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RISK-BASED OPERATIONAL AUDIT

A solid case for stringent husiness

The case of risk-based operational audit has long been debated.But
the question is, what is the best way to go about this?

BY ANGELA MHLANGA — COMPASS INSURANCE

SIJII'IE Uf tl'IE kE‘H’ aspects 1o this

debite have inchuded: What is the importance
and relevance of the awdit considering that a
caompany undergoes an extermal awdit anng-
ally? Whan are the key elements o functional
autdit processes? A, of caurse, how 1o best
ereate a structural framework from which o
measure processes o eosure the audin actu-
ally negranes risk and creates a Muid risk en-
vironment? In light of the reeent economic
recession, where it can be argued that risk

THERE 1S NO DOUBT THAT THE INSURANCE
SECTOR NEEDS SPECIFIC OPERATIONAL AUDITS

TO MANAGE RISK EFFECTIVELY

management was not effectively  applied,
resulting in hoth indireet and  direct losses
from inadequate internal processes, prople
and systems, it is evident that measuring and
managing risk is most cemainly becoming an
essentinl wol woelTeetive business manage-
meit,
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abjectives, agreed upon standarnds and crite-
ria Tor evaluating and assessing these objec-
tives and Doally 1o measure sctual perform-
ance against targeted performance,

While these are all key elements, whan
is hecoming ever more eritical, is o repor
back timeousky to relevant stikeholders 1o
ensure it the company mitigates  possi-
bl disasters/catastrophes,. This will lead 10
imore eflicient amd effective operations which
will in wim lead 1o sustainable profitabiliny
and the ;1hjll1_l..' 5] l"“ll.'l,'l‘i".'l.'l_'lr'
iddemity and manage potential
risks. This 13 ever more press
ing in the insuranee industry
where much of the markers o
tention has already been given
o wredin risk; solvency risk and insurance
risk - practifioners are now looking closely
al opertional rsk and how 1o best manage
this across  the diverse insuranoe  related
husiness opcrations.

Within this sector, the opérational aadit
plays a eritical rofe, 1T we take for example
how activities tn o binder armngement ane
managed - where the company has strict
complianece mules which need w0 e ad-
hered 1o, to manage risk for the principal,
it hecomes crtical o have aperational audits
imn pL‘u'l.'.

Furithermare, the size ol the insured busi-
ness and the level of complexity could cor-
tainly wall for the necd for an operational
audit, In Gaect, simywhere where internal proc-
esses are a key component o managing busi-
ness risk, paves the way for o possible audir,

THE INSURANCE CONTEXT

There is po doubt that the insurance sector
neetls specifie operational audis w effec-
tively mamage risk, Howewver, kiey areas that
should be covered under such wudiis ane
vestments,  underwriting  activities,  clims
hamdling activities, cash collection and pay-
menl activities. [Uis evident that core business
functions are feviewed as part of the aadin
process however insurers peed 1o also ensure
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that at every point in the business the operi-
tiomal audit process s undertaken with agreed
standards and objectives in mind, resulting in

H.I"H-Iﬂl'lll.'l‘-' and accurite oulcomis,

ADDING VALLIE

Done correctly. an opermational audit can have
i strong, positive mpact on the business. As
the: audin offers the decision makers an op-
ponunity to identily arcas that could presem
larger, more complex problens in the Tutre,
by identfying arcas of risk and assisting in
finding ways to mitigate this risk.

While: risk management is a key clement
in this provess, it also highlights arcas where
reduction in costs can be obtaned, or even
better, where elevated revenues could be ob-
tained within the busimess, With this inomind,
it shouhd also be rased that these stringem
audit processes enhanee the companies” abil
iy tosimplify processes and ensure thar siafl
are working sman and not hard - reducing
lead times and maximising business prof)
cienvies, Lastly, risk-hased operational sudins
shvouldd |l|.*.'t|1 1 [||,:' 1,‘|il1|i|li|11'1:1i ol company
burcaucracy  allowing  for easter  dectsion
making within well understood parameters.

SUCCESSFUL RISK FRAMEWORK

There are o few vital elements o establishing
A functional and suceesstul risk framework,
1. Establish risk areas within the operations
Creaning o diverse risk level struciure, whierne
the severity of risks impacting the business
are solared from one another, 10 assist the
business in managing cach nsk in relation o
it effect on the business, Through digesting
the importanee and consequences of these
risks singularly instead of secing them as one
issue it helps ereate @ platform for lagical
resalution,

Ao Audits should be regular and consistent
Mhe: operational weam need 1w see the ap
proach not as one that can merely tick the
boxes, While evaluating processes is impor
tant, the main focus of these audits is on
managing risk, especially severe risks or



Date s July, 01 , 2010 Publication ; Enterprise Risk Page Mumber © 30-31

processes

those that could potentially become severe.
This provess needs o comprise of tough in-
terrogation of processes and requires prag-
matic thinking 1o ensure each anditor s
thinking “what il™ in terms of risk identi-
fication,
1. Establish feedback touch points for the
aperational team and relevant stakeholders
Reports that are transparent, that are easy 1o
read and assimilate will assist management 1o
elfectively run their organisations and play a
critical role in the risk mitigation process. As
such, companies need o ensure they have a
Auid, consistent and casy 1o understand re-
porting and feedback provess,
While a strong apermional framework s cer-
tainly incremental in soccessful risk manage-
ment, other aspects that work hand-in-hand
with the framework need to be considered.
*  Resources - ensuring you have the right
people 1o conduct audits and mn the
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operations will go 4 long way in ensur-
img suecess, The calure of continuously
secking 1o improve processes from the
mamagement team will also aid the op=
erationil audit process.

o Implementation ol improvément arcas -
Reviews are orucial how-
ever without implementa-
tion they remain a “whine
elephant™ S0 it ds critical
that sufficient efforts ane
made in ensuring contrals
are implemented through trained, maoti-
vated team members,

¢ Review - Track and reinvigorate proc-
esses and procedures 1o refresh the audit
process and allow for innovation in the
aim of effvetive risk idemtifcation and
management,

Since operational risk is evident in every busi-

ness,  vompanies should look to undertake

regtular operational audits, cleaning the busi-
ness from the inside owt, People, processes
and agreed standards need to be kept top
of mind, ensuring they work wgether effec-
tively and are following correct procedures in
identifying and mitigating risk.

COMPANIES SHOULD LOOK TO UNDERTAKE
REGULAR OPERATIONAL AUDITS, CLEANING
THE BUSINESS FROM THE INSIDE OUT

Risk management can be a delining factor
between a business' success and downfall,
therefore companies should consider a- vi-
able risk management platform  that ad-
dresses existing and potential risks and that
offers a solid means of feeding this back to
the relevant people to evaluate and resolve,
A risk based operational audit can do just
this.. effectively! as



