity and at such, the COVID-19 does not affect us in a way that push our
viability at risk.

Alexia Butaye: And from your perspective, what is the reason that you look at emerging risks, what
is the most important reason to look at these emerging risks?

The employee: | have the responsibilities to ensure that bank take the risk that are accepted by the
board and as such, if we see a new risk that we have not yet integrated it, it is a deviation from my
mandate which is to ensure that all risks that the bank can faced are properly manage. So, we have
to identify them, in order to be able to measure them and to manage them.

Alexia Butaye: Okay. And how often do you monitor emerging risks, how many times per month
or per year do you do that?

The employee: We at least report officially once per quarter. And every year, we review our risk
management framework based on that, we can integrate new risk. A concrete example is climate
risk, which is a primary focus for the European Central Bank, it is a risk that is already taking into
account. And we have accelerated the integration in our risk management framework. What we
have done, is to identify how climate risk can influence the bank'’s assets, and its position, and how
it will influence the different categories to which the bank is already exposed so we have credit risk,
for example how is climate risk influencing our credit risk portfolio, are our operation influenced,
etc.

Alexia Butaye: Maybe you have seen that the Basel Committee made a new report about climate-
related financial risks, a few weeks ago?

The employee: Yes, | have already read it.

Alexia Butaye: Perfect. Can you tell me more about people that attend the meeting where every
quarter you discuss risks and how this meeting is conducted, please?

The employee: So, we have two main forms, one to escalate new risks to the executive committee
and to the board. These are discussed in the executive and board meeting and addition to that, we
have dialogue with the first line of defence, once a month or once a quarter, depending on the
business line. We meet and discuss risks that each department has, are there monitored, are there
controlled, are there any new regulations, etc. And as part of that, we will also explained that new
risks has been identified and we can ask them if they are familiar with the risks they are exposed
and to what extent. So, it is not a specific meeting, but it is part of a process on risks that are already
in place where we discuss about risks and controls as a whole.

Alexia Butaye: Does managers of each business are present? How do you make sure that you have
collected all information about emerging risks?

The employee: Yes, all departments attend the meeting. And as | said it is a meeting that has on the
agenda not specifically emerging risks but risks and controls.

Alexia Butaye: And is there a facilitator during this meeting?

The employee: Yes, the responsible of the control of each department.
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Alexia Butaye: What tools do you use to report on emerging risks? Also, do you use a risk inventory
to identify and classify emerging risks?

The employee: Yes, we have a risk taxonomy, it is an inventory of all risks to which the bank is
exposed. Through which we can decide to add additional risks at least once a year. This inventory
is validated once a year at least. Whether we decide or not to integrate additional emerging risks
will be based on risks identified by each business.

Alexia Butaye: And do you, sometimes, use public database?

The employee: We do that specifically for each risk but for emerging risks, there is no database that
We can use.

Alexia Butaye: Okay. And who is responsible to share the information regarding emerging risks?
You told me that information regarding risks are shared to the top and to the bottom but who have
the central role to share these information?

The employee: It is my team (cfr Compliance).

Alexia Butaye: Okay, your team. And what is the use done with the emerging risks information?
When you have information, how do you manage these information that you have?

The employee: | would say that in emerging risks, you have to types: you have emerging risks that
have not yet materialised and these are limited to the process that | just explain, and then you have
an intermediary phase where risks materialize or become more concrete and start to be integrated
to our risk management framework. And what happened concretely, we decide to add a new
category on our risk taxonomy and each business line to monitor and identify to what extend they
are exposed to that risk. And based on that, once a year, at least, we analyse the financial impact of
that risk, do scenario on our liquidity and founding.

Alexia Butaye: When | heard you, | have the impression that emerging risks are analysing with
financial and non-financial risks, as a whole. Is it right or do you analyse emerging risks in a specific
process that does not fit with other risk categories?

The employee: A part of our work is to identify risks that we have on all our categories. You have
indeed financial risks, you have operational risks, IT risks, credit risks, compliance risks that
emerge, you also have business risks: ‘how does it influence our current business model’.

Alexia Butaye: And how do you monitor emerging risks, do you use indicators?

The employee: For monitoring, we use qualitative indicators, based on the definition of indicators,
we assess Whether the risk is increasing or not and we justify that, but it is a qualitative statement.
We can only quantify it when we are in this intermediate stage that I just mentioned. We start to
have a closer look and integrated it in our environment.

Alexia Butaye: Is it also your team (cfr. Compliance) that decide on the risk appetite?

The employee: The risk appetite is defined by the board, but we bring material to the board to decide
based on all the information that we can provide.

Alexia Butaye: Okay. And | wanted to know more about the different tools that you use to analyse
emerging risks and the process: identification, horizon scanning, early warning indicators and KRIs,
etc. Can you tell me more about the different steps, and the time, if you have a more or less strict
planning for each step to identify emerging risks?

Interview — Investment bank



63.

The employee: | would not say that it follows a formalize process. What we have is that for each
category that I mentioned we have a source or a responsible that will monitor that risk and provide
us with information in order to have a qualitative assessment. And this person or source will be
either based on the analysis that is conducted in other contexts for instance, for sector risks we based
on the economic analysis studies conducted by the bank; or for income risks, we monitor the market
evolution; and for the ESG, what we do is that we attend different forums that discuss and provide
more and more information about how these risks become influent our activities and balance sheet.
But there is not one source that we can use for emerging risks.

Alexia Butaye: And do you make links between the different emerging risks that exist, do you try
to go to the source of these risks that exists to better understand and manage it, or do you have more
a silo approach?

The employee: You have right, it is a combination. You have the silo approach for each risks
analysed separately but at the same time, when an important event occurs that can increase the
materialisation of a risk from a category, we have to look at the root cause, and see whether the root
cause is this category, or whether it is something different, that is emerging. For example, we see a
materialise evolution in the market, and raise questions on our income but beside that, we have to
look at the cause for the market fluctuation and see if the type of risk cause that.

Alexia Butaye: And did you have already faced difficulties in assessing the severity or frequency
of risks?

The employee: If you talk about emerging risks, indeed, it is very difficult. There are emerging so
by definition, they are not mature, so we do not have all information that we need. So, if a make an
analogy with climate risks which is an additional risk that we start to integrate, it is quiet new in the
sector so we do not have proper information yet so we have to ourselves try to find the best way to
measure it and it will be conducted in different situations until we have a common understanding
of climate risks in the sector.
And I think, as you mentioned, the supervisor has the role for that, to try to build a common best
practise for everyone to implement and then, we can really started to integrate it.

Alexia Butaye: And how is the quantification of scenarios carry out?

The employee: So, what we have to do is to look at the different hypotheses and measure how they
can influence the financial risks and non-financial risks. Concretely, what will happen is that we
look at the past and see if some of these events already occurs in the past. If they have already
occurred, we try to identify the financial impact and based on that, we do extrapolation and to
different models, we can anticipate or see what the potential risks are for the banks in the future.
That is for mature environment. For less mature environment such as climate risks, it is much more
difficult. So, what we have to do is to, based on the criteria that we have defined or parameters, look
at the potential decrease in value or decrease in income that it can generated and based on expert
knowledge or on research made by students like you or by different institutions.

Alexia Butaye: And how do you measure emerging risk in financial measure?

The employee: It is something that we only do when the risk is truly materialise of it become clear
that the bank can be exposed to it and for that, you first have to identify very concretely what risk
is for the portfolio of activities. One of the risks for example that | have been asked to integrated is
on climate risk, the risk that the asset of a mortgage decrease in value because they are not
performing in a sustainable way. For instance, in Belgium, you have the BEP score of a building,
Performance énergétique des batiments, and based on that, you have to take into account the asset

Interview — Investment bank



64.

receives from the client that decrease in value and decrease the amount that would recuperated if
the bank does not pay back.

Alexia Butaye: And also, regarding scenario quantification, who is present during the validation of
scenarios and who are the people involved?

The employee: Okay, so first identification of scenarios and hypotheses based on the process that |
just explained, so bottom-up and top-down and then when we have a view of the scenarios that we
want to be integrated, we present them to the executive committee and then to the board. And once
it is validated, we quantify them and then go back.

Alexia Butaye: Okay. And regarding the key risk indicators, how often do you monitor KRIs, also
once a quarterly?

The employee: But that specifically for emerging risks?
Alexia Butaye: Yes

The employee: You have different levels of key risk indicators in the banks: you have in each line
of defence that I mentioned, you have indicators that are implemented. So, depending on the type
of risks, you will have daily monitoring, weekly monitoring, monthly and quarterly monitoring.
Specifically for emerging risks, it is once a quarter but when we see an additional risk that was
emerging and need to be integrated in our framework, we will implement in a daily, weekly or
monthly process that is required for it.

Alexia Butaye: And are KRIs defined at the level of the whole company or just depend from the
business line or for both?

The employee: You have first, a definition on the group level then it is replicated by legal entities.
You have different legal entities in the group, in each country. And then, either it is already tailored
by the business line, or it need to be tailored by the group, depend on the type of risks. Some risks
are really cross-departments, others are by departments if they are linked to a specific activity.

Alexia Butaye: Okay. And depending on if they are linked to a specific activity of for the whole
group, are they shared to the employees or just to people involved in the process to consider
emerging risks?

The employee: They are at least distributed to people involved in risks and controls.

Alexia Butaye: Do you ask for external consultants during risk identification or assessment or
mitigation or monitoring steps?

The employee: Yes, indeed. We ask sometimes for support. In particular when it is a new risk that
we have decided to integrate. With a new risk that is emerging in the banking sector, it is not easy.
We have to rely on experts to be sure that we are integrating it properly and for that we have different
providers that we ask for assistance. And usually, they ask us to attend industry meetings to discuss
with other colleagues and see whether we are on the right track or whether anyone has additional
ideas. For emerging risks, it is usually something that is quite shared in the sectors because everyone
has to deal with it and it is not easy.

Alexia Butaye: And do you also ask external consultants to help you for others than risk
identification?

The employee: It is not for identification, because we identify them ourselves and it will be
surprising if we do not but for measurement and for other stages, we need their support, yes.
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Alexia Butaye: And how does emerging risks fit with other categories of risks such as strategic risk,
operational risk, etc. You told me before the implication on credit risk. Can you give me another
concrete example of implications of emerging risks on others risk categories if you have?

The employee: When you talk about risks, you have to look at the impact that it can create: “how
will this risk impact our activities, and can it potentially impact our financial situation and the
environment where risks operate”. When we have done that, we know it will have an impact on our
operations. For example, if there is a new regulation or a new activity that is no longer accepted by
the social environment in which we operate, we have to ensure that the processes are adapted to
comply with that and to avoid practices that are not accepted and then that will impact our operation
and operational risks. At the same time, you will have, for example, on climate risks, once we have
defined what it is concretely, we are looking at the strategy of the bank and we told to the
management how the business need to take into account potential climate risks.

Alexia Butaye: What are the links that you can made between emerging risks and the strategy of
the banks? Do you try to link it?

The employee: You have to link it but you have to do it once it is concrete. So indeed, the strategy
of the bank is also driven by the environment in which it operates. So, if there are important
emerging risks, we have to communicate them and decisions have to be taken accordingly.

Alexia Butaye: When | said strategy, | also means the objectives of the bank.

The employee: Indeed, if you look at the new sustainable finance regulation that has entered into
force on the 10th of March, I think, it is important, it is a new discipline, and a new way of
communicating with our clients and also a way to ensure that we invest in a sustainable manner and
at such is really integrated so we have include that in our objectives, in investments policies and our
way to classify products for clients and how we distribute to our clients. So, it goes from the strategic
to the operational level. And it is done once it is really clear, which risks are we talking about and
the implications.

Alexia Butaye: Okay, | forgot to mention before, when we spoke about key risk indicators, | wanted
to know if you reach approval from business lines regarding the KRIs, do you need someone that
approve it for the whole group and for business lines?

The employee: What we do is to define KRIs based on risks identified and it is defined commonly
with the business lines. Once we have that, we start to measure the potential impact and define KRIs
and we ask each business line to replicate KRIs in their environments.

Alexia Butaye: And regarding risk reporting, what is the frequency of the reporting?
The employee: It depend on the type of risks, daily, weekly and monthly and quarterly.

Alexia Butaye: And through which communication tools? Presentation to the executive and to the
board, or other such as intranet?

The employee: No, it is usually in the format of the report that we provide to the top and to the
bottom. We do not publish it yet, | believe on the intranet but it has started with sustainable finance
in particular, so we have publications on intranet but again, it become at a mature stage and | do not
believe, at some point we will not classify anymore emerging risks but risks that we monitor.

Alexia Butaye: And one last question, how do you calculate the capital that you use in case of loss
events or in case of emerging risks happen?
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The employee: That is a difficult one. First of all, for scenarios we take into account capital
requirement for estimations. We also identify external factors that will influence our balance sheet
and as part of these external factors, you could have natural disasters, etc.
So you can consider that as an emerging risk but it will impact existing categories of operational
risk and IT risk, for example. And based on these scenarios, we define the capital that is required.

Alexia Butaye: Okay, it was my last question.

The employee: What | would say as a general conclusion is that emerging risks is one of the
categories of risks that we monitor, it is not a risk that we will communicate on specifically,
separately from the others, it is part of the risk and control management process.

Alexia Butaye: According to you, are emerging risks events that sometimes we do not know and
sometimes we know or should know. From your perspective, which of the previous statements, do
you think emerging risks are?

The employee: You have right, they have different levels of maturity. We have start to detect that
an additional risk might influence the bank, that is what |1 would say emerging, but this detection
has different maturity, some of them are really far away, we see that something is happening and
some is really closed by and start to be properly integrated them. It really depend on because it is a
large category, the different categories that I mentioned, they will change and each time we will
add a new category and see potentially something there and add it and integrate it in our risk
taxonomy.

Alexia Butaye: And from your perspective, is it possible that an emerging risk occur when different
risks happened in the same time or due to interdependence between different risks?

The employee: But it will not be an emerging risk. Because that would be a parameter or hypothesis
that impact the existing risk categories. It can be an event, indeed, an important natural disaster but
it is not a new risk, it is part of existing risks.

Alexia Butaye: I ask you everything what | wanted.
The employee: Great, | hope it would be useful. ARE there any other banks that you will interview?
Alexia Butaye: Yes, | have still other interviews the next week and the weeks after.

The employee: Okay. | also recommend you to interview some consulting firms which who we
work, they have usually a good view about how the different banks operates.

Alexia Butaye: It is a great idea, thank you for the advice. | wish you a great afternoon and thank
you.

The employee: Best of luck for your thesis, | hope it would be interesting.

Alexia Butaye: Thank you

The employee: And if you have an interesting conclusion after, come and share it.
Alexia Butaye: Okay, | will do that, goodbye.

The employee: Goodbye.
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10. Interview with the Chief Risk Officer of Euroclear Bank:

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Marie-Anne Haegeman, Chief Risk Officer at Euroclear Bank and part of the
Management Committee.

Date: May 28, 2021.

Place: Online, by Webex meeting.

Marie-Anne Haegeman: Hello, Alexia, good evening.

Alexia Butaye: Good evening Madam. Thank you for answering positively my demand for this
interview in the case of my thesis.

Marie-Anne Haegeman: Yes, no problem.
Alexia Butaye: Can you hear me well?
Marie-Anne Haegeman: Yes, | can.

Alexia Butaye: So, | would like to know if you agree that | record this interview because at the end
of my thesis, | have to transcript it.

Marie-Anne Haegeman: No problem.

Alexia Butaye: So, | would like to know what are the degree of confidentiality that you prefer for
this interview. But, maybe, we can discuss that at the end of the interview, regarding the information
that will be shared.

Marie-Anne Haegeman: Yes.

Alexia Butaye: Perfect. | am currently doing a thesis about how banks analyse emerging risks and
I wanted to know who are the people involved in the process, the tools used. Now, can you tell me
more about your function at Euroclear Bank please.

Marie-Anne Haegeman: | do not know how you are familiar with Euroclear. So, we have Euroclear
SA, so the top level, and then, you have different entities and you have one entity that is Euroclear
bank and I am the Chief Risk Officer of the bank of Euroclear so not of Euroclear Group. Euroclear
bank is located in Brussels, and it will present more than 70% of the group of the profit, and of the
balance sheet, is coming from Euroclear bank so, it is one of the most important entity within
Euroclear Group. | am Chief Risk Officer; | am of course part of the Management committee. So,
in the management committee, we have the CEO, the CFO, then me the CRO, COO and the head
of banking. So, we are five in the management committee. And we have a reporting line, in one
hand to the Group’ Chief Risk Officer and on the other hand, I am reporting to the Chief Executive
Officers of Euroclear Bank.

Alexia Butaye: Okay, perfect. And how do you define emerging risks, from your own perspective?

Marie-Anne Haegeman: Emerging risks is something to look forward, it is risk that we need to take
into account. You have the known risks, the known unknown risks and then the unknown unknown
and it cover subject the whole scope. And we look at emerging risks with two different lengths: one
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is more the top-of-mind risks that are coming, are rise in the new future and then, you have more a
horizon scanning exercise that we will look at a bit more longer term. The most important for us,
when we say emerging risks, that we look at threats and also at opportunities. Because emerging
risks are everything that is uncertain, so it is the downside and upside. And what we do then, is look
at these and then, we are checking internally, for everything we identified, if we are doing the right
things or sufficiently, or do we need to do something more. The exercise, in itself, has the aim, on
one hand to challenge our business plan and on the other hand, to see whether we are taking the
adequate and proactive steps for mitigating the threats or taken the opportunities.

Alexia Butaye: You told me that you have two different lengths regarding emerging risks: in the
new future and horizon scanning. How many times per month, quarter, or per year, do you monitor
them?

Marie-Anne Haegeman: So we have two things, the one that we call more the ‘european banking
barometer’, so that is more a top-0f-mind, the top forty for Euroclear bank. For that, we ask them
to really reflect, not doing big study, just based on day-to-day activities, what they see as main
concerns and opportunities for the upcoming one to two years. That is an exercise that we do once
a year. And we collect inputs from managers and then, the other exercise that we also do once a
year, it is more the horizon scanning. That we really based upon looking externally, identify at the
macro trends, clustering this macro trends and we really dedicated a team to the horizon scanning.
So, we alternate: in June, we do the ‘EB barometer’ and by the end of the year, we have horizon
scanning. So, we have twice a year a discussion at the management committee but also on the board
committee about emerging risks. So, the one more top-of-mind, the more a shorter term and once a
really in-depth exercise where we spend more time; for the EB Barometer, it is not a lot of effort,
we collect input and analyse it. But when we do horizon scanning, we do a lot of preparatory work
before the discussion with the board.

Alexia Butaye: And how do you collect input regarding emerging risks? Do you have industry’
meetings?

Marie-Anne Haegeman: We have ‘In Risk’ that is one person that is really looking at it and take
part of some industry meetings but also look at everything that appear at the newspapers. So, itis a
outlooking guy in risk. But then, the partners, with people of strategy, also have their own antennas
and they have the product managers. So, the three departments are working together to really make
sure that the discussion on the horizon scanning are well prepared. Then, what we do is that it is a
thinking exercise, need to be prepared together with the strategy but when we go to the board, we
really have a workshop on this. So, it is not something that we do on the regularly board meetings,
we have dedicated brainstorming meeting and we use the slide to really ask opinion of board
members to have an active brainstorm based on material prepared and use their experiences, because
we have experienced board members, so confronting both ideas. So, we have a look externally, they
are really external, independence of the directors and we can ask questions to the board, we really
get their feedbacks on everything we prepared and then, on one hand, we also ask them where we
need to investigate further and then also their opinion on actions already taken. And also, what we
also ask them, we put the risk threats and opportunities in different quadrants. On vertical axe, we
have the impact and on the horizontal axe, we have the uncertainty. And we plot all the risks, on
these four quadrants based on axes and so, if it is a low impact and almost low uncertainties, then
the risk needs to be covered by the business as usual. If it is quite certain with a big impact, then we
need active management to be sure that we mitigate the risk and take the opportunity. If it is low
impact but still a lot of uncertainty, then it is just more reactive monitoring that we do and see how
it will work. And if it is quite uncertain but could have a big impact, then we understand we take
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no plan, we don’t know how the future will look like but this and this, will be definitely put a better
place so we need to engage action plans. It is how we look at the things.

Alexia Butaye: Okay, it is very interesting. What are the main emerging risks that you faced the last
few years?

Marie-Anne Haegeman: When | look at the latest horizon scanning, the document that we put to
the board, it was in October last year because | said that we do it alternated. We had ten, the
discussion was around the rise of ESG of course, that was one topic; in term of inflation, it was a
second topic that we look at; then the technological evolution; the open security services, then the
geopolitical climate; the new asset’ classes and client’ segments, then service moderately and
digitalisation foreign; the rise of platforms, then artificial intelligence and powerful analytics; and
regulations. Some are more macro trends and some are more specific to Euroclear and we need to
look more specifically to our sector. So, it is a combination of both. So, out of ten, four were being
put in ‘active management’, three in a ‘no regret move’ and three in ‘monitoring’. So active
management count for fourth of the ten identified topics.

Alexia Butaye: And based on this matrix regarding the impact and degree of uncertainties, if the
impact is quite huge but low uncertainty or whatever, do you have more meeting to discuss these
specific risks or just general meeting to discuss all risks in the matrix?

Marie-Anne Haegeman: When we go to the board, it is one workshop, but of course, before going
to the board, we have iteration to be sure that we go well prepared to that brainstorming to the
board and on the element we identified, then dedicated session where we discuss what we are doing
currently around these topics and that is also an assessment that we report to the board to see if it is
okay with these topics. If a see ‘active management’ in that quadrant, we have to be sure about the
project we have and then ask the board, if whether they indeed agree sufficiently on that project.
And of course if the timeline is okay for them.

Alexia Butaye: And who are the people involved at this session where merging risks are assessed?

Marie-Anne Haegeman: It is risk management, the head of strategy, the head of product
management and the full EBMC so the full management team. What we also do, is to present input
to the Asset and Liability Committee where we have expert on balance sheet management and assets
and liabilities management. Because all of these things can really have an impact on your balance
sheet and p&lI (cfr. profits and losses) and it is also topic that we discussed in the Asset and Liability
Committee. But that is for horizon scanning.

Alexia Butaye: Is there a facilitator during this meeting or someone that take the lead of the
discussion?

Marie-Anne Haegeman: It is the risk management team.

Alexia Butaye: You told me about the impact on the balance sheet, how do you calculate the capital
that you need in case of loss events of if emerging risks happen?

Marie-Anne Haegeman: So, of course we use the same assessment grid as we do for large incidents
so we do not have a specific dedicated, specific impact grid for emerging risks so the way of
identifying is different and then the assessment of the impact, we use a normal grid. But of course,
we ask opinion of different people and sometimes we see that they have divergent views of the
impact of certain risks can be, you see that at the World Economic Forum as well, and we leave of
the most extreme and we take the median of our opinion of severity and likelihood.

Interview — World Bank



70.

Alexia Butaye: And do you use a risk inventory ?

Marie-Anne Haegeman: | do not know what you mean by risk inventory, we have a risk taxonomy
that is how we classify our different risks but we do not have separate category for emerging risks.
So we use a normal risk taxonomy for that. We have a separate risk type for systemic risks, risks
that really impact the whole financial sector but for emerging risks, we do not classify separately.

Alexia Butaye: And do you sometimes use public database to have information about emerging
risks?

Marie-Anne Haegeman: Yes, we look at, because when we have horizon scanning exercises, we do
it by the risk management team to prepare the session. It is out of the all information that is available
in the outside world, we group them. First, we identify the potential macro trends, once we have
them, we group in clusters, clusters we have currently are economies market, this is one; then
geopolitics is a second one; and ESG a third one; demographic; technology; and the final one is
industry shift. So all the information that we collect from the outside world, we put them in these
clusters and then, we identify and assess the potential implications for Euroclear and potential
responses.

Alexia Butaye: Do you think that emerging risks can be created by interconnected risks? Do you
try to go the source of the risk to mitigate it and understand it? And do you have more a silo approach
to identify emerging risks?

Marie-Anne Haegeman: In our horizon exercise, we look at the individual risks and then we do, of
course, the scenario analysis. Then, we combine different risks but not only emerging risks. On
scenarios and stress testing and reverse stress testing, it is more on a combination of existing risks
that increase the severity of existing risks and indeed we introduce these emerging risks but that is
for me, still a separate exercise. At the end of the year, we have the horizon scanning and then, at
the beginning of the year, we do this stress testing and reverse stress testing and scenarios analysis,
in the frame of the ICAAP, internal capital adequacy assessment process, and of course we do a
combination of risks and emerging risks but always making sure that it is a consistent scenario.
Well, emerging risks, you can have sometimes risks and opportunities so in the scenario, we build
a logical scenario. Because sometimes one risk create an opportunity and you can not have all the
risks together and in horizon scanning, we do not do that, we look at individually but in scenarios
we make sure we do a consistent story.

Alexia Butaye: So, you have more an approach to look forward than backward about what happened
and look at the future, not just historical events?

Marie-Anne Haegeman: It is a combination of both Alexia, so indeed we use historical scenarios
as well because past is also important. We build new scenarios but to see how big is shift or threats
we put in the scenario and we often look in the history and see for example what is the biggest
equity drop that has happened. So in scenarios, you have to include the severity of an equity shock.

Alexia Butaye: And regarding the monitoring of emerging risks, do you use indicators?

Marie-Anne Haegeman: No what we do, during period of exercises, we see trends but do not really
use KRIs for emerging risks. What we do have is, in our dashboard, are forming risks profile
assessment with leading indicators but leading indicators are something else that really KRIs on
emerging risks.

Alexia Butaye: And who is responsible for sharing information to the board and executives?
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Marie-Anne Haegeman: It is risk management.
Alexia Butaye: Risk management too. Do you share information with the bottom-up level?

Marie-Anne Haegeman: Yes, not all employees but what we do is we share with the Asset and
Liability Committee which is a quiet senior committee and we also have a management network so
it is all directly reported to the EBMC members where indeed we give a feedback from the board
discussion.

Alexia Butaye: What are the criteria that you use to assess emerging risks? You told me previously
that you use a matrix with impact and uncertainty axes, but there is not axe for likelihood?

Marie-Anne Haegeman: Yes, well in the EB barometer, so the more top-of-mind barometer, we ask
the participants to plot the risks on likelihood and severity but in the horizon scanning, likelihood
is included in uncertainty. Uncertainty in the horizon scanning is a combination of how likelihood
is something, and how clear is the way forward already so it is a combination. But likelihood is
comprised in the uncertainty axe. But in the EB barometer, which we can keep it more simply, we
use the axes likelihood and impact axes.

Alexia Butaye: Do you have precise steps for identification, horizon scanning, monitoring, scenario
planning, stress testing? Before, you told me that at the end the year, you do horizon scanning, but
do you have delay for each step?

Marie-Anne Haegeman: | am not sure that | fully capture your question, if my answer is not linked
to your question, tell me. We have in June, we do the EB barometer, which is more the top-of-mind
looking to two years around. We have horizon scanning which is a bit more prepared and at the
beginning of the year, we run scenarios and stress testing and what we do is the calculation of these
scenarios, and then, thorough the year we keep our scenarios up to date if we identify new risks,
they will be included in these scenarios.

Alexia Butaye: You answered my question, it is perfect. And do you ask for external consultant in
the process of identifying, assessing, mitigation and/or monitoring emerging risks?

Marie-Anne Haegeman: No. At this point, we do it fully ourselves. Euroclear have hired and
attracted a lot of new senior managers, for the time we are quiet well equipped to, based on different
experiences in other companies, to do it ourself. For example, when we have to do stress testing or
coming stress testing for ESG, | think we will used consultants because this is something that is
really build on scenario that is something new so probably we will ask some help. For ICAAP, we
have the help of Ernst & Young to two years ago, it is always at the beginning of a process that we
use consultant but then, later on, we try to be self-sufficient.

Alexia Butaye: And regarding inputs, they can help you to obtain some knowledge?

Marie-Anne Haegeman: What we do, for example, because we do not have your own Chief
Economist, because of relationship, we have a chief economist from a big bank in Belgium that
come every quarter and give inputs and normally on the economic side we have it. On the digital
and innovation, we do have internally, a separate division that is called ‘innovation and
digitalisation’ so for all these new techniques, we have them and use consultants to affiliate, it is
not on the process directly that we use input from consultant but indirectly, yes, it is include.

Alexia Butaye: Perfect. And how does emerging risks fit with other categories such as operational,
strategic risks, according to you?
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Marie-Anne Haegeman: We have included them in a normal risk taxonomy so when | mentioned
the different topics that we are looking at, we are looking at financial and non-financial risks. So, it
is not limited to one or the other. A few years ago, we identified ESG as an additional risk type. |
will not say that it never happened but normally our risk taxonomy is quite stable and we try to fit
these emerging risks with the existing taxonomy but if needed, we can open an additional risk type
but both financial and non-financial.

Alexia Butaye: So, it is part of the general process, there is no clearly distinction between emerging
risks and other risk categories?

Marie-Anne Haegeman: To make it very clear Alexia, our risk taxonomy is an inventory of different
risks for which we want to assess our risk profile. So we will assess, for example, our credit risk
profile, we will assess our liquidity risk profile. We do not assess our emerging risk profile, that we
do not do. We will include the different emerging risks when, for example, assessing our credit risk
profile. For example, in Covid, that was an emerging risk, all governmental supports will be
reduced, then we might see an increase level in the corporate bankrupt, that is an emerging risk that
we take into account when assessing our credit risk profile. We take information that we capture in
the horizon scanning into the assessment of existing risk types but we do not have a specific stating
to the board: “imagine risk profile has gone out of our risk appetite”.

Alexia Butaye: What link is made between emerging risks and the company’s objectives and
strategy?

Marie-Anne Haegeman: The information of the horizon scanning as well as threats and
opportunities we use them in our business plan and we have a based scenarios where we calculate
multiple years plans based upon that and we stress that stress case and for that stress, for risk
management we need to challenge these stress test and for that, we use input from horizon scanning.
So, we look at horizon scanning and say which of these things can impact, positively or negatively,
our based case scenarios. So, it is use by risk management to challenge the business planning.

Alexia Butaye: Have you ever faced difficulty to assess the severity and frequency of emerging
risks?

Marie-Anne Haegeman: For Euroclear, it is very difficult to do. Not because we are talking about
emerging risks but even operational risks, it is very difficult for Euroclear to assess the possible
impacts and also the likelihoods because we broadly never had operational incidents. So we build,
over the last year, advanced measuring model for operational risk and our own data was insufficient
to upcoming for likelihood and severity so we need to based ourself upon industry’ information of
operational losses because we are really risk averse, and it is very difficult for us, we have a low
frequency-hight impact issues and it is very difficult to monitor and model. Normally we don’t have
incident but if we have a real incident, it can have huge systemic implications towards the financial
world. We are handling figures and our figures are in turning, it is not like a normal commercial
bank or activity so if something goes wrong, it can really go wrong. We are taking a bit conservative
stands, we are also saying “this and this and this can happen” but then, if we look at history, none
of these things ever happened. And we think “are we overestimating likelihood” so we are quiet a
bit conservative company. We should be also because we have systemic infrastructure.

Alexia Butaye: You told me about industry’ information, is it discussion with competitors or
regulators?

Marie-Anne Haegeman: No, it is really on operational risks that is ORX database.
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Alexia Butaye: Perfect, | have a great global view of how you analyse emerging risks. It was very
interesting.

Marie-Anne Haegeman: Was is everything Alexia or is it something else that you need to know?

Alexia Butaye: No, | have every information that | wanted. Just regarding the confidentiality of the
information.

Marie-Anne Haegeman: You can do, it is not a problem.

Alexia Butaye: So, your name, your function and the name of the company can be public?
Marie-Anne Haegeman: No problem.

Alexia Butaye: Perfect, thank you for your time. Thank you, Madam.

Marie-Anne Haegeman: Lot of success, Goodbye

Alexia Butaye: Goodbye Madam.
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11. Interview with the Operational Risk Director at World Bank:

Type: Semi-structured interview in order to understand the analysis of emerging risks in the banking
sector.

Interviewed person: Operational Risk Director at World Bank
Date: May 3, 2021.

Place: Online, by Webex meeting.

Alexia Butaye: Good morning sir. Can you hear me well.
Amédée Prouvost: Good morning Alexia, very well.

Alexia Butaye: Perfect, thank you. First of all, | would like to thank you for your time and
consideration for my thesis.

Amédée Prouvost: You're most welcome.

Alexia Butaye: | also want to tell you if it's okay for you, I will record the interview to retranscript
it at the end of my thesis. And maybe we can speak together about the confidentiality maybe at the
end of the of the meeting, or right now?

Amédeée Prouvost: Okay.

Alexia Butaye: Do you prefere that this interview will be confidential or do you agree that your
name or your function, and the entreprise's name will be published on my thesis.

Amédée Prouvost: | have no problem with your using my name my title and a reference to the World
Bank.

Alexia Butaye: Okay, thank you Sir. So maybe we can start the questions.

Amédée Prouvost: Okay, perfect. To be honest with you, some of them are just another way to ask
the same question so maybe | will. | guess some of those, | may give you long, long answers, which
would cover other questions. Whatever works for you.

Alexia Butaye: Yes, it's perfect. We can do like that. Okay, so first | propose that you tell me a bit
about your position atWorld Bank, and your role as a risk operational director.

Amédée Prouvost: Sure. | have been for the past seven years, the director of the operational risk
department. In other words what people would call in the private sector, Chief Operational Risk
Officer.

First I report to the World Bank Group, and the CRO, she's responsible for three departments one,
which is the credit risks departments and deals with the core business, which is so the credit risk.
The second one which is called the market, and counterparty risk, which has to do with, obviously,
the fact that we are a financial institution. We found ourselves in capital Markets and we also invest
our liquidity and capital markets. And then I have worked in what American English people will
say, the rest of the kitchen sink, which means everything else, which has to do with risk falls in my
in my portfolio. So here, I will read from my the description on my LinkedIn profile, go back to
that, there was a range of things with Chinese departments. It's a operational risk management,
business continuity, crisis management, Enterprise Risk Management, and also corporate insurance.
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It's really the whole non financial risk practice, and we serve as a problem solver for senior
management. Whenever there is a particular issue which arises, how does one give you two
examples which preoccupy me this weekend, actually I will give you four examples. We're very
much involved in the practical implementation of data privacy policy. And the interesting part of it
is that World Bank is a multilateral institution, a Treaty Organization. And as such, it is not subject
to laws and regulations, it benefits from some privileges. But in order to be able to work with other
counterparts and it needs, sometimes to adopt its own policies which will mirror the legislation. So
that's what we did with data privacy. We created a policy, which is broadly inspired by the GDPR
legislation from Europe, and we deal with the challenge of implementation. How do we deal with
that in practice. Another example, we work very closely with colleagues and corporate security, and
we have a global footprints in physically. We are in every country in the world, with the exception
of Cuba and North Korea, which means we are in the hotspots. So, give you an example of my
conversations over the weekend with our chief security officer, we are trying to deal with the issue
of what to do with our Kaboul office. And the other people who work in Afghanistan. Now that
there's been a decision by the US and NATO forces to leave. We also involved in the definition of
the future of work. We were also involved in the industry the response to the covid crisis in term of
the protecting our own staff. So | serve as a key member of the emerging risks management team
for example and we have been the group that build | would say crisis resolution issues and at the
same time advises senior management on decisions that could be making. So this is the range of
things, very broad, very exciting.

Alexia Butaye: Okay, thank you for that precision. Also, to give you more information about my
thesis, | have to build a corpus of good practice to analyse emerging risks in the banking sector.
And now, | would like to know more about how do you define emerging risks? Because there are
lots of different definitions of emerging risk, it depends from one organization to another, and |
would like to have your own definition about emerging risk, in the case of World Bank of about
your experience, how do you define it?

Amédée Prouvost: So this is a very interesting question and not an easy one.
Alexia Butaye: Yes, | understand.

Amédée Prouvost: | don't think there are risks, which are truly unknown. I think that if you look at
the universe of risks. Sometimes we call them differently, in a different manner, they can have a
new name. They were something which nobody paid attention to, and then everybody wants to pay
attention to it and you need to catch the attention of the senior management of the board so you're
going to call it different. So, emerging risks are not necessarily new, they're just growing in
importance or the realization of the importance is growing in the organization. Obviously, if you
think of the mission of an organizations, It is really to generate, to take risks and generate returns
to go back to the creation of the cooperation in the role of banks. Our role is to act as the instrument
of collective actions for shareholders that in taking the risks, which they would not take alone, or
they would not take without a structure, which then allow us to manage that risks. So, in my world,
We do take risks, but we have to take risks with our eyes wide open, in order to achieve results,
achieve in financial turns to achieve returns. So, we don't see risk. It is a recognizing that every
financial institutions must take risk with one them to take well informed risks so that they can
manage the consequences of risk events. They can either decide, you're not going to take the whole
risk, you're going to take one particular section and didn't lay off some of the other. And so, | think
that the emerging one. It is, just emerging in importance. | think that we are much more aware,
presumably, | would say of fraud and money laundering risks. At this point. | think that during the
pandemic lockdown, by job joke by saying that street criminals had to face unemployment because
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there was nobody to steal on the streets anymore rob in houses because people live in them. So,
every street criminal had to go back to school and become a cyber criminal. So there is probably
many more actors, focusing on cybercrime. More sophisticated but state actors, there was a story in
The New Yorker, philosopher in The New Yorker, which talks about, for example, state actors in
North Korea, usually and for somebody just physically peddling basic fraud on the internet. So, that
is a continuously emerging risk in the sense of itis becoming more and more important. It is
becoming more sophisticated. It is also becoming very successful. And each organization is
struggling with that. So, how do you make yourself more resilience. How are you looking at making
people better aware of the fact that they should report if they see anything wrong. Sometimes they
should just report it immediately to the Office of Information Security, and say, help me. This looks
suspicious. Is it legitimate, or is it indeed, an attempt to penetrate our defenses. So, that is one which
continues to emerge in the sensitive world and in importance. |1 would also say that there is a book
called gray rhinos, written by Michele and which is very interesting. You are maybe familiar with
the black swans. That is a concept which was a much used in financial market. The Gray rhino, if
you have not seen this book, take a lokk. Yes, so, written by Michele Wucker and it said how to
recognize an act on a danger that you ignore. So the image can you say, | don't have to worry about
this and then suddenly you have a jungle galloping behind you, so that refers to broadly what we
can say the pandemic risk was probably very random because we all knew that they were public
health risks with Ebola. And we can say that we are very lucky, they would argue that the
transmission of animal to humans, was a risk we have to live with and so this is something which
in a way should have been in our consciousness. So it is viewed as emerging because we were not
putting as much emphasis on it but we were not as well preparebut it is a pretty broad discussion
which we could have on that one too many more questions, but that is the way | look at it. Very
rarely is an emerging risk and unknown, and there have been somewhat neglected, you cannot fix
every issue, you will have to make a judgment that I would have put it. If you think about insurance
to protect your house, or to protect the lenders who can give you a mortgage in some ways, if your
house gets hit by lightning, they also kind of exempted, type of natural events. So there is something
about either the actual rarity, or the perceived rarity, or lack of focus or preparedness.

Alexia Butaye: So until know, the main emerging risks that World Bank have faced is fraud and
cyber criminality?

Amédée Prouvost: Yes, | would say fraud is probably a very important one. To our knowledge, we
have never had a major fraud events. But we also have a key which looks at corruption and fraud,
affecting the project, which we financing and there will always be people who will try to therefore,
kind of the ultimate beneficiaries of those projects so this is something which I would have put it,
it is like crime in real life, right, you are not going to crime is not going to disappear. You just have
to hope that you will be able to respond quickly. And the criminals will hit another organization
which has lesser defenses or less prepared. | think that, | would say that these are probably some
prominent risk perspective is that the biggest risk.

Alexia Butaye : Okay, and do you see any change in emerging risks that you have been faced since
a few decade, or are there any emerging risks that you were absolutely not prepared and that you
were like: ‘we didn’t prevent it, we didn't know that it will be happen?

Amédée Prouvost: It is an interesting question Alexia, | think in theory in mature operational risk
function, they should know about everything. The question now is that they are going to report what
they do along the categories of operational risks which are defined by the Basel methodology. What
I would say is that the ones which are not necessarily reported upon, could be viewed as emerging,
in a sense that, you may also have certain types of risks which are more, you have, you have
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interconnected risks, one small thing might trigger another one. We also are willing to probably, as
we learn is easier to gain confidence, it is easier to go back to the things we had neglecting. I would
argue, for example, that it is much easier if | may use an image like looking at streetlights, at night,
than to look at the dark corners. And so the temptation to, to do the same thing you've done before,
and say, and then also focus on second order issues, to say, we've done this particular risk review
which we know well, and things are evolved at the margin but they're still manageable. That's
important, But I think that we need to keep that away to say, what are we missing. Is there something
out there which I didn’t see. I would give you another example, we've been very, very lucky Over
the years, because we've lost very few people to accidents, we have people who fly over the world
and to the most dangerous places in the world, and sometimes on airlines, which wouldn't be
allowed to fly in advanced economy. You also have people who go see project sites on roads which
are extremely dangerous. So there are a lot of car accidents. Some of them, resulting in the grievous
injuries. And so, we are currently looking at something called ‘excessive loss on workers
compensation’. I give you an example, if you look at the airlines crash on the 737 max which
crashed which about 21 or 22 UN staff, and one World Bank staff on it. So, there were no survivors.
I mean, obviously, it was a tragic event, for organization also, you will have to pay workers
compensation for the surviving spouse or family or state to the person who died. We only had one,
but the UN had more than 20. In fact, they were flying to Addis-Abeba to go to a conference | think
there will be, and we've always had trying to have limits on the number of staff on one plane. There
is pressure to say let's stake the cheapest airline. No problem we're traveling together and so on. We
can have suddenly, the perception shifted that it could be a major risk for the organization. First of
all, if you have to higher proportion of senior people who leave the organization, or just a large
number of people affected, that would be tragic. So, that's probably an emerging risk in the sense
of consciousness. As we realize that we have to do something, we've been lucky so far but we can't
depend on our luck in the future. | would probably call it an emerging risk which maybe had been
neglected because we were again too trusting or too confident in our fonction. So these are some of
the things which you will see. | go back to the issue, and think of how probably 10 or 20 years ago,
before alarm systems were invented, maybe in the house you grew up in there's probably no alarm
system. And then suddenly kind of an off system became available and if you can house owners,
property owners installed them, and then suddenly gradually became the norme. You see, so you
could have said that, as the as the technology to try to reduce the risk of being burglarized. They've
been developed it became more widely acceptable or available. And that became an emerging risks
and decisions need to be taken to address it before that they were ignoring it. But the point is that if
the ability to address that type of risk events becomes available, then we can do something about it,
and then it becomes an emerging risk in the sense that there isn't a reason to do something, and
you'd be foolish not to. Make sense?

Alexia Butaye: Yes. But two questions, the first is when do you report an emerging risk, when it
occurs or when you see the first signals and also about the preventive controls, how do you manage
that risks? Maybe you can tell me more about how do you monitor these risks? How often and who
is involved because you told me about a team specialised on fraud, do you have different teams
depend on the risk?

Amédée Prouvost: We don't have nobody specialise in emerging risks. Tt's a judgment combined
with observation. I'll tell you how we organize, first from a governance perspective, we have an
operational risk committee within reporting to the enterprise risk committee, and we also the basis
to report to the board. And we follow a cycle, and so on that committee, we have all the business
functions, and the members of my team have responsibility primary responsibilities for covering a
subset on universal functions. And so they are ongoing discussions with the quarter. In fact, because
the functions which are the risk quarter is the first line of accountabilities have to report on risk
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events that they see, you also have conversations where my colleagues will approve them will ask
them questions and ask if everything has changed. And that conversation will then allow you to
discover a new concern. And if there is a new concern or a new worry, but it's not necessarily a new
risk is just a risk which suddenly has become bigger, for a particular reason. So go back to the issue
of corporate security around the world. People used to think advanced economy was very safe, so
offices in places like Paris, Brussels, the London were basically very safe. And then you had a
number of terrorist incidents in all for those cities. And, and then the reaction of the staff there was,
we feel terribly at risk. What are you doing to help us. So they probably went from zero to 100. And
so we kind of we always knew that there is no location which is absolutely restricted. And so we
were able to engage with them to secondly validates their feeling of kind of the loss of absolute
security. And we were also able to take a number of measures to make it more difficult for
somebody who doesn't have the credentials to work in and make it more difficult to park a car,
which would be an account mode next to our offices and so on. But at the same time what we have,
we have the perspective of the totality of the footprints. | would argue that our offices in Kaboul or
Cuba are probably still the most dangerous. You increase your analytical capability to talk about
the risk faced in some countries, and in different parts of that country. So for example, the UN risks
are different from ours.And why because they're focusing on regions of the country where they
might be peacekeeping operations. Why should | be focusing on the capital cities where World Bank
offices could be located to engage in ongoing negotiations with the government or government
ministries and we tried to be more and more analytical and look at rankings. For those things happen
on a quarterly basis, we say does it require a high level of management to get involved. Do you
have all the mitigating strategies you need, do you have the resources you need. One of the key
questions of courses is what ideal of limited resources, are they allocated in the right way, | will put
in too much to focus on one risk and not enough to focus on another one. So, those qualitative
discussions are very to say, look, not only within corporate security risk but also we're focusing
enough on this by comparison to other risks. At the end of the day, Alexia, this is a very difficult
exercise, because it's a matter of judgment. But | think we can help guide the direction of travel and
help senior management then formulates, what 1 would call inflection points in the curve, it might
say, you know, given the fact that they are pushing very hard for more decentralization and more
decisions taking on this field, we should continue to invest in a preferential matter in corporate
physical securities in our corporate offices, but at the same time we should also continue to invest
in cybersecurity, because it is becoming more and more sophisticated and more and more
aggressive, so | don't know if | were answering your question, but those discussions are quarterly
reported, And then that also with a, with a two layered structure, the operational risk committee
which is at the business unit level, Directors of departments, managers of functions. And then that
goes into the highest level risk committee which is the Enterprise Risk Committee, which is chaired
by the Managing Director and CEO which is one of the number two of World Bank and that can
guideultimate budget allocation from one year to the next, | hope it makes sense.

Alexia Butaye: Yes, and also | want to ask you, how do you discuss and decide when you focus
more on a risk than on another one? And how do you calcul the capital needed to mitigate these
risks?

Amédée Prouvost: Let me answer the question about capital first. So remember we don't are
regulated, we have you own adequacy model. And, there's an amount of capital set aside for
operational risk events, but it's, it's one block it's not divided by different component of operational
risk. And then, so, so in terms of the kind of focusing model one versus the other. This is really a
dynamic process. We never drop our attention on a particular risk, we never say that risk we don't
have to worry about anymore. Because the world changes. We also know that as risk people, we
make coming up with a judgment and we might be missing something. There might be a perspective
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we are missing, it might be a piece we are missing and as you know, the risk business is supporting
decision making in a world where information is always partial and cannot always be verified. So
it's really dynamic. So, I would say, we want to focus on something, where some work has been
done, new work to make sure we analyze that risk better or that we take into account new
perspectives coming from the outside of his shift in the way we connect that particular risk to others.
So, so this is this is the way we actually do it.

Alexia Butaye: And how often do you do that, during a regularly meeting monthly or annually,
quarterly ?

Amédée Prouvost: So it goes back to the to the quarterly reporting. So, they are. For example, go
back to the issue of corporate risk or cyber risk. There is a member of my team, in fact more than
two people working in my team who provide the interface with the business function. And then
there is usually a meeting where | am involved and my counterparts is also involving because we
may have complementary perspectives but | can see other things on which we may related on a
particular risk issue to what happening in other function as well, again, operational risk is about
people, processes and systems, and so we have a responsibility within across institutions, to see
whether things which are happening not just in one function but in others. In other words, we need
to be able to figure out whether risk events is specific to one business function or this is something
which affects several business functions, or the whole enterprise. And then we need to pull this
information together to see, well what about that signal, is it just an individual signal or If I look at
all these signals together, it could be an indicator of something bigger and more nefarious. I will
be moderating a discussion as part of the request of risk net, later this week, a discussion on fraud
and money laundering on the Asian countries. And | had a series of conversations, which are
fascinating with the people whose responsibility is to deal with fraud and money laundering from a
risk and comply perspective within institutions in Southeast Asia, and also with somebody another
speaker who is looking at the development of technology solutions. So there, for example, think of
how technology evolves and how one uses Al to try to recognize patterns or to see are there Maybe
this was just pure nose to the human brain, but the kind of the machine learning will recognize
something will ask question about is this a suspicious activity. And then we'll able to recognize the
same pattern on different locations. So, so we're using technology, We recognize the limits of the
human brain, but a collective of a whole team is collecting on human brains is much better than a
single one. And t then we also talking to other people listening to. So, let me add one other thing
about how we learn about what people called emerging risks, we scan the universe, in terms of
publications, either reported risk events on regulatory reports or analytical reports published by
consulting firms or academic papers, I'm sure people will read your dissertation at some point in
the future, and say Alexia ‘dissertation helped me to think about those matters in a different way.
And then we say that allows us to see different types of risk events, and ask ourselves, are we
prepared for something like that. Because the reality that it's not a matter of if, but when we will be
hit by similar events. What | mean so, so by absorbing information also from outside, we can ask
ourselves, Is there something we have, thought about. I hope, I hope this helps. | hope | mean | feel
like 1 might be going in circles but one of the ideas | hope I'm giving you some elements of a
response to the question you ask me.

Alexia Butaye: Yes, absolutely. So, do you use data base, risk register and that kind of tools to
prevent that kind of risks?

Amédée Prouvost: Thinks in that way, risk registers and data base are different form of informations
that I told you, register, by definition is, organising risks events based on what we know about them,
right, so this is the register can evolve and data base can evolve but there are build in a particular

Interview — World Bank



80.

moment. Based on the knowledge we have and we need to structure it. So you need to be sure that
you cover all the things you know. But they won’t give you any information regarding things thar
are unknown or emerging risks. You need to scan the horizon, talk to people. People in the risk
profession talk about the things they see. One of the things that | should add is if you look at the
World Economic Forum report, which is not done regularly | thinks, so, talks about risks from one
year to the next. So, if you look at the numbers of year, you will see that there is some things
predictable and the interesting part is that has something by name differently that is actually the
same things we had before. So the only exeption to that is within the force space and the cyber space
as people are looking at different type of risk events and then are calling them differently and
probably there is different protocole to deal with unknown and better way to deal with things we
don’t know. So it is really a combination with what we have done, what do we need to do and do
we have the means to look at the things. Think about how the insurance world has evolved. Now,
cyber insurance is a pretty standard products but for a while, it didn’t exist, it is a specialised
product. You also have, in insurance covered, sometimes covered for the universe of risks. So more
we learn about those risks, more we can isolated them and named them differently. And we can
provide some kind of coverages which is specific to them.

Alexia Butaye: Okay. Previously, you told me about people involved in the emerging risks
identification, and about the reporting which is a bottom-up and a top-down approach. But who is
the responsible of the information to be sure that it is well shared through the organisation?

Amédée Prouvost: It is a good question, it is the management team of the department, so it is me,
we are two managers responsible, one is responsible of running the operations in insurance function,
the other one is responsible for the management of business continuity and crisis management
function. So, we are three of us, with team members we review the totality and agree on how are
going to report and highlight the risk domain where we are going to say we think that our risk
exposure is increasing and either in term of the, | would say, the impacts or threats and we are also
going to talk about mitigate or can mitigate that particular threat. So, overall, this is a process which
involves the whole leadership team of the department, but it's not one person, it can never be one
person because we have an individual kind of individual has too many mental biases, it has to be a
part of a discussion with several person, part of a conversation within the whole team. So, if anybody
has a dissenting opinion. It's very important for us to hear why did you sense, is anybody kind of in
the team so we missing something that we need to go back and think about that again. | think that
there's tremendous value in, first of all, extreme diversity across the team. And the importance of
everybody's opinion. I've been known for saying that. Some of the most valuable people in the risk
profession are introverts, because they don't speak much. But if you ask them to tell you what they
think. They usually observe things within the external worlds that they have observed.

Alexia Butaye: You told me that you communicate about emerging risks with employees, but how
do you do that and which communication channel do you use? And do you also communicate
emerging risk, outside of the company to other stakeholders?

Amédée Prouvost: | told you about the reporting structure and the committee structure so we report
on to the management on a quarterly basis. But your question about outside the institution, we do
participate in informal consultations with the people who do the same thing. My team and | do at
the World Bank, in different, multilateral institutions. So we talk to people at, European Investment
Bank, African Development Bank of all university entities. We also talk to other multilateral
institutions. And that is basically our peer group, wetry to see because we, we are. We, we have a
similar governance structure, similar | would say, types of cultural strengths and vulnerabilities,
again, none of us, | mean we all benefit communities and privileges, which means we don't have to
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comply with rules and regulations, and therefore we are unregulated institutions. So we have the
same challenge of trying to figure out what are the things which are the most important in a
regulatory world. If we were regulated, what would we be doing. And even though we naturally no
need to satisfy a regulator. It is important for us to do it, and report to our governance structure so.
So these are the peers, and we will structure discussion with that particular risks, let's talk about this
particular risks so we have thematic groups, not just the risk functions, the CI10 speaks to the other
ClOs. The controller speek also to the other controllers. So we have multiple ways to benchmark
ourselves against others, and to share good ideas. So, so this is the way we were.

Alexia Butaye: Okay. And to go more in depth about monitoring emerging risk, how do you do
that, do you use indicators?

Amédee Prouvost: No, | told you, I mean, | don't think they are usable monitoring on emerging risks
based on what we have discussed earlier. So, | think we do read. | do, | mentioned the World
Economic Forum's annual risk report, we do we do take a look at it, we read what see the big
consulting firms published. But these are mostly marketing documents. These are not risk reporting
documents where they're comfortable to regulated, for example, so you have to take it with a grain
of salt. I think however that sometimes some of the reports are academic work which focus on one
type of risk and go deeper from the medical perspective can be very useful because there to you
read it and you say, Okay, is there something which appears to be new to me. In other words, Am |
missing something. | think it's a quest. Alexia, of everyday, everyday my team get up and say,
okay, ithere something new today which we missed. They should | be worried about something
which I wasn’t thinking about. so it's a daily practice. We don't just say okay then he won't do not
look at the things. This is, we are. We not only focus on the inside of the organization, but we have
alternate with outside. And so it can happen, it can happen on any day of the week. So it's hard to
have a structured process from a piece of information manner.

Alexia Butaye: Yes, and at the moment when you read somewhere:”Oh, this event happened
currently, we have to take that into account”. can you give me a concrete example when you see,
okay, we have to manage these because this can happen, and it can make a huge impact or lower
impact, about a situation where it's happened Please?

Amédée Prouvost: So | go back to the crash of Ethiopian Airlines flights. And then a second 737
Max which crashed, pretty soon after that. And | think it was one of the Idonesian Airlines and |
remember when | heard that immediately, It was over the weekend here in the US, | immediately
texted colleagues and say have you seen that. And | said, the risk to us is that there is a tragic flaw
in the 737 max. We don't expect the regulator's to reply right away because they have to follow the
process. Is there anything we could do or should do to tell our staff, if you don't feel safe whith the
737 Max, you are welcome to say, I'm not going to pick this flight, and then ask our travel team to
find you different routes on different aircrafts. So that's an example of immediate reaction, say, let's
deal with the unknown. We recognize that a risk event, which we hadn't thought about. And then
take action, but then See also things are going to play out so. So | would say the first thing was to
make sure that we don't lose anybody on any of those flights. Until we wait to see what the
regulator's are going to do. As you may recall, we did a few days, regulators in different parts of the
world has decided to ground 737 Max, but | have no doubt that that would happen. They had their
own process though, and | wanted to make sure that until those decisions were made. We had
reduced our exposure. So that would be such an extreme case of course. But I think that's the same
Spirit. We note a risk from the second line risk functions. We have access to have access to anybody,
including the president. And so, | would if I think there is action to be taken. | will immediately talk
to my boss and my boss's boss, and we will help with the help of my team will say action needs to
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be taken and it doesn't have to be publicized, but it has to be about how do we manage our exposure,
which we do, we make decisions sometimes. We have also to give you another example we make
decisions to evacuate staff from some zones, for example, | would draw. So, we get information. If
you have a sense of which action we can take to reduce your exposure, you take it, and then you
process information as he goes through to try to continue to adapt your response. Same things, if
there was a data breach. Then, so would immediately take take whatever action. He sees is
appropriate to protect, to protect the enterprise. But at the same time we may not have all the
information about the nature of the threats, how widespread it is for detecting other people, how
deep it has gone, it's a bit about. So sometimes you read stories about institutions which were
breached, and they're very quickly turn out the access to the internet, so that they can contain the
treats, It's the same idea.

Alexia Butaye: Okay, great. So based on what you read, on newspaper that you based our actions
plans. Do you need the agreement of another committee to put control in place ? because you told
me about your boss or boss’ boss. You take the main decisions regarding action plans?

Amédee Prouvost: This is a very good question. There is a book called ‘Agility’ which was
published by two friends. One is Leo Tilman and the other one is Charles Jacoby, who is a retired
four star general in the US armed forces and he was the commander of USNORTHCOM (cfr.
Commander of United States Northern Command) and NORAD (cfr. Commander of North
American Aerospace Defense Command). And so, and we had them come to rrisk forum, which we
put together before we went into lockdown of course, for all risk professionals across the World
Bank group. And he explained that when is he is the biggest boss, no further than the whatever the.
Of course, every, everybody has another boss, so he could have the CEO in those functions. And
he said, what I've learned is that | can't know everything which is taking place. Also, my brain is
not that powerful that can be an expert in everything. They are people, lower than the chain of
commander, who have extraordinary expertise in that domain. | need to trust them, first to empower
them, and then to trust them to make the right decisions. When you deploy the armed forces and to
accomplish your mission. But even though you've trained and you have all kinds of plans, you
expect the leadership on the ground, to have to be able to process information, and to make
decisions. They can't say all right for the plan, so, so your question is, is leading me to issues around
delegation of authority, including a parliament to respond to a particular risk events. In the first
instance so, so we will look continuously at for example our CEO or Our CSO, Chief Risk Security
Officer, to make all the decisions he needs to make in case of crisis and we are let’s say the second
line risk function to sit down near them on a typical basis to test to do desktop exercises, and to
document that we've done those, and to make sure to test that he has the ability to do that. And then,
at the moment of crisis, he will have to act now. In the case of data breach, for example. We also
have an incident response procedure and mighty there's an important role in convening that the
committee, and then making sure that we serve as an intermediary between the CSO and his team
and senior management. So, so they are things which you put in place, And then, at my level, there
is the responsibility to make sure that those things happened to according to the governance which
have been established and authority and help people to brainstorm to the new aspect of the crisis,
and say but nobody's going to question. All our officies around the world has a crisis management
teams. So we train them, no crisis will be identical to what you are trained for. In these crisis
management team, we help them to empower them. But the person who makes a decision in the
field, is the Chief Transmission, the country director or the country manager and if he is not there,
somebody is designing to play their role. It's really like think of it, the parallel is the Navy, right.
you may have an undeveloped headquake that, but actually the captain of the ship need to make
decisions. The captain of the ship, sees what's happening around him or her, and you cannot, you
cannot. You cannot just say | will make every decision at headquarters. But it's the same, it's the
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same alsobut active a dynamic risk response, we draw from the practices which have been put in
place by the armed forces and the example of the Navy is a good one.

Alexia Butaye: Previously, you told me that to recolt input and information, you read report from
consulting firms but except for that, do you ask for external advisor. For example with the airlines
crashes, what about external party that help you to mitigate the risk?

Amédée Prouvost: Not at the time of crisis, because of a crisis, we already had to respond. Lets me
to give you an example. We've been working on there. As I said, buying excess of loss, workers
compensation insurance, we working with a insurance broker because they've done that. This is
their job to cover that for their clients, and then to place that in the market. In other words, then to
structure the insurance contract and to find buyers at risk. So, anything which has to do with a risk
transfer in the markets will of course depend on the professionalism and experience, and technical
expertise of somebody. So, so to structure things to review things, we work very closely with our
internal audit function. Also, the third line, where we establish the function to create a road map for
operational risks and enterprise risks. When they conduct an audit. They sometimes use advisors
from the consulting industry, where subject matter experts. And in that context, we will have
broader discussions about not just about what we're supposing to do, which is the audit function to
look at. But to say, could we benchmark against what others are doing, other things which others
are doing, which we're not doing things which other people are thinking about doing, which might
be helpful. So, so we take advantage of those processes to then have broader conversations with the
outside world and make sure that we remain on top of our game.

Alexia Butaye: Okay. And, according to you, what are the benefits you experience of looking at
emerging risk? Other than protecting people and workers because | have well understood that it is
very important for our organisation and it is normal.

Amédeée Prouvost: So, you aks what is our risk function. Obviously, we have a set of priorities.
Think during COVID. We have two primary principles. One is to protect the health and safety of
out staff. And the other one is to, to continue to deliver to our ultimate clients, because they're facing
that crisis to either the larger extent than the advanced economy. So we have to try to achieve both.
So, so, looking at how the risk landscape is evolving, including what we agreed to call emerging
risks is very important to make sure that we pursue those objectives, the right way. | will also say
that any risk functions need to be worry about what we call emerging risks. Otherwise, basically
looking backwards, but talking about emerging risk is another way to talk about looking forward.
But it's really about keeping it relevant for the times and adapting the way you work to the evolution
of the threats and risk landscape. And then, but even there, | would say there is also something
which is important, you could be worry about everything. And actually, we should, we should ask
ourselves everything but we have limited resources to deploy. So there, there, we have also a
judgement about What are our general counsel who was risk aware keeps referring to gain over risk.
In other words, there are certain risk events, certain types of risk, which may have catastrophic
consequences for the organization. And the result of the organization being a big difficulty. So, so
there are different gradations in terms of impact or potential impact. So, so we need to, we also need
to be on the lookout Indeed those risks, which may add the gray rhinos, but may transform gray
rhino to give another risk. I think that there are a few cases in the literature about For example of
major ilTtransformations, Major, which turned out to be almost given the risks because so badly
that. So we didn't talk about that at all, but I feel very very good about, which is also very important
for us which is always on my registry of what you and I called emerging risks and which is we
engaging into System Review complex system review. In a way, which is really, which is The best
we can. And so, because these are getting, we are so dependent on technology. And so dependent
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on systems. And then, unfortunately so few people are fully conversant in those issues that's a huge
risk for a complex organisation.

Alexia Butaye: Okay. And can we say that in the case of World Bank, looking at emerging risks is
important to for considering the impact on value creation for the organization, but also for protecting
people or stakeholders involve in the organization?

Amédée Prouvost: Yes and yes, absolutely. value creation for intimate clients or intimate
beneficiaries, and at the same time protecting the assets we have, not just the financial capital, but
most importantly the human capital. So it interesting for both.

Alexia Butaye: Interesting. Before you said about looking forward and looking backward, and in a
lot of scientific research and document that I read, | saw that a lot of company continued to look
backward, and to try to identify with looking backward but the forward looking is also very
important.

Amédeée Prouvost: You have right Alexia, the backward priority | often say that | want people to
understand that the second line is a safe space for them. So when they come in with a worry concern
regarding an risk event, they're always welcome, nobody will ever point a fingers on them. And |,
because we need to solve it, we need to address it. And we need to help them. There is no risk event
that I do not like, provided it's not exactly the same one we had last week and we thought we fixed
so that, in terms of backward looking, sometimes we need to go back and say, did we get it right.
So | think for example, people will do insurance underwriting. You need to have good underwriting
papers, so that you can go back. If you have a claim, you say, Did we really do the best we could,
at the time given information we had or did we have done a mistakes, because | think that correcting
mistakes. Well, that should be the first thing you do. So, there is some element of going back and
checking your work and saying, Okay, think of. Think for example of the importance of model
validation, model risk, is a continuously growing part of the operational risk function, it's very
important to go back and say, did we have the document right, did we be productive right, it makes
sense and is still up to date. I really do accounts to progress in academia, progress in research, but
then you also want to look forward to say, are we going to add new phenomenons. In other words,
or did we just simply ignore things. So it's both. It's some discipline work going back and therefore
managing the mistakes you probably have made, but it's also building for the future. You got it.
You have it on the nail. You have it right.

Alexia Butaye: Thank you. You're specialized on operational risk right ?

Amédée Prouvost: During my career, | did different things, | was the Chief Financial Officer of the
political risk insurance arm of the World Bank Group. After that | was the Chief of Staff for this
group CFO for a number of years. Before that | worked in their treasury functions. | did a lot of
different things.

Alexia Butaye: Because my question now is, how does emerging risks fit, with other risk categories
like strategic, operational, etc? Do you manage risk on a global process or an individual process
and is is it for the wole group or by countries?

Amédée Prouvost: You know, | hear you but you're asking me to go into the level of detail which
cannot be relevant for us because we have to be ready for everything and anything. So, you have to
be looking across the wole landscape. And at the same time to be able to go very deep in one
domain. So there is no In a way, we have structured, but we also have to be ready to deal with what
is unstructured. The problem also is that if you're only looking at structure. Something's falling in
the gaps, in the cracks in between the different silos, or the different options. So, our role is also
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sometimes to say that's an issue, which doesn't below just to one function as an issue which affects
the organization but which cuts across the whole organization. And then we have a role to play with
those risks. Here we didn’t talk about risk that much but issues around ethics, for example, are very
important as it is not easy to deal with so we work very, very closely with Chief ethics officer on
people issues on kind of compliance with policies and conflict of interest rules and so on. And then,
if this is something which is, which continues to evolve right because if you think that somebody is
somebody has the wrong intentions, they will try to find a loophole or crack until they find one,
right. So, you may think that you have a perfect system, and then find a fault in your defense, so it's
a structure is important and structure is also dynamic. So | hope I answeredin your question. it's
the person who asked to be on the lookout for anything and everything. And this is what it is, and
then ask your colleague. Do you agree with my assessment, or do you think that they're missing
something. It's, the human brain, again, it's think of, 1 mean | keep saying that sometimes.
Sometimes in places which are unknown. We may have a very distinct feeling of danger. But we
can't articulate it why, but physically means that our brain has seen a signal, which you can put in
words. And you have to follow this instinct. So our function is sometimes the same one, is the part
of the brain, which articulate things in work. So we have to accept that there is a signal, which
makes us uncomfortable, that we don't know yet. We need to process it we need to look at it. So we
have to be curious. We have to be comfortable with the uncomfortable. We have to be interested in
to come with original solutions. So it's all, then it takes us into the whole issue of risk culture. And
I think that's a positive risk culture.

Alexia Butaye: Okay. And one last question about what about the link that you can made between
emerging risks and the World Bank’strategy and objectives? Does it already happened that you
revise the strategy or the objectives of the Bank after an event happened and impact your
organisation?

Amédeée Prouvost: That is the biggest question of all. Alexia. Yes, | mean the answer is yes. Any
strategy need to be dynamic and any strategy should evolve. The risk functions need to contribute
to the evolvment of the strategy. That sound obvious but think about what we have done in the field.
We, well I give you the example of what we did, what, what on the, on the lending side, we did for
most of the year. There was a huge amount of liquidity and aversion, everywhere to provide
financing to response to the current crisis, which was a public health, economics and social crisis.
So So suddenly we may have been focusing on different things, but then suddenly, we have to think
about a catastrophe around the globe and the wonderful news of the creation of vaccines against
COVID with an added opportunity also to participate in a the co-vaccine initiative with the UN to
also set up together to participate in the scheme, organized by the UN separately to procure vaccines
in the difficult parts of the world so that, r staff could be vaccinated. We've also done a number of
operations, we started operations to allow governments to upgrade their public health system to be
able to procure and deliver vaccines in addition. so if you think of, suddenly, it's a bit of a scramble
to say again what is our role and what is our role in relation to, with UNICEF, with some players,
and then our strategy has evolved because it become that has become the highest priority. but once
it's done, then suddenly it's gonna evolve again because while there is hope that with those vaccines.
We should be able to conquer that terrible illness. Now we need also to help states, focus on what
they need to reconstruct and you know a crisis should never go to waste. Because that way those
crisis in other countries have revealed particular weaknesses. At the same time | want to give
recognition to particular sources of resilience. So the question becomes how do we leverage off
those sources of resilience to then recreate a maybe a safety net, address the biggest falls in, in
public health services, and then help also then recreate economic growth in a better way. So, | mean
this is huge, and I think that the recognition of a massive, massive risk and | like that one. Well it
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has implications on the way we run institutions, it has also implications on has what we do for our
clients. So, this is the biggest question of all Alexia.

Alexia Butaye: What our organisation is beautiful, to help poorest areas to have the chance to have
access to medical services.

Amédée Prouvost: Thank you thank you thank you, we, we know we're lucky to be here.
Alexia Butaye: Indeed.

Amédée Prouvst: So we have to do that. | hope that | answer to most of your questions.
Alexia Butaye: Yes Sir, Thank you for our time and for this interview.

Amédee Prouvost: Good luck with your thesis Alexia

Alexia Butaye: Thanks you Sir, Good bye.

Amédée Prouvost: Good bye Alexia.
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