
	Annex 2 
[bookmark: _30j0zll]Risk Management Framework
	[image: ]




Risk Managemetn Framework for Country-Based Pooled Funds 
Risk Management Framework for 
Country-Based Pooled Funds (CBPFs)


“Managing risk effectively helps organizations to perform well in an environment full of uncertainty.”
ISO 31000:2009, Risk management – Principles and guidelines[footnoteRef:1] [1:  The International Organisation for Standardisation (ISO) standard 31000 sets standards for risk management procedures and provides definitions while describing how a risk management framework is best implemented.  ] 



1. 	Background

[bookmark: _GoBack]This document provides a suggested methodology for risk management in the context of Country-based Pooled Funds (CBPFs). The approach described below focuses on the fund level risk analysis and management, aimed at providing a set of tools to support the decision-making process and the achievement of CBPFs objectives and outcomes. 

The Risk Management Framework should be read in conjunction with the Operational Handbook for CBPFs. The outcomes of the analysis carried out using the tools and steps outlined below should form part of the Operational Manual for each individual Fund, where the Risk analysis and mitigation matrix should be included.


2. 	Risk management methodology 
	
The risk management framework herewith proposed is consistent with the ISO 31000 definition of risk and the proposed components of a risk management process. Risk management is typically driven by a cycle of steps (see chart below), which in the case of CBPFs will require collaboration among different actors and stakeholders at the country level, as well as between the field and OCHA HQ: 



FIGURE 1: A graphical presentation of the Risk Management Process
[image: ]

Implementation of the risk management framework will inevitably vary from country to country. Therefore, the proposed methodology is intended to provide a supporting structure with guiding definitions, key questions and suggested activities to involve the right set of stakeholders in the process. The Humanitarian Financing Unit (HFU) is the main focal point, responsible for reaching out to relevant stakeholders and facilitating the completion of each step of the methodology. The HFU should think of suitable options for collecting information for the initial risk identification and risk assessment. This could, for instance, be done through a workshop with relevant stakeholders or through interview and a brief desk review. FCS will assist in thinking of suitable options for this phase.

The methodology (see table below) should be used as a starting point to help organize the thinking process and should not be regarded as overly rigid. For example, “hazard risks” is one of the categories of risk listed below. It could mean the likely and sharp intensification of a given phenomenon (i.e. violence, flood, epidemic, etc.) in such a scale that the capacity of the Fund to respond may be outmaneuvered. How this category of risk applies –or whether it applies- to the ERF in Pakistan may be completely different from how it applies, for instance, in South Sudan. Likewise, there might be a number of other risk categories beyond the ones listed here that better fit the relation between any given Fund and the context in which it operates. Thus, risk management should not be bound to a set list of risk categories, but rather to a clear thinking process that supports fund management in identifying unique risks to each fund and the various control mechanisms that exist to manage those risks. 

TABLE 1: Overview of the Risk Management Process
	
STEP 1: Establish context
	
Establishing the context focuses on developing a structure for the risk identification tasks to follow. This includes reviewing the context in which the ERF/CHF is operating in (OCHA priorities, security aspects in the country, coordination mechanisms, programmatic priorities etc.)


	
STEP 2: Risk identification
	
Identifying risks associated with the ERF/CHF in your country (what incidents can occur and why the incident could occur)


	
STEP 3: Risk Analysis
	
The likelihood and magnitude of the risks - categorization of risk in terms of their likelihood and consequence (this is typically done in a heat-map)


	
STEP 4: Risk Evaluation
	
Strategies for pre-empting and treating the occurrence of a risk (options to reduce likelihood or alternatives to treat risk if it occurs)


	
STEP 5: Risk Treatment[footnoteRef:2] [2:  Risk treatment is a risk modification process. There are several options for risk treatment, including reducing the risk, sharing the risk, removing the source of the risk, accepting the risk, perhaps even increasing the risk if the risk could become an opportunity. Once the treatment option has been implemented it becomes a control, or a modification of a control.] 

	
This should detail responsibility for managing a risk (what specific stakeholder should take action to avoid or treat risk)


	
STEP 6: Monitor and Review
	
Continuous review of risks identified and identification of new risks as they emerge




STEP 1: Establish context

CBPFs are affected by multiple factors, inherent to the fast-moving operational environment and the challenging nature of emergency relief operations.  Establishing the context essentially means to take 360 degree perspective of the fund and identify the factors (or significant areas) that affect the achievement of objectives. It is thus concerned with defining the scope for the risk management process and setting the criteria against which the risks will be assessed. Examples of key areas can be: i) OCHA corporate priorities for CBPFs, ii) operational environment in the country, iii) OCHA capacity and reputation in the country, iv) coordination mechanism in the country, and v) political and security context in the country. Establishing the context includes the following activities:

i. Determine what the fundamental objectives of the Fund are: Consult key policy documents but also indicate other objectives that may have emerged but are not articulated.
ii. Review and analyze the identified key areas and highlight factors that drive risk: this can be a simple analysis, drawn by the fund manager from internal dialogue with relevant colleagues in the Country Office as well as external consultation with key stakeholders (e.g. partners, donors, clusters, Review Board/Advisory Board). This will also benefit from past audits, evaluation or other assessments of the operations of OCHA and CBPF in the country.

The context can be described in a few paragraphs (1 page) and result in the key risk categories for the Fund. This will in turn lead to the risk identification step of this risk management framework.

STEP 2: Risk identification

The purpose of this step is to derive specific risks out of the analysis of the main risk categories outlined in the context by answering the question: what incidents can occur?[footnoteRef:3] The following list of risk categories is meant as an example and should not limit your analysis: [3:  We have not provided specific definitions for the risk categories provided as examples here. Therefore, it is possible that certain risks could be included under a different risk category, or even multiple categories. This is not a problem, if risks are properly described and analyzed. The important part of the task is that it covers the essential risks that the CBPF is subject to.  ] 


Proposed risk categories (derived from STEP 1) and examples of risks

A) Strategic and programmatic: coherence between strategic objectives (mandate), funding levels, programmatic priorities and funding decisions
a. Lack of clear strategic objectives of the Fund
b. Lack of clear funding priorities
c. Poor needs analyses/assessments
d. Poor data quality
e. Programmatic inertia (i.e. funds go to the same type of activities although the context changed and calls for innovation/change) 
B) Governance and management of the fund: adherence to policies and decisions, and internal controls and oversight
a. Roles and responsibilities of governance bodies poorly defined  (i.e. review and advisory board)
b. Weak participation and engagement of stakeholders in governance bodies
c. Donor fatigue, lack of donor interest 
d. Timeliness and predictability of donor contributions
e. Insufficient knowledge of CBPF Guidelines and management procedures
f. Unclear reporting lines 

C) Financial: relating to effective and efficient management and use of  financial resources and the reliability of financial reporting by implementing partners
a. Fraud/Corruption
b. Theft or diversion of  goods
c. Poor financial reporting
d. Low absorption capacity

D) Internal: effective and efficient management and systems to support operations and meet performance standards (e.g. procurement, logistics, IT, staff, skill-sets) 
a. Poor Administrative efficiency
b. Insufficient database infrastructure to support allocations
c. Poor or insufficient monitoring
d. Insufficient financial resources to support the operation of the fund (e.g. travel, , monitoring and reporting costs, risk management costs, training)
e. Poor Human Resource Management (i.e. high staff turnover, not enough staff, staff lacking required skill sets)
f. Lack of filing system

E) Coordination and partnerships: effectiveness of the humanitarian coordination system vis-à-vis the operation and management of the fund
a. Engagement and participation of humanitarian partners in humanitarian coordination structures (e.g. cluster system)
b. Insufficient engagement  of the HC 
c. Limited information sharing among humanitarian partners
d. Lack of common humanitarian action plans and/or sector plans 
e. Lack of contingency planning
f. Limited number of implementing partners (UN and NGOs)
g. Difficult working relationship with national/local government authorities
h. Unfavorable OCHA reputation in country (credibility with partners, public perception)

F) Hazard risks: events and situations fully or somewhat outside of the fund’s control (e.g. natural disasters, political instability, armed conflict)
a. Seasonality of aid delivery 
b. Propensity to natural disasters
c. Political resistance to humanitarian action
d. Threats/hazards to safety and security of humanitarian workers
e. Mobility restrictions due to insecurity

While identifying the risks, it is important to explain what the risk drivers are by answering the question: what is causing the event/incident to occur? Again, the following is meant as guidance:

Risk drivers (examples)

1. Country-specific (weak institutions, corruption, physical infrastructure, etc.)
2. Programs
3. Partner capacity 
4. Coordination capacity (weak cluster system, leadership, etc.)
5. OCHA internal
6. Managing Agent (OCHA or another entity) rules and regulations

The following template should be filled out to complete the risk identification step:

TABLE 2: Risk Identification template for country-based pooled funds
	Country:
	

	Information provided by:
	

	Objectives of fund in country X:
(Objectives should be extracted from the existing policy document such the fund TOR etc.)
	Objective 1:

	
	Objective 2:

	
	Objective 3

	
	Objective 4:

	Risk Category A:
(Please describe the risk category given the context in your country)

Key Drivers:
· 

	Risk 1:_________________________________

Risk 2:__________________________________

Risk 3:__________________________________

	Risk Category B:
(Please describe the risk category given the context in your country)

Key Drivers:
· 

	Risk 4:__________________________________

Risk 5:__________________________________

Risk 6:__________________________________

	Risk Category … etc.:
(Please describe the risk category given the context in your country)

Key Drivers:
· 

	Risk 7:_________________________________

Risk 8:_________________________________

Risk 9:_________________________________


NOTE: (Add rows as necessary)

STEP 3: Risk analysis

The risk analysis focuses on the categorization of risks in terms of their likelihood and consequence defined as follows: 
· Likelihood – the qualitative description of probability and frequency of an event occurring; 
· Consequence – the outcome of an event or situation expressed qualitatively being a loss, injury, disadvantage or gain.

1. Determine the risk level: rate each of the risks previously identified with the following scales of consequence and likelihood:
 
TABLE 3: Risk consequence
	Scale
	Descriptor
	Example

	1
	Insignificant
	No impact

	2
	Minor
	Negative outcomes from risks or lost opportunities unlikely to have a permanent or significant effect on the Fund and OCHA’s reputation or performance

	3
	Moderate
	Negative outcomes from risks or lost opportunities having a significant impact on the Fund/OCHA. Can be managed without major impact in the medium term

	4
	Major
	Negative outcomes from risks or lost opportunities with a significant effect that will require major effort to manage and resolve in the medium term but do not threaten the existence of the Fund in the medium term

	5
	Catastrophic
	Negative outcomes from risks or lost opportunities which if not resolved in the medium term will threaten the existence of the Fund



TABLE 4: Risk likelihood - probability
	Scale
	Descriptor
	Example detail descriptor

	1
	Rare
	Highly unlikely, but it may occur in exceptional circumstances. It could happen, but probably never will

	2
	Unlikely
	Not expected, but there's a slight possibility it may occur at some time

	3
	Possible
	The event might occur at some time as there is a history of casual occurrence

	4
	Likely
	There is a strong possibility the event will occur as there is a history of frequent occurrence

	5
	Almost certain
	Very likely. The event is expected to occur in most circumstances as there is a history of regular occurrence



TABLE 5: Example of risks rated by consequence and likelihood
	Risk
	Consequence
	Likelihood
	Level (consequence x likelihood)

	1
	1
	1
	1

	2
	2
	2
	4

	3
	3
	3
	9

	4
	3
	3
	9

	5
	4
	2
	8

	6
	3
	4
	12

	7
	4
	4
	16

	8
	5
	5
	25

	9
	5
	2
	10

	10
	4
	4
	16

	11
	5
	1
	5

	12
	1
	3
	3



2. Visualizing risks: risks can then be expressed as a heat map or calculation of risks through the following equation: Risk level = likelihood x consequence


FIGURE 2: Example of a heat map
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STEPS 4 and 5: Risk evaluation and risk treatment

Organize risks from most critical (almost certain/catastrophic) to least critical (rare/insignificant) and outline the strategies for pre-empting and treating the occurrence of each risk (i.e. options to reduce likelihood or alternatives to treat risk if it occurs). Subsequently, allocate the responsibility for managing a risk (what specific stakeholder should take action to avoid or treat risk). Steps 4 and 5 should reflect a consensus and result in a commitment from the different stakeholders of the fund to take ownership and ensure the implementation of the risk mitigation strategies. Therefore, the following table should be completed through a group session/workshop ensuring the participation of key stakeholders. 

Appropriate strategies for treating risk can include:

· Reduce Risk – Establish appropriate risk management mechanisms to reduce the likelihood and impact on achieving CHF/ERF objectives
· Transfer Risk – reassign organizational accountability to another stakeholder that is willing to accept risk (example: use of third party monitoring entity)
· Accept Risk – this may be the only option in different cases, but OCHA and the HC needs to be aware of the potential consequences and establish appropriate controls
· Avoid Risk – avoidance of risk can be a valid strategy if the risk is highly likely to have disastrous effects. This type of strategy has to be well documented and informed

TABLE 5: Risk evaluation and treatment template
	Risk 
(From most to least critical)
	Mitigation strategy
	Timeframe
	Risk owners
	Cost of mitigation (US$)

	
Risk 8: (example) 
The lack of a humanitarian action plan results in unclear programmatic focus for the ERF in country X
	
1. Reduce Risk

Develop a strategy paper for the ERF, to be endorsed and reviewed twice a year by the ERF Advisory Board

	
December 2013
	
· Humanitarian Coordinator (with support from OCHA Head of Office and fund manager)
· Advisory Board members 

	
· ____

	
Risk 7: 

	
2. 
	
	
· 
	

	
Risk 10:

	
3. 
	
	
· 
	

	
Risk 2:

	
4. 
	
	
· 
	

	
Risk 3:

	
5. 
	
	
· 
	

	
Risk 4:

	
6. 
	
	
· 
	

	
Risk 5:

	
7. 
	
	
· 
	

	
Risk 11:

	
8. 
	
	
· 
	

	
Risk 1:

	
9. 
	
	
· 
	




Once the analysis has been completed, summarize the key outcomes using the risk analysis and mitigation matrix (below). This table summarizes the key risks identified (from the most to the least critical), the mitigation strategies, their timeframe, owner and cost. The matrix below should be included in the Operational Manual for the specific CBPF. 

Risk analysis and mitigation matrix 
	Risk 
(From most to least critical)
	Likelihood
	Impact
	Mitigation strategy
	Timeframe
	Risk owners
	Cost of mitigation (US$)

	
1. Risk category (e.g. strategic and programmatic risks)

Risk drivers:
· E.g. Decreasing level of funding

Add as many rows as necessary

	
1. Risk 1 (e.g. lack of clear funding priorities)


	

	
	Reduce or Mitigate Risk
E.g. Techniques for remote monitoring of projects are developed. 

	Month / Year
	
	TBC



STEP 6: Monitoring and Review

Monitoring

In order for the risk assessment to remain meaningful (i.e. steps 2 – 5), it is necessary to perform continuous monitoring and consultation with involved stakeholders and consider contextual changes. Given that ERFs/CHFs have limited capacity and are operating under various constraints, the Fund Manager in consultation with OCHA Head of Office (HoO) will have the main responsibility to ensure that the risk assessment is updated. By default, the HoO is responsible for risk management of the activities of the country office (CO) as a whole and the risks that CBPF is facing should ultimately be mitigated as part of the COs plan to mitigate risks. As the custodian of any CBPF, the HC is ultimately responsible for ensuring that the risk management framework is updated and used.

Review

The Advisory Board (AB) of the CBPF has a critical role in the risk management strategy. The Fund Managers should submit an updated risk assessment (a risk dashboard) to the AB to support the formulation of allocation strategy papers (in the case of CHFs) and strategy papers (in the case of ERFs). The AB, in its advisory function, should consider the critical risks that the CBPF is facing and advice the HC accordingly. The risk dashboard should include information on: i) top risks identified, ii) assessments of top risks, iii) most challenging objectives, and iv) outstanding action plans.

Given the presentation of the top risks, the AB and the HC should determine what risks are acceptable (risk appetite) and develop strategies accordingly.

Fund managers will be supported by the OCHA Funding Coordination Section in New York in various steps of the process and will provide assistance as required.

Reporting

Analysis of risk management activities should be incorporated as key section in the annual reports of ERFs and CHFs. The top risks identified and corresponding mitigation strategies will make up the foundation for such analysis.

The OCHA Funding Coordination Section will conduct a global analysis of risks facing country based pooled funds to be presented to the OCHA Senior Management Team on an annual basis. This global analysis will build upon the risk assessments done for each CBPF.

www.unocha.org
The mission of the United Nations Office for the Coordination of Humanitarian Affairs (OCHA) is to mobilize and coordinate effective and principled humanitarian action in partnership with national and international actors.
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