Risk governance structure

Risk management is sponsored by the Macquarie Group
Board (Board), and is a top priority for senior managers,
starting with the Managing Director and CEO.

The Head of RMG, as Macquarie’s Chief Risk Officer, is a
member of Macquarie’s Executive Committee and reports
directly to the Managing Director and CEO. The Chief Risk
Officer has a secondary reporting line to the Board Risk
Committee that approves the replacement, appointment,
reassignment or dismissal of the Chief Risk Officer.

The Board oversees the risk appetite and profile of
Macquarie and ensures that business developments are
consistent with the risk appetite and goals of Macquarie.

All Board members are members of the Board Risk
Committee. The Board Risk Committee has responsibility for
ensuring an appropriate risk management framework —
including the establishment of policies for the control of risk —
is in place. The Board Risk Committee receives information
on the risk profile of Macquarie, breaches of the policy
framework and external developments that may have some
impact on the effectiveness of the risk management
framework. It also approves significant changes to risk
management policies and framework and approves
Macquarie’s risk appetite. The Board Risk Committee

is assisted by the following Committees:

—  The Board Audit Committee (BAC) monitors the
effectiveness of internal controls with Macquarie’s
external auditor, management and the Head of Internal
Audit. The BAC also monitors and reviews the
effectiveness of the external auditors and the Internal
Audit and Credit Assurance functions

—  The Board Remuneration Committee liaises with the
Board Risk Committee and the Chief Risk Officer to
ensure there is a properly integrated approach to
remuneration that appropriately reflects risk

— The Board Governance and Compliance Committee
(BGCCO) reviews Macquarie’s corporate governance
arrangements and compliance matters. The BGCC
also has oversight of Work Health and Safety and
environmental matters on behalf of the Board.

Committees exist at the executive management level to
ensure that the necessary elements of expertise are focused
on specific risk areas. The Macquarie and Macquarie Bank
Executive Committees and the Macquarie Operations
Review Committee focus on strategic issues, operational
issues, material transactions, the management of risk and
review the performance of Macquarie on a monthly basis.
Beneath this level, there are other committees where senior
specialists focus on specific risks as appropriate. The Market
Risk Committee and Asset and Liability Committee are
examples of these committees.

While committees oversee Macquarie’s risk appetite and
acceptance process, risk acceptance decisions are
ultimately delegated to individuals to ensure that approvers
are individually accountable when signing off on risk
acceptance decisions.

Risk Management Group

RMG’s oversight of risk is based on the following five
principles:

Independence

RMG, which is responsible for assessing and monitoring
risks across Macquarie, is independent of the operating
areas of Macquarie, and the Head of RMG, as Macquarie’s
Chief Risk Officer, reports directly to the Managing Director
and CEO with a secondary reporting line to the Board Risk
Committee. RMG approval is required for all material risk
acceptance decisions.

Centralised prudential management

RMG'’s responsibility covers the whole of Macquarie.
Therefore, it can assess risks from a Macquarie-wide
perspective and provide a consistent approach across
all operating areas.

Approval of all new business activities

Operating areas cannot undertake new businesses or
activities, offer new products, or enter new markets without
first consulting RMG. RMG reviews and assesses risk and
sets prudential limits. Where appropriate, these limits are
approved by the Executive Committee and the Board.

Continuous assessment

RMG continually reviews risks to account for changes in
market circumstances and developments within Macquarie’s
operating areas.

Frequent monitoring

Centralised systems exist to allow RMG to monitor credit
and market risks daily. RMG staff liaise closely with operating
and support divisions.
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