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Best and brightest

ome 15 years ago, [ met someone at a business gathering, and on his
business card, his official title read, “THOUGHT LEADER.” I had never

really seen the term before, and I joked that this title seemed a little
strange. To me it evoked an alien with an outsized brain who could use telep-
athy or bend other people’s will, that sort of thing. Thought Leader? Who the
heck came up with that crazy handle? And who would claim such a title with a
straight face? Surely this is another weird business fad that will fade away.

Well, it would not be the first time I was horribly wrong about something.
I am, after all, a guy who confidently stated once that gourmet coffee would
never become a thing in this country, after learning that a high school friend
of mine was getting involved with a little known company called Starbucks. So,
let me state for the record that I get things wrong and, when I do, I like to own
up to it. “Thought leader” might be my new Starbucks moment.

Intelligence is knowing what others don’t know, and brilliance is seeing
what others don’t see. Intelligence without brilliance has little application, and
brilliance without intelligence has little direction. They both need each other.
And in my life’s journey, I have met a lot of intelligent folks, and a lot of brilliant
folks, but [ haven’t met a whole lot of intelligent, brilliant folks. Those fine few
stand out like beacons of inspiration to me. I consider myself lucky to kRnow
them, and I always see my time with them as an opportunity not just to enjoy
their fellowship, but to learn a little bit more about myself, my world, and where
the first might best affect the second.

As the ethics and compliance profession swiftly grows, expands, and
evolves, there have emerged those standout individuals whose blend of acu-
men, inspiration, personality, and drive set them apart as inspirations to the
rest of us. And while Compliance Week has always been a platform on which to
highlight the information needed to conduct compliance more effectively, the
time has come for it to also act as a platform on which we might elevate the best
and brightest among us.

We put out a call among the audience to nominate who might be best consid-
ered for our first annual review of the Top Minds in the ethics and compliance
profession, and I am proud to present 12 fine individuals to you who, each in
their own way, bring something special and important to their jobs and to the
compliance community at large. These are the first; they are not the only. As
time goes on, we will continue to call out the profession’s thought leaders and
give them the spotlight they deserve.

But as we do so, we realize that nobody succeeds in a vacuum. To quote Ellen
Hunt, chief ethics & risk officer of the AARP—and who received more nomina-
tions than anyone to be included in this inaugural Top Minds review—success
in the ethics and compliance field is, at its heart, a collective effort:

“This profession encourages people to reinvent, to rethink, to constantly be
improving. I am not a top mind more than anybody else. I am better at my job
because of my colleagues. Nobody gets there by themselves, so my gratitude for
the people I have met on this path is sincere and deep. I have met so many phe-
nomenal people who are brilliant and committed and thoughtful contributors
to the profession. They inspire me, make me better at my job, and I could not
do it without them.”

We could not have said it better ourselves, Ellen. And now, we present to you
.. Top Minds. TM
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Ellen Hunt did not set out S L ' AARP
to join this profession. But Vi %
today, she is one of the
ethics and compliance

| community’s most beloved
, members, known for

her dedication to the
principles of how ethics
and compliance can

B  make business better for
everyone and for her deep
insights on what it means
to inspire people to do
good.

BY BILL COFFIN

After all, she has a great job as the chief ethics and compli-

ance officer for the AARP, a 37 million-member non-par-
tisan, not-for-profit organization dedicated to improving the
lives of aging Americans.

At a time when Baby Boomers are turning 65 at a rate of
10,000 a day, the AARP—already the publisher of the nation’s
largest magazine and a host of other standout media enter-
prises—is more relevant than ever, helping to reshape an en-
tire society’s thinking on what it means to grow older, what
it means to turn 65 in a country where nobody really retires
anymore, and how we look at age in general. If that is not a
job with an important purpose baked into it, then nothing is.

Ellen’s role at the AARP is classic ethics and compliance
program building. Her primary responsibilities are watching
over an organization with more than 2,000 employees, mon-
itoring for any potential conflicts of interest, writing and im-
plementing a code of conduct, running the employee hotline,
overseeing training and compliance communication, and
overseeing a formally designated ethics officer and an inves-
tigative team. Much of this has been built from the ground up
by Hunt herself, who joined the AARP some five years ago, at
a time when the organization wanted to put a robust ethics
and compliance program in place, not because it had to, but
because it wanted to.

“It is very unique for a not-for-profit to have that kind of
initiative to be driven by the board. And it was a very attrac-
tive incentive to join an organization that was putting to-
gether a best-in-class program because it thought it was the
right thing to do, not because some regulator was breathing
down its necRk or because it was trying to get in front of some
problem,” Hunt says. “That’s an amazing thing. And I wish it
happened in many more organizations.”

As a result, Hunt has not had to fight the battles for sup-
port and resources that so many of her ethics and compli-
ance colleagues across the profession have faced. Plus, Ellen

I t would be tempting to think that Ellen Hunt has it made.

The accidental expert

will be the first to tell you that the AARP is a great place to
worR. Living in Chicago but working in Washington, DC, Ellen
commutes each week from city to city, coming in on Monday
and going home on Thursday, working remotely when she
can with the approval of management. “As an employer, the
AARP has been very thoughtful about making sure that peo-
ple have the right opportunities to take care of their personal
needs,” Ellen says. “There is the idea that if you've got that
stuff running well, then you're better here, at work.”

Be that as it may, not everybody is willing to make a 700-
mile commute (each way) every week, and those who are,
typically only do so because the job is really, really worth it.
And for Ellen, it is. Not just because of how it has treated her,
but because of what it has enabled her to do with her career.

Hunt began her career as a lawyer specializing in mergers



& acquisitions work. She got into the ethics and compliance
field because she was with a firm that had a large compli-
ance settlement, and the board decided to create a corporate
integrity program. Hunt was tapped to put the program to-
gether, and the move proved to be a fateful one. She serves
as vice president of compliance operations for Blue Cross and
Blue Shield of Illinois for five years, as vice president of com-
pliance for U.S. Foodservice, Inc., for nearly two years, and
joined the AARP in 2011. She has served there ever since. In
the meantime, she speaks frequently at industry gatherings,
and is a prolific writer.

“A very positive thing about moving from the legal field
to ethics and compliance is how open people are to share
ideas, to engage in dialogue, and to think about your prob-
lem as their problem. It was a true mind shift from being
strict legal counsel, where everything is a negotiation just to
begin working with your peers,” Hunt says. “I never expect-
ed this profession to be so fulfilling and to have such great
colleagues. I can call my peers at any time, about almost any
topic, and I will find people who are very willing to share. It’s
a wonderful community, one that is committed to the profes-
sion as a whole, rather than to the notion of “my program has
to be better than yours.”

When people ask Hunt what she does, she tells them that
her job description is three pages long, but ultimately, her role
is to help the organization make better ethical decisions. To
that end, one of the more satisfying parts of Hunt’s job is act-

ing as an adviser for employees looRing for ethical guidance.
“I would much rather be helping somebody work through a
situation before they have done the wrong thing than to be
investigating folks,” Hunt says, noting that she spends a lot
of time being an open door to her colleagues, a resource. “I
tell people that if they have a problem, they don’t have to sit
in silence, they shouldn’t just let it fester. There is a solution. I
can be a counselor in ways that lawyers can’t be. That’s a job
in and of itself.”

Hunt’s time in ethics and compliance comes at an inter-
esting time, when the profession is emerging from its ear-
ly days as a patchwork enterprise, filled with professionals
drafted from the ranks of other areas to a true profession
with a sense of best practices, an ever-more-solid mission
and mandate, and the backing to get it all done. But perhaps
the most compelling thing for her is seeing the progression
from compliance to the inclusion of ethics.

“It has always been an understanding of my organiza-
tion’s board and C-suites that the real deal is the ethics piece,”
Hunt explains. “Compliance is the ground floor. It is a given.
You must obey the law. But ethics is the ceiling.” Put anoth-
er way, law is what can be done, while ethics is what should
be done. Implementing and enforcing rules only goes so far,
Hunt says. The goal is to motivate and inspire people to be-
havein a certain way because it’s the right thing to do, and it
makes things better for everyone.

“Also, just to be frank here, when you act ethically, you
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make more money!” Hunt says. “There is a real connection
with your brand and your profitability and how you behave
in the marketplace. That goes way beyond just following
the law. Everybody expects you to follow the law. That’s like
showing up with your clothes on. But the real expectation is
for you to do your business in a way that is thoughtful and
mindful of how it impacts others.”

The bigger struggle, Hunt says, is for those that are highly
regulated, forced into a “check the box” mentality, and feel
that a regulator is about to knock on their door any time.
Since these companies often are very big, they wonder, could
something be going wrong somewhere within the organi-
zation unintentionally? Sure. But that is where the culture
comes in.

“People love to say how culture is all about the tone from
the board on down. No, it’s not,” Hunt says with special en-
thusiasm. “It’s the tone of the whole organization. It goes
back to Professor Asch’s old experiment in the 1950s about
conformity. If you set the standards and how you expect peo-
ple to behave, almost all of them will, if the message is clear.”

And yet, actually proving all this remains frustrating-
ly elusive. Sure, there are plenty of small success stories of
people who come to Hunt with a problem, receive her coun-
sel, and the situation has a happy ending. And her relentless
drive to monitor and improve her own program speaks for
itself. She notes that one builds a successful ethics and com-
pliance program one brick at a time, one success at a time.
But it’s a bit harder to show success on a large, organization-
al scale, especially when trying to disprove a negative: How
many problems did we avoid?

“The more I get to work with the secretaries and the
boards, the more they understand why it is a good thing that
you are there,” Hunt says. “A real success is when you can
have a candid conversation with your board members and
C-Suite and discuss solutions that are practical and good for
the organization, rather than be treated like some Rind of
internal affairs cop. A success for me is when I'm not seen as
the cop. People come to me, and I am seen as part of the pro-
cess, and as aresource rather than as a negative, or a magnet
for gossip and scandal.”

But there is even deeper success to be had. The ethics and
compliance profession has a huge opportunity to establish
how it contributes to firms’ bottom line, and a convergence
with enterprise-wide risk management is Rey to getting eth-
ics and compliance a seat at the strategic table. Until then,
though, there is still more breaking down of barriers and silos.

“Ethics & compliance isn’t a fortress with a moat around
it. It’s not some big, scary thing, and it will be very exciting
to convince people of that,” Hunt says, because then it will

ELLEN HUNT

Title: Chief Ethics & Compliance Officer, AARP

About AARP: A collection of diverse individuals and
ideas working as one to influence positive change and
improve the lives of those 50 and over.

Years of experience: 12

Areas of Expertise: Mergers & acquistions, ethics,
communications

Quote:

"There is a real connection with your brand and
your profitability and how you behave in the

marketplace. That goes way beyond just follow-
ing the law. Everybody expects you to follow the
law. That’s like showing up with your clothes on."

truly attract the best and the brightest, perhaps from allied
backgrounds (accounting, legal, internal audit), perhaps right
out of school specifically trained in this field. The dynamic
challenges facing ethics and compliance programs call for
innovation and creativity and offer true advancement po-
tential, she says, which is why she thinks the profession will
continue to boom.

That, and the simple reason that since the birth of the
modern compliance profession, we have seen its continued
need and its continued success.

“Whatever organization you are in, it has its own rules,
and people need to know what those are. We all need guard-
rails—some, more than others,” Hunt says. And even though
we continue to see huge scandals appear in the media—the
Panama Papers, Theranos, Operation Car Wash, just to name
a few—they would be far more numerous without ethics and
compliance programs in place. “We get very focused on this
scandal, or that scandal, but if you look at the whole universe,
95 percent of American corporations didn’t have a scandal in
2015, so it’s got to be working,” Hunt says. “Some people are
psychopaths and will do wrong no matter what. But if you
could boil down every hotline’s numbers and extrapolate the
number of employees involved, what have you got? Maybe
2 percent that messed up? Come on, guys .. we're probably
gettinganAoranA-"TM
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The group chief
compliance officer for
Fransabank, a Beirut-
based institution that
provides retail, corporate,
investment, and private
banking services to
individuals and businesses
in Lebanon has utilized
his expertise in risk
management to allow his
bank to thrive, despite
the many geopolitical risk
challenges that surround
him.

BY JOE MONT
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The risk manager

e are living in a very high-risk geopolitical area,
Wsays Fouad Khalifeh, well aware of what an un-
derstatement thatis. “It is not business as usual.”

Khalifeh is group chief compliance officer for Fransa-
bank, a Beirut-based institution that provides retail, cor-
porate, investment, and private banking services to indi-
viduals and businesses in Lebanon. It has roughly 3,400
employees

Founded in 1921, the bank has survived, and prospered,
as one of the top three banks in Lebanon. A challenge to that
success—beyond the competitive forces that affect all banks—
is its location, neighboring Iraq, Syria, and Turkey, and sur-
rounded by war, refugees (nearly 1.5 million have fled to the
country), and political unrest, not to mention a homegrown
terrorist organization, at least as designated by the United
States and others, Hezbollah.

There is no shortage of danger. On June 12, an explosion
at the headquarters of the Lebanese Blom Bank in Beirut,
caused significant damage but, fortunately, no fatalities.
The bank was apparently targeted because it had closed
accounts related to Hezbollah in response to the Lebanese
Central Bank’s adherence to a U.S. law passed in Decem-
ber. The Hezbollah International Financing Prevention Act
threatens sanctions against those who facilitate financing
for Hezbollah. Over time, the United States has placed more
than 100 institutions on sanctions lists for reasons related
to the group.

In conversation, however, Khalifeh doesn’t dwell on con-
troversies. His message: Beirut, despite its challenges, is
home to a healthy banking system and one that faces very
similar compliance challenges as its peers around the world.

Khalifeh has had a long career in the world of compliance
and risk management. Owner of the website Risk-Review.
com, he was a lecturer at Saint Joseph University, a private
Catholic research university in Beirut, and Sagesse Univer-
sity, also in Beirut. He previously served as chief risk officer

at Ahli International Bank, a risk manager at Bank of Beirut,
and held positions at Banque du Liban, the Lebanese central
bank, and overseer of bank supervision and regulation. He
holds a Master’s degree in International Economics from the
University of Paris.

“My aim is to advance the compliance ‘industry’ in my
country, and be one of the many pillars of compliance in
the Lebanese banking sector,” he says. “Surrounded by ma-
jor geopolitical risks, we as compliance officers in Lebanon
are facing major challenges to keep the business of banking
growing, and supporting our economy, while spreading a
culture of compliance with rules, regulations, and sanctions
requirements.”

A snapshot of Khalifeh's outlook on compliance, and the
challenges he faces, can be gleaned with a quick scan of his




Twitter account:

“The Hizbollah Financing Prevention Act: we need wisdom,
caution, and a balanced approach. A policy of over-reacting
is the wrong policy.”

“In an area plagued by high geopolitical risk, we face grow-
ing concerns of de-risking by correspondent banks. We need
increased vigilance.”

“We race on a fine wire between compliance with inter-
national sanctions, and maintaining the bank’s business
growth. No room for mistake s...”

“Corruption and tax evasion are the new challenges. How to
detect, prove, monitor, and report something that is cultural-
ly embedded?”

“In these troubled times, cash withdrawals of even limited
amounts can finance the most dangerous of terrorists. Trou-
bled times indeed!”

“RRR ... the 3 R’s of compliance: having the Right people,
know the Right information, at the Right time.”

“Ethics are the driving force of compliance. Without it, bank-
ing transactions can be channeled, twisted around, to suit
criminals.”

Perhaps the most telling of his posts:

“The compliance ‘industry’ is reshaping the Lebanese bank-
ing sector. Comply or Die.”

Khalifeh’s vast expertise, beyond risk management, in-
cludes the international Basel accord and anti-money laun-
dering efforts, the latter being a subject he helped establish
laws for while at the central bank. Another tool, created
during his time at the bank, was a special investigatory
unit designed to undercut Lebanon’s reputation for bank
secrecy. “The central bank can monitor anyone.” Khalifeh
states. “There is no bank secrecy, especially if there is an
investigation.”

Through Banque du Liban’s efforts, AML was codified as a
compliance issue, alongside legal compliance and handling
non-compliance with rule and regulations, especially when
there are correspondent banking relationships involved,
Khalifeh says. “Compliance now handles AML and legal com-
pliance at the same time.”

Know-your-customer due diligence takes on particular
importance when any customer could potentially be a ter-
rorist. “Hezbollah is a major part of the political and social
scene in Lebanon, so every day we are facing customers
where we need to decide how we are going to adhere to the

FOUAD KHALIFEH
Titles: Group Chief Compliance Officer, Fransabank

About Fransabank: Established since 1921 and listed
first on the lists of banks in Lebanon

Years of experience: 20+

Areas of Expertise: Risk management, international
Basel accord, anti-money laundering

Quote:

“You can say no to everyone and be fully com-
pliant, but when you are the third largest bank
in Lebanon you don’t want to do that,” he adds
of risk management efforts. “You will lose your

job. Every day, you have the challenge of decid-
ing on the fine line between being fully compli-
ant and at the same time making the business
work. That is the challenge of compliance today
in Lebanon.”

Hezbollah International Financing Prevention Act,” Khal-
ifeh says. These decisions can be far more nuanced than
the cut-and-dry account closures that come with residing
on a sanctions list.

“You need to do an assessment and monitor and investi-
gate a customer to find out if they might be related to Hezbol-
lah in any way,” he explains. “You need to decide on whether
to close the account or not. This is a grey area and is very
subjective. I could be very risk-averse and decide this account
should be closed. Then I face problems, because I lose a cus-
tomer [with a sizable account] that may be practically impos-
sible to close immediately. We have major headaches choos-
ing who fits into Hezbollah and how are we going to handle
this account, whether we close it or not.”

These decisions—and resolving similar challenges—take
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on an even greater importance in Lebanon where, Khalifeh
says, “Lebanese banks are the backbone of the economy
and the last man standing for a reliable open, free market
economy.”

“You can say no to everyone and be fully compliant, but
when you are the third largest bank in Lebanon you don’t
want to do that,” he adds of risk management efforts. “You
will lose your job. Every day, you have the challenge of de-
ciding on the fine line between being fully compliant and
at the same time making the business work. That is the
significant challenge of ethics and compliance today in
Lebanon.”

Dealing with refugees is another challenge, especial-
ly when good guys and bad guys are comingled. Khalifeh
asks: “How do you know they are the common man and not
related to the Bashar Hafez al-Assad regime?” The response
was to clamp down on cross-border monetary flows and
halt certain currency transactions. Money for basic neces-
sities is permitted, while large sum deposits and transfers
are not permitted.

“No transaction can pass without compliance knowing
about it and stopping it as needed,” Khalifeh says. “We need
to double-check every transaction.”

Similar insight into correspondent banking relationships
is also stressed at his bank—“Anything compliance-related,
they need to be talking to me”—and he created the bank’s
internal sanctions program. “We are reviewing every inquiry
and response that goes to the correspondent bank,” he adds.
“You need to be consistent; you need to be swift.”

On top of the unique risks Khalifeh’s bank faces, there are
more mundane, but no less important industry challenges. In
a May 2015 report, the International Monetary Fund detailed
some of those issues: regional competition; increased expo-
sure to sovereign debt; and a slowdown in economic activity.
That report also injected a bit of optimism, remarking that
the Lebanese banking sector had proven itself to be durable
and resilient.

The good news for Khalifeh is that he has the ability to
hire competent staff and is in the midst of a technology
overhaul that will make his efforts even more effective. “We
are sufficiently equipped and I can gladly say that I have
the go-ahead to have any state-of-the-art-software I can
get,” he says.

“Risk management is not eliminating risk; it is manag-
ing risk,” according to Khalifeh. “You need to diversify and
reduce the concentration of risk, not just eliminate it.” By
maintaining an effective compliance program, he says, his
bank “is not an extreme risk, even if we are in an extreme
risk area.” TM

AML LAW

Below is an excerpt from Banque du Liban’s Spe-
cial Investigation Committee report on AML law:

Under the provisions of [LAw 318], illicit funds are
to be understood as any asset resulting from any
of the following offences:

1. The growing, manufacturing or trading of nar-
cotics.

2. Acts committed by associations of wrongdoers,
that are specified by Articles 335 and 336

of the Penal Code, and internationally identified as
organized crime.

3. Terrorist acts, as specified in Articles 314, 315
and 316 of the Penal Code.

4. To finance or to contribute to the financing of
terrorism, terrorist acts, or terrorist organizations,
in accordance with the concept of terrorism as
defined in the Lebanese Penal Code.

5. lllegal arm trade.

6. The offences of stealing or embezzling public
orprivate funds, or their appropriation by fraud-
ulent means, counterfeiting, or breach of trust,
incumbent on banks, financial institutions, and
institutions listed in Article 4 of this Law, or falling
within the scope of their activities.

7. Counterfeiting money, credit cards, debit cards
or charge cards, or any official document or com-
mercial paper, including checks.”

Money laundering is any act committed with the
purpose of:

1. Concealing the real source of illicit funds, or
giving, by any means, a false statement about the
said source.

2. Transferring or substituting funds known to be
illegal for the purpose of concealing or disguising
their source, or helping a person involved in the
offense to dodge responsibility.

3. Acquiring, holding or using illicit funds, or in-
vesting such funds in purchasing movable or
immovable assets, or in carrying out financial op-
erations, while being aware of the illicit nature of
these funds.

Source: Banque du Liban
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Alan Halfenger stumbled
into compliance more than
two decades ago, but in
the time since then, he has
not only come to embrace
and embody what it
means to be a strong
compliance professional,
he has made it his mission
to spread the word far and
wide on what tomorrow’s
compliance officers need
to do to become great at
their chosen profession.

- BY TAMMY WHITEHOUSE

Consultirig Partner,

R

ACA Compliance Glroup

alone profession, Alan Halfenger was a young law school

graduate weighing whether he wanted to work for a dis-
trict attorney’s office or get into a corporate setting. When an
opportunity arose in investment banking, he tooR it.

Compliance wasn'’t exactly his career objective at the out-
set, but it quickly became his path. “I stumbled into it,” he
says. In those days, compliance functioned in something of a
supervisory capacity, says Halfenger. He trained and pursued
certifications required of broker-dealers to demonstrate his
knowledge of the business.

Soon after, the Gramm-Leach-Bliley Act would break down
the Great Depression-era barriers between commercial bank-
ing and investment banking, transforming the way financial
institutions would do business. Halfenger went to work for
Pricewaterhouse (before it was PwC) to help develop bank-
ing subsidiaries that complied with the new provisions. “It
was an interesting crossroads in investment and commercial
banking,” he says. “For me, it became very interesting.”

Then Halfenger settled in at J.P. Morgan in 1999, where he
would encounter a professional mentor who offered a course
correction. Halfenger’s mentor would put him on the path of
pursuing compliance not just as a job function, but as a ca-
reer. “He thought of compliance as a career progression for
junior people,” says Halfenger of his former compliance boss.

Halfenger began at J.P. Morgan with duties like supervis-
ing municipal securities activities and developing guidelines
and policies for e-commerce. He progressed into higher level
duties to eventually become chief compliance officer for the
retail brokRerage division. He marshaled a staff of 50 compli-
ance officers and attorneys to oversee compliance at three
separate broker-deal operations under the corporate umbrel-
la. Earlier in his run at the banking firm, he had served as
chief compliance officer for J.P. Morgan Private Investments,
a registered investment adviser and commodities pool oper-
ator.

In the early 90s, long before compliance became a stand-

1

The true believer

It was here that Halfenger came to appreciate the criti-
cal connection between not just knowledge of regulatory
requirements but also knowledge of the business. “At the
senior levels, you have to have both of those,” he says. “My
technical skill set is that of a lawyer and a regulatory guy, but
my passion is for the markets. I love watching and partici-
pating in the markets, transactions, and deals. For me, that’s
the fun part.”

With compliance well in hand at J.P. Morgan, Halfenger
moved on to new professional challenges in the mid-2000s
by helping establish and build compliance operations at
smaller firms. He spent a few years at hedge fund sponsor
SanRatay Advisors establishing compliance and internal au-
dit functions, and then several more years at affiliated Bain
Capital, a venture capital firm, where he was charged with




ALAN K. HALFENGER

Titles: Consulting Partner, ACA Compliance Group

Years of experience: 23

Areas of Expertise: Global anti-money laundering,
anti-corruption, know-your-customer issues

Quote:

“Like any relationship, whether professional or
personal, it starts with trust. You’'ve got to get

to know people—what worries them, what keeps
them ticking, and what they think is silly. Having
that ‘no police’ reputation hurts compliance.”

raising the bar on compliance.

Today, instead of working for one financial institution at
a time, Halfenger is a consulting partner at ACA Compliance
Group, a firm focused on regulatory compliance needs of fi-
nancial services companies. He is the firm’s subject matter
expert on global anti-money laundering, anti-corruption, and
Rnow-your-customer issues.

But Halfenger is doing much more than just providing ser-
vices where asked. He’s become a bit of an evangelist for the
compliance profession. He speaks at industry conferences,
writes professional articles, and interacts with the academic
community to promote development of the profession.

He sees the challenges compliance officers face today—
including getting the resources necessary to do the job and
finding the right sRills to round out a robust compliance
team—and he has bold ideas on how to meet them.

“One of the skillsets that is often missing in compliance is
having the ability to talk about or evangelize about what you
do,” says Halfenger. “Chief compliance officers have to figure
out how to ask for resources.”

As an example, many folks who hold chief compliance roles
today cut their teeth in a regulatory agency, like the Securities
and Exchange Commission or the Financial Industry Regu-
latory Authority, says Halfenger. While in law school or en-
forcing regulatory requirements, they didn’t necessarily learn
the business side of compliance. “No one taught them how to
budget or manage,” he says. “No one taught them how to sell
a program or build relationships. How do we develop that CCO
as a professional manager of a compliance program?”

Building relationships is a Rey starting point, says Hal-
fenger. Compliance officers who can establish themselves as
business partners with operational personnel will achieve
more than those who approach compliance as an exercise in
saying “no.” They’ll do a better job, too, of making the busi-
ness case for more compliance resources.

“Like any relationship, whether professional or personal, it
starts with trust,” says Halfenger. “You've got to get to know
people—what worries them, what keeps them ticking, and
what they think is silly. Having that ‘no police’ reputation
hurts compliance.”

That means sometimes compliance leaders have to learn
to live with a little risk, says Halfenger. “You've got to have
a conversation with business people about what the ramifi-
cations are,” he says. “When you invest, you look at the up-
side and the downside. When you're having a conversation
around regulatory results, it’s the same thing. Here are the
rules. Here'’s the ambiguity. Here’s where we can take some
risk, but here are some places where we don’t take risk.”

It’s about analyzing risk in context, he says. “Where are
the regulators, the markets, the clients?” he says. “All risk is
not in a vacuum.”

Halfenger describes himself as an “academic at heart,”
one of the reasons he likes speaking, writing, and advocating
for more compliance-focused curriculum at academic insti-
tutions. “The universal commentary with chief compliance
officers is we can’t find people who know what compliance
is and are interested in it in the zero-to-five-year range,” he
says. “If we're all out there fighting over the same ex-auditors
or ex-regulators, we should be investing in development of
the profession.”

He’s also an advocate for leaders in the profession coming
together more through professional associations and confer-
ences to develop compliance as a career. “The legal profession
has its bar, the medical community has its trade association,
but the closest parallel for compliance is auditors,” he says.
“We have wonderful substance at compliance conferences,
but very little career development or career advice around
how you do your job.”

In his role as a consultant, Halfenger seeks to work with
compliance leaders on those issues. A significant part of
his role with ACA is to promote the firm’s compliance sup-
port solutions—essentially outsourced compliance services
for firms that don’t have the resources internally for every
piece of a complete program. One aspect of that includes
management consulting with chief compliance officers to
help them manage the finer points of budgeting and re-
source planning—“figuring out how to do more with less,”
says Halfenger. It also includes on-site support to fill staft-
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ing gaps, or outsourced services, as narrow or broad as the
client needs.

Halfenger also spends a lot of his time consulting on com-
pliance with anti-corruption and anti-money laundering
rules, especially as investment advisers face proposed rules
that Halfenger remembers well from his days in the bro-
Rer-dealer world. “Many of the issues will feel the same,” he
says of Treasury’s proposed rule that will establish new filing
requirements for registered investment advisers around an-
ti-money laundering and suspicious activity.

In addition, Halfenger spends a great deal of time consult-
ing with hedge funds and private-equity firms on a variety of
issues, he says, including the latest regulatory trends and de-
velopments. It’s not unlike the consultations he used to pro-
vide for colleagues when he was inside the firms. “I happened
to work for a conservative, progressive firm that started to
do some of these things early, so I've seen the business and

the profession grow up,” he says. “I'm one of the old guys in
it now.”

Despite his considerable experience, Halfenger isn't fin-
ished developing his own expertise in the field. He's plan-
ning to pursue a Master’s in business administration. “I want
the credentials and the knowledge,” he says.

And he’s even learning Mandarin Chinese. “I say to ev-
ery young compliance officer: Learn a language, and learn
one that’s important,” he says. “It will take me 10 years to be
any good at it, but I'm trying. Right now I know enough to
be polite. I can probably muddle my way through a cab ride
conversation.”

Halfenger says he’s seen big changes in compliance over
the course of his career so far, and they’re positive chang-
es. Now the challenge is to engage the next generation and
bring them into the profession, he says. “For me, it really was
a stumble into it.” TM

THE FOLLOWING EXCERPT IS FROM AN ARTICLE WRITTEN BY COMPLIANCE EXPERT ALAN
HALFENGER, WHICH APPEARED IN THE MAY 2016 EDITION OF NSCP’S CURRENTS:

Recently, | had dinner with a good friend, who is the
Chief Compliance Officer (CCO) and General Counsel of
a mid-size financial services firm. As we waited for our
table, he told me how frustrated he was over an inter-
nal meeting in which the discussion focused on the fact
that market downturn would force his firm to look for
opportunities to reduce headcount and optimize and re-
allocate costs. Specifically, the two new compliance po-
sitions that had been budgeted for 2016 (one a replace-
ment and one for an additional person to cover AML and
internationa issues) were on the chopping block.

However, what really bothered the CCO was not the
headcount reduction, but the commentary on his firm’s
legal and compliance functions. During the meeting, it
was said several times that compliance was critical to
the firm and that the firm wanted to take on no reg-
ulatory risk. However, the necessity of the additional
compliance positions was doubted because they ap-
peared to be redundant. The conversation concluded
with a “rah-rah” speech about “doing more with less.”
Although | have frequently heard stories like this, it is
just as common (if not more common) to sit with COOs
and Managing Partners, and hear them complain about

the ever-upward spiral of compliance costs.

The purpose of this article is to suggest a new paradigm
for thinking about compliance costs which, if implement-
ed wisely, will drive how firms spend money protecting
themselves on regulatory matters and, more important-
ly, will stop many of the budget battles being waged.

In order to make these real changes, CCOs will need to
implement three key steps in order to adopt this para-
digm:

1. Change your approach to staffing and costs;
2. Work harder on educating management about
the true cost of compliance and, more importantly,

non-compliance; and

3. Act as a true steward of the firm’s balance sheet by
implementing cost-saving strategies.

Read the full text at: http.//www.acacompliancegroup.
com/sites/default/files/2016-Doing-More-With-Less-
The-New-Compliance-Paradigm-Halfenger.pdf
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A world without graft

For those who may not be familiar with Transparency
International (TI), please tell me a little about the orga-
nization and its purpose.

We are a global anti-corruption not-for-profit organization,
and we have chapters in 100 countries. I run the chapter in
the United Kingdom, with around forty staff, and we focus
on issues such as money laundering, political corruption, the
private sector, and certain global industries like defense and
pharmaceuticals.

What did you do prior to joining TI? How did you come
to join the organization?

I worked in the financial services industry for a company that
was a corporate member of TI. I encountered issues around
corruption and money laundering and was interested in
finding a sensible, pragmatic organization that seemed to be
looking at those issues in a way that was hard-hitting, but
not anti-corporate. I liked what TI did and thought they’'d be
interesting to work for.

When did you join TI?

I joined TI in 2008 as the director of external affairs. That
was what brought me in to the Bribery Act campaign. Three
years ago, I was appointed as executive director.

Tell me about your roles and responsibilities as an exec-
utive director.

As head of a TI chapter, you're responsible for making Trans-
parency International the go-to organization in the country
in which you operate, for trying to establish very high stan-
dards of integrity in both the public and the private sector
and for being an ambassador for the anti-corruption cause.

Let’s talk more about the Bribery Act campaign. How
did TI work to pass the Bribery Act?

It was a 10-year campaign. [ was part of the team for the
last two or three years of it. During that time, the Law Com-
mission had proposed some legislation, and it was our job
to make sure it got turned into a bill, went through Par-
liament, and got accepted into law. It was a very pressing
timeframe and there was some fierce opposition. The Brib-
ery Act was passed on the very last day before Parliament
was dissolved, and there was a general election. It almost
failed.

So, then, what role did TI play in helping to pass the an-
ti-bribery law?




It was a very typical TI approach, using high-quality research
backed up by strategic advocacy. We made the case very
strongly and were able to show, first of all, what impact brib-
ery had overseas, and why that was so devastating for the
countries where it happens. Secondly, we were able to show
how these kRinds of anti-corruption concepts could be incor-
porated into legislation. Those who opposed the bill, for exam-
ple, argued on the grounds that “you can’t have definitions of
bribery that can easily be incorporated into the law.” By doing
thorough research and publishing a draft bill ourselves, we
were able to overcome some of those conceptual difficulties.
We also built a very effective alliance of lawyers, companies,
civil society, and members of parliament, who were strongly
supportive. But perhaps the most effective strategy was that
we took on all the opposition’s arguments and defeated them
one by one through using good research, good case studies,
and legal precedent. It was a triumph of rational argument
and responsible law-making over ignorance and bigotry.

How have anti-corruption efforts in the United King-
dom evolved since you joined TIin 2008?

In the United Kingdom, particularly, there has been a real
transformation in terms of political will. Certainly, one of the
reasons the United Kingdom needed the Bribery Act was be-
cause the country was not living up to its international ob-
ligations under the OECD Anti-Bribery Convention, and that
was really because the political will wasn't there. There was
a sense that it would disadvantage British businesses if they
were prosecuted for bribery, and so it would be inconvenient
to have a strong anti-bribery law. But that has change—and
genuinely changed. I think when you look at money laun-
dering or overseas bribery or domestic corruption within the
United Kingdom, there is a much greater sense of political
will to tackle it.

As a result, what we therefore see is legislation such as the Brib-
ery Act and introduction of deferred prosecution agreements in
the United Kingdom., following the U.S. model. That combination
of political will and legislative changes have been quite powerful.

It has really led to a change in corporate behavior, a real
tightening up of corporate anti-corruption systems, mainly
as aresult of the legislation, and by extension a much greater
awareness among companies about what corruption is and
the impact it can have on the company.

But the United Kingdom is still very far from perfect and
needs to do a lot more to get its own house in order. It’s really

important to keep up the awareness and the pressure and for
enforcement to be done properly.

What is the most rewarding part of your job?

The reward is feeling like you're genuinely making a change
in reducing corruption around the world. The Bribery Act is an
example; that was a very necessary piece of legislation that the
United Kingdom didn’t have. It certainly has contributed to U.K.
companies paying fewer bribes and, therefore, better outcomes
for people in the countries in which corporate bribes were being
paid. That’s incredibly satisfying to be part of those things.

ROBERT BARRINGTON

Title: Executive Director, U.K. Chapter of Transparency
International

About TI: The global civil society organization leading
the fight against corruption

Years of experience: 20+

Areas of expertise: Global corruption, corporate brib-
ery, corruption

Quote:

“In the United Kingdom, particularly, there
has been a real transformation in terms
of political will ... | think when you look

at money laundering or overseas bribery
or domestic corruption within the United
Kingdom, there is a much greater sense of
political will to tackle it.”

What are some of TI's current, as well as future efforts?
There are a few recurring themes. One, particularly for the
business community, we are really determined that there
should be a level playing field across the world for businesses
that operate with integrity. It isn't the case at the moment.
It’s really important that U.K,, U.S., and other companies are
not disadvantaged because their local authorities are the only
ones prepared to act against bribery. So one of the things we
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The United Kingdom is still very far from perfect and needs to do a lot more to
get its own house in order. It’s really important to keep up the awareness and the
pressure and for enforcement to be done properly.

do as a chapter, with other TI chapters, is to try and press hard
for greater enforcement of the OECD Anti-Bribery Convention.

Also, we've been looRing very strongly at the role of third
parties in bribe paying. In fact, we are just about to produce
guidance jointly with our chapter in the United States about
principles and guidance for dealing with third parties. We
are also starting a new campaign to introduce Unexplained
Wealth Orders, which is similar to our Bribery Act campaign
but focused on corrupt capital flows and how the proceeds
of overseas corruption are invested in the United Kingdom.

Finally, we have been looking quite intently, and will contin-
ue to do so, at the issue of political engagement by compa-
nies—how they lobby, how they make political donations, and
so on. We think, to some extent, that’s the next big corruption
issue that companies will be facing after bribery.

What lessons have you learned throughout your career
that you would like to share with others in the quest to

fight bribery and corruption?

The first would be that this is a very long-term endeavor.
Corruption is going to continue in human existence; you can
never eradicate it; you can really make a difference in im-
proving it, but it takes a long time and it’s a continued effort.

Final thoughts?

Where companies are concerned, the mentality is often that
bribery and corruption is something that’s done to compa-
nies, that companies are themselves the victim of corrup-
tion. I think it’s time for companies to be on the front foot, to
be saying to governments that run corrupt economies, “this
is not the kRind of place where we want to do business,” and
“you're going to get much more investment if we are able to
do business in a clean economy.” So businesses need to be a
bit bolder in their voice about why corruption is bad for busi-
ness and how countries and economies will benefit if they
clean themselves up. TM

Most famous for its Corruption Perceptions Index, Transparency International measures the perceived levels
of public sector corruption worldwide. See 2015 results below.

PERCEPTIONS
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A man of letters

Christopher Michaelson
works as a professor of
ethics and business, as well
as a practicing business
adviser. By keeping a foot
in both the academic

and practical worlds, he
sees a path forward for
ethics and compliance

not just as a professional
or as a discipline, but as a
business model for the 21st
century.

BY BILL COFFIN
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Advisory Director

(pronounced “coach”—no relation to the political donor)

Distinguished Professor of Business Ethics and Social Re-
sponsibility at the University of St. Thomas in the Opus College
of Business and a Fellow with the Holloran Center for Ethical
Leadership in the Professions in the School of Law. He teach-
es the foundational course in compliance programming in the
Organizational Ethics & Compliance Program at St. Thomas, is
on the faculty steering committee, and was a founding facul-
ty member of the program, one of the first degree programs
of its kRind. He is also an adjunct professor with the New York
University Stern School of Business and a part-time advisory
director for PricewaterhouseCoopers—a relationship he contin-
ues to maintain, Reeping a foot in both the academic and the
practicing world.

In 1998, Michaelson finished grad school with a degree in
philosophical ethics, but knew it would be difficult to have much
of an impact on the world as an academic philosopher. “Philos-
ophers speak a different language,” Michaelson says. “They ask
narrow, difficult questions.” Rather than pursue a professor-
ship, he joined PwC (then Price Waterhouse) as one of the first
five consultants to its newly formed business ethics practice
that is now part of a much larger risk advisory business.

In 2002, he got a call from the Wharton School of the Uni-
versity of Pennsylvania with an offer to become a visiting
lecturer. It amounted to a full-time opportunity to see if he
liked the world of academia. He negotiated an arrangement
where he could go to Wharton yet Reep a foot in PwC while
pursuing academia, and he’s grateful to both his academic
employers and to PwC that they have recognized the value of
the arrangement.

As a practitioner, Michaelson felt he could have an impact
with his clients, but not always a deep or lasting one, or one in
which he felt a sense of ownership. As an academic researcher,
he felt he could make a deep impact but it could take a long time
to see the results. “Teaching in the classroom is a happy equilib-

C hristopher Michaelson is the David A. and Barbara Koch

rium between the extremes,” he says. “Teaching future business
people about business ethics, teaching future lawyers about
compliance and ethics management ... this gives me an oppor-
tunity, through my students, to have an immediate and lasting
impact. Working with students for a semester, we can dig deep
and inquire about issues and answer not just what should we do,
but why should we do it. That’s why I love academia.”

Michaelson came to the University of St. Thomas because
he and his wife are both Minnesota natives and, after having
lived in New York for many years, decided to move back to be
closer to family. This dovetailed nicely with his burgeoning
academic career.

Michaelson could not have picked a better place to walk
such a path. As a mission-driven institution, the University
of St. Thomas has a deeper commitment to business ethics




than many other schools, Michaelson says. “Since Enron,
even pre-Enron, most business schools felt obligated, or were
obligated by their accreditors, to teach business ethics,” Mi-
chaelson explains. “Some universities did it before they were
required to, and others made a stronger commitment. At the
University of St. Thomas, we have a strong institutional com-
mitment to principled leadership.”

It hasn’t always been easy, though. Michaelson still sees
an uphill battle to get organizations to justify spending mon-
ey on ethics and compliance—things sometimes seen as not
creating value. It is important to learn that not everything
that matters can be measured, Michaelson notes, but he is re-
alistic: If his students cannot get their recommendations for

CHRISTOPHER MICHAELSON

Titles: Associate Professor of Ethics and Business Law,
Advisory Director

Organizations: University of St. Thomas, Opus College
of Business; NYU Stern School of Business, PwC

Years of experience: 18
Areas of expertise: Ethics, business, compliance

Quote:

“A lot of students want to do something where
they genuinely feel they are making the world a
bit better through what they do. They are look-

ing for a way to broaden their impact and have
more systemic influence on an organization.”

robust ethics and compliance functions funded at the orga-
nizational level, then what good can they do? That is why he
teaches how to frame recommendations in terms of showing
how they create value, rather than just protecting value of
managing risk.

This is especially important to him because he sees the
ethics and compliance profession—and the education sur-
rounding it—at a crucial crossover point. “When I first began
in this field, every compliance and ethics professional was
somebody who had been with their company for a long time,

had earned a reputation for integrity, and was given the job,
but it had no career advancement potential. It usually went
to somebody in the twilight of their career, partially as an
honorary position,” Michaelson says. Today, especially in reg-
ulated industries, compliance positions are much larger and
more resource-intensive, and the best approaches to manag-
ing behavior begin with an organization’s culture and strat-
egy, not a stand-alone program. The Organizational Ethics &
Compliance program Michaelson teaches in at the University
of St. Thomas is only two years old, a joint venture between
the school of law and the Opus College of Business, devel-
oped on the belief that increasingly, students are interested
in pursuing ethics and compliance from the beginning as a
career path. Before, ethics and compliance might have been
thought of as a kind of French Foreign Legion, populated by
professionals from many different backgrounds, tasked to
populate a new function without any native talent. That is no
longer the case, Michaelson says, and a modern professional
can’t expect to succeed in an ethics and compliance position
without some Rind of specialized training to complement a
strategic mindset about the business.

“I'think the demand in the student marketplace for a pro-
gram like this is partially reflective of a generational interest
in doing work that people see as meaningful, rather than just
as value-maximizing. There is nothing wrong with that, but
a lot of students want to do something where they genuinely
feel they are making the world a bit better through what they
do. They are looking for a way to broaden their impact and
have more systemic influence on an organization that makes
the world better both through what it makes and the way it
makes it,” Michaelson says. “Now that we have created this
program with the idea that there is a professional career path
in compliance and ethics, we have an obligation to help our
students realize the value of their investment in getting this
degree. Our job is to make sure that the job market for com-
pliance and ethics professionals continues to grow, flourish-
es, and is seen with more respect, and is more meaningful, so
their investment can be worth it.”

Highlights

Michaelson’s eye on the philosophical and the practical dis-
tinguishes him from his academic and his practice counter-
parts. Early in his career, an academic mentor told him, “it’s
okay for you to engage in the world of practice, as long as you
portray your colleagues in your research as lab rats.” Michael-
son recounts the story with a laugh, but admits it is reflective
of the supercilious attitude some academics still have to the
real world outside of the ivory tower. But not only scholars
turn up their nose at the other side. Whenever he brings up
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ideas that business people don't like, the easy, go-to answer is
“well, that’s too academic.”

On agood day, he can neutralize that mutual suspicion and
help colleagues build a bridge between the academic and the
purely practical. On his bad days, when he gets flack from his
academic colleagues for being too practice-oriented, or from
his practice colleagues for being too academic, he always has
the other side in which to find solace. “I would not be com-
pletely happy if [ was totally in academics and I know for sure
that having tasted academics, I don't want to go back to full-
time consulting again,” Michaelson says. “But [ think it can be
really fulfilling to be the person who speaks both languages.”

An interesting project Michaelson is working on is a narra-
tive based on his grandfather, who fought in the Chinese na-
tionalist army during China’s communist revolution and who
faced exile afterwards. The story is takRen from what Michaelson
Rnows of his grandfather, supplemented by stories his aunts
and uncles told him, as well as fictional details to fill in the gaps
and to reconcile different versions of the same anecdote.

“The indeterminacy of the stories is Rind of the point,” Mi-
chaelson explains. “There is some relevance to compliance
and ethics there. How many times do people deceive them-
selves into thinking they are telling the truth, even when
they know they are not?”

Michaelson notes that his grandfather’s strong Confucian
personality had a big impact on him. In Confucian teaching,
there is a hierarchy of professions. At the top are the giving
professions, such as service to country or to others (such as
medicine or teaching). At the bottom is business, since it is
about taking rather than giving and is inherently self-inter-
ested. For Michaelson, ethics fits somewhere in between, since
it’s about striving to get business to change how it sees itself—
to find a way to contribute positively to the world in spite of
the fact that sometimes in business, there will be misbehavior.

This is not merely a homespun anecdote for Michaelson. It
is a roadmap to the future of compliance and ethics, but also
for business in general. “As we live in this global economy,
and as economic power continues to rebalance in this world,
Americans will have a harder and harder time imposing
Western values on compliance standards. Those standards
will have to be renegotiated.”

Michaelson points out the U.S. attitude toward conflicts of
interest and how they play out in so-called collectivist societ-
ies, especially in Asia. “Conflict-of-interest provisions presume
that first, we are individuals motivated by self-interest. If I
have a chance to do something that would benefit my personal
self-interest, the presumption of conflict-of-interest provisions
is that either [ will take advantage of that illicit opportunity,
or even if I am strong enough to resist it, there has to be a rule

against my in a position of potential conflict, lest a "reason-
able outsider" could accuse me of being in conflict. We do not
realize how culturally embedded those assumptions are. In a
collectivist society, identity can be relational. My identity and
my family can’t be separated because my position in life is tied
to my position in my family and society, so I am not individu-
ally acting solely out of self-interest when doing business with
a friend or family member. That is consistent with my family
and social identity, while Western tradition may look down on
partiality as nepotism. Or, I may not be seeking an advantage
with gift giving; [ am just playing out a proper role in society.
The trend I've seenin the current phase of globalization is that
as Asian economies become more mature and more integrated
into global capitalism, they are expected to adopt Western con-
flict-of-interest provisions. But it’s not so simple. It will happen
to an extent, but the more powerful emerging economies be-
come, the more room for renegotiation of norms there will be,
and current standards may not remain universal standards.”

Michaelson’s work in the humanities and his thoughts on
changing expectations inform his interest in the use of films
and novels in business ethics research and education. He cites
increasing scientific evidence that suggests reading good nov-
els may improve one’s empathy, emotional intelligence, the
ability to relate to other people ... the soft skills that people need
in the compliance & ethics profession, and in business in gen-
eral. He designed an informal research study with the World
Economic Forum a few years ago and asked business leaders
what were some of the most influential books in their person-
al and professional development. The headline books were all
war- and conflict-oriented ... Darwin’s Origin of Species, Ma-
chiavelli’s the Prince, even books based on a misintepretation,
like The Art of War, which is really a peaceful book. Maybe, he
thought, business leaders are reading the wrong books.

“One thing I'm encouraging students to think about is what
the collaborative narratives of 21st Century global capitalism
business activity will be. My number one candidate is Mary
Shelley’s Frankenstein,” Michaelson says. “First, it was written
by awoman, and women are increasingly equal participants in
global capitalism. And, ultimately, this book is about a guy who
neglected his stewardship over his creation, and it ran wild. We
face that danger now with Big Data and privacy breaches, with
climate change, industrialization, and forgetting to limit activ-
ities. Some worry that genetically modified organisms might
be another example of trying to create something beneficial
that could do more harm if not well understood and looked af-
ter. All of these are compliance-related issues in that they en-
capsulate the analogy of taking care of your creation. It is the
job of business to create things of value, but hopefully without
making the world a worse place at the same time.” TM
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Kami Niebank is CalPERS’
Interim chief compliance
officer and guides
compliance efforts at the

largest public pension

fund in the United States.

She is also overseeing
an ambitious five-year
compliance plan that
will alternately refine

and overhaul the entire
compliance regime. It is
part of a relentless drive to
continuously improve the
organization’s compliance
effort, and to build a better
way of engaging all of the
stakeholders to whom the
compliance officer must

answer.

BY JOE MONT
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& | Deputy Chief Compliance Officer,

ant to imagine a challenging compliance job? Con-
Wsider the role of Kami Niebank, CalPERS’ Interim

chief compliance officer. In that position, she over-
sees the compliance function at the largest public pension
fund in the United States, one with roughly $300 billion as-
sets under management and nearly 3,000 employees.

Not daunting enough? Factor in an ambitious five-year
compliance plan that will alternately refine and overhaul
CalPERS’ entire compliance regime. That project is now wind-
ing down its inaugural year.

We'll back up a bit, however, before getting to that com-
plex project. In Niebank’s own words she “took a really circu-
itous route to compliance.”

“Inever really thought of myself as a compliance person or
a compliance expert by any means,” Niebank says, describing
a career path that elevated her to deputy chief compliance
officer and interim head. Prior to CalPERS, she worked in the
financial services industry and thinks of herself as “more an
operations person” with an eye for strategy and reputation as
“a good solid manager.” At her current firm, over the years,
she has held a number of leadership roles, including running
its Strategic Planning Group and having a Rey role in change
management efforts.

What brought everything together was, in 2008, amid the
throes of the financial crisis, joining CalPERS’ Investment Of-
fice. “We put together a really comprehensive plan to build out
and change our internal control processes,” NiebanR explains.
“We looked at our relationships with internal managers to
makRe sure there were strict ethical standards in how we ap-
proached everything. It was a really good balance of building
out operations and ethics and driving a lot of change.”

Those lauded efforts led the CEO and CFO to approach Nie-
bank with a new mission: to assess CalPERS’ overall compli-
ance effectiveness and determine if there were opportunities
to strengthen its overall compliance program. “It was the right
timing, because we had our compliance program in place for
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Rising to the challenge

about 10 years,” she says. “There are a lot of changes going
on in the industry and with financial services and the role of
compliance. The industry is beefing up compliances’ role and
addressing what that means for organizations. It is no longer
this separate entity that sits over in the corner, but something
that is really everyone’s responsibility. We also had some lead-
ership changes, so it really made sense to come back to the
enterprise level and really assess our compliance program.”
Niebank’s approach, rather than parachute willy-nilly into
various operations, was to develop a coordinated five-year
plan with clear-cut, strategically developed timelines and
objectives. “Looking at what we had done in the Investment
Office, and my experience with driving change, we Rnew we
needed to put together a multiyear plan,” she says. “There are
some improvements we could maybe do that would be short-




It is really important to have a plan and to engage your stakeholders. People will
respond better if they know something is coming and can plan it into their day-
to-day activities. Everyone’s time fills up with all the things they had planned to
do and all the things that they hadn’t planned to do, so the more you can get
on someone’s radar early to let them know what you are doing and why it is

Important, the better.

term, quick wins, but also much more systemic and long-
term things we needed to lay the foundation for, and over
time continue to mature them. We didn’t want it to be flavor-
of-the-day, move on, and not have it stick. We wanted to build
long-term, sustainable momentum for the organization to
really think differently about how we approach compliance.”

Initial steps included garnering all-important buy-in at
the senior leadership level and from the board of directors.
An advisory body was convened to ensure that assessments
weren't conducted in an informational vacuum. Counsel was
sought from both middle managers and senior executives at
major business operations. “Once we then had a solid enough
plan, using their feedback and what made sense, the plan
was presented internally to our CEO and entire executive

KAMI NIEBANK

Titles: Deputy Chief Compliance Officer, Interim Chief
Compliance Officer, CalPERS

Years of experience: 7

Areas of Expertise: Program management, govern-
ment, strategic planning

Quote:

“l don’t know if | am always the most popu-
lar or most liked, but | do think | am respected
for knowing the organization and for helping it
achieve its goals and objectives. It is a bit like

parenting. You try to pick your battles and figure
out how you can help them achieve what they
need to, and always try to look for that win-win,
so that you are not that nagging compliance of-
ficer, but a collaborative facilitator.”

team,” Niebank says. “We also tooR it to the board and its risk
and audit committee.”

The approach in what Niebank calls “Year Zero” was that
rather than telling people what they needed to do, she tried
to make it about what the organization’s operations really
saw that they needed, with a focus on how to make them
feel a part of the plan, sharing ownership and accountability.
“Sometimes there will be a group audit and what happens
is that management gets in a very defensive position,” she
says. “With compliance and what we are doing it’s more like:
‘You guys Rnow where all the landmines are; you know where
the issues are. Let us help you and give you tools you need to
fix those things and solve your problems. We are here to be
like an internal consultant or adviser to you, so that by the
time audits come around you have a clean slate.” It was a bit
of a paradigm shift, but management has really started em-
bracing the concept.”

The first year entailed laying the foundation for long-term
success, focusing on roles and responsibilities, hiring fresh
compliance talent, and working with other control partners to
figure out how they can best work together. A Rey objective: be-
ing a better business partner with audit and risk management.

“We are very pragmatic with the plan,” Niebank says. “Be-
cause it is a very complex and comprehensive, we are trying
to make it very simple for the organization by focusing on
smaller, tangible wins. For example, we didn’t have good
standardized policy templates and processes, so that was
something very tangible that we could put out there.” There
was also a focus on mandated filings and training, making
management a part of ensuring they were completed and
communicating the importance. A lot of effort was put into
improving communications and education with CalPERS’
internal social media site being updated with a compliance
page offering weekly communications, occasional question-
naires, and articles of interest.

“If somebody isn’'t necessarily compliant in a process, we
step back and ask what we we can do differently,” Niebank
says. “Are we not communicating effectively? Do our process-
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es not work? How can we improve things? All these small, in-
cremental things add up to building a culture of compliance.”

Initially focusing on tangible wins and easing organiza-
tional pain points helped keep the plan from becoming an
exercise in—to use a compliance cliché—boiling the ocean.
Relationship building, and developing trust and credibility
with Niebank’s peers was important “so that when we need-
ed to do some of the longer, more strategic items they would
have confidence and trust in our abilities.”

“I don't know if I am always the most popular or most
liked, but I do think I am respected for knowing the organi-
zation and for helping it achieve its goals and objectives,” she
says. “Itis a bit like parenting. You try to pick your battles and
figure out how you can help them achieve what they need to,
and always try to look for that win-win, so that you are not
that nagging compliance officer, but a collaborative facilita-
tor. For us, a focus on roles and responsibilities was one of

COMPLIANCE PROGRAM BENEFITS

Below, Kami Niebank outlines the benefits of im-
plementing a compliance program.

Effective leadership and governance create a pos-
itive tone at the top that encourages staff to do
the right thing.

Clear identification of applicable standards and
codes helps staff identify the requirements that
apply to their work, mitigating risk of oversight.
Risk assessments and clear prioritization help CalP-
ERS focus efforts on compliance activities that will
provide the highest benefit to the organization.
Effective operating event and incident manage-
ment helps ensure that the organization responds
rapidly and effectively to noncompliance events.
Monitoring and testing help to provide assurance
regarding program area compliance activities.
Reporting and disclosures help the organization
effectively assess and respond to ongoing compli-
ance trends and provide assurance against inap-
propriate activities relating to conflict of interest.
Education & communication help ensure staff are up
to date and aware of compliance responsibilities.

Source: 2015 CalPERS Enterprise Compliance Divi-
sion status report

the Rey things even if that is very intangible in a lot of ways.
We put together a group we are calling our Integrated Assur-
ance Partners and a compliance and risk team with main
business partners that are rolling out compliance programs.
‘Here is what we have on our plate in terms of priorities, here
is what we need from you, and is that going to work with your
time frame?’ We weren’t just showing up and saying, ‘Here is
the plan, good luck with it.’ It was really a partnership.”

The process does, at times, require establishing what is,
and isn’t, negotiable. That is where executive-buy-in helps
separate mandated elements from matters where there is a
more creative, flexible process in play.

One challenge was the need to move away from standard
compliance jargon, such as references to the U.S. Sentencing
Guidelines, which many compliance objectives are mapped
to, and various COSO frameworks. “Whenever we tried to
communicate the Sentencing Guidelines’ seven elements of a
successful compliance program there were blank stares,” Nie-
bank says. “It didn’t resonate with our business partners. We
had to take a step back. We restructured the plan to align with
our business functions. We have an enterprise ethics group; a
policy and delegation group; a compliance oversight and mon-
itoring group; and communications and education reporting.
We turned the whole plan on its head and aligned it in a way
that made sense for our team and made more sense in how
we communicated it out to our business partners.”

The plan also focuses on an “integrated assurance model”
and making sure management understands and is account-
able for their operations and internal controls in the context of
the Three Lines of Defense. “They are responsible for comply-
ing with the rules and laws that apply to their organizations,”
Niebank says. “We want to help them define what that means
and get people on their team who can be day-to-day point peo-
ple [acting as] a liaison with us, audit, and risk management.”

An ultimate goal over the course of the next five years is
“continuous improvement.”

“Compliance is really about the culture and DNA of the or-
ganization, and CalPERS takes our responsibility to be fidu-
ciaries and stewards very seriously,” Niebank says.

Her advice for others taking on a compliance program rede-
sign: “It is really important to have a plan and to engage your
stakeholders. People will respond better if they know some-
thing is coming and can plan it into their day-to-day activities.
Everyone’s time fills up with all the things they had planned
to do and all the things that they hadn’t planned to do, so the
more you can get on someone’s radar early to let them know
what you are doing and why it is important, the better. Make
the process very practical and pragmatic and make sure you
are speaking operations’ and management’s language.” TM
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Mike Lamberth, managing
vice president of
compliance for Capital
One Financial, was on

the job as compliance
programs first started to
become ubiquitous. His
vision for the profession:
a continuing evolution
that combines talents,
keeps pace with regulatory
change, realizes the
positive disruption
technology will bring, and
does all this without ever
losing sight of protecting
customers.

BY JOE MONT
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Shepherding the future of

compliance

here do great compliance officers come from? For
WMike Lamberth, managing vice president of com-

pliance for Capital One Financial, it was the “very
small, two-stoplight town” in Georgia he grew up in, raised by
a mother who was a teacher and a father who hung a shingle
as the local lawyer.

Today, Lamberth serves as the senior compliance officer
responsible for all aspects of compliance risk assessment for
Capital One’s global credit card businesses. During his career,
he has led compliance functions in support of almost every
financial product and has overseen compliance functions
specializing in complex, high-risk areas of financial regulato-
ry compliance. It all started, however, with the career choices
of a young man who would meld lessons learned from the
careers of his parents.

Alegal career seemed a logical path when thinking about
the future. “But I didn’t want to do anything related to crimi-
nal law or family law,” Lamberth says. “I always wanted to be
a lawyer, but for something that was more business orient-
ed.” Good advice led him to seek an understanding of finance
and accounting, which in turn led to a CPA from Georgia
Southern University.

“I worked at public accounting firms for a couple of years
while getting my CPA license,” Lamberth recalls. “There were
a lot of things about that profession I liked and a lot of things
that bored me to tears.” While corporate law still held some
appeal, “I needed to be able to feel like I was helping people,
not just some faceless corporation.

Law school did beckon, and Lamberth graduated in 2001
with both JD and MBA degrees from Georgia State University.
Upon graduation, he went to work for SunTrust in Atlanta as
a regulatory attorney for its mortgage business.

At that time, Lamberth’s multidisciplinary studies paid
off. “In 2001, compliance programs really started getting
legs, especially at the large banks,” he says. “I happened to
be sitting right at the point where regulators started say-
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ing, ‘You guys need to have compliance organizations that
really understand things end-to-end.’ I was in a great place,
because I was one of the very few attorneys anybody could
find who understood controls, testing, and policies and pro-
cedures because of my CPA background.”

Fast forward to about 12 years ago, and organizational
changes at SunTrust led Lamberth to Capital One. “I wanted
a different challenge, one where I was not just a mortgage
guy,” he says. “I came to Capital One right at the time they
were asked by regulators to create a compliance function. I
was there at the beginning when compliance was created as
a new organization split out of the legal department. I just
happened to be at the right place and had an interesting
background. I was one of the very few people who under-
stood how something went from beginning to end, all the




way from Congress thinking about a bill to implementation,
creating training programs, and remediation. I could see
end-to-end.”

What makes his job rewarding? “I am not just helping a
company. When I do my job well [ have the ability to affect
100 million people’s lives around the globe. That speaks to
me.”

Over the years, Lamberth has devoted a lot of critical
thinking to the current state of compliance as a profession.
There are lawyers asked to do compliance work, and while
“they are pretty good at understanding change, they are
terrible at sustainability and just can’t think of a program.”
Those on the operations side who find themselves thrust into
compliance hate change because their thinking is very pro-
cess-based.

“Both of them get overwhelmed,” he says. “If you are an
operations person who came over into compliance, you built
processes that were supposed to last forever, versus some-
thing that had change built on. If you were lawyers, you nev-

MIKE LAMBERTH

Titles: Senior Compliance Officer, SunTrust, Capital
One

About Capital One & SunTrust: Capital one is a For-
tune 200 financial services institution. SunTrust Banks
Inc. is one of the nation’s largest and strongest finan-
cial services companies

Years of experience: 24

Areas of Expertise: risk management, third-party
management, Foreign Corrupt Practices Act compli-
ance, global finance

Quote:

“What | really find lacking in compliance profes-
sionals is an ability to understand what the busi-
ness is trying to do and communicate effectively
with them .. You cannot do your job successfully

if you don’t understand, intimately and deeply,
what they are trying to accomplish, as much, if
not more, than they do.”

er actually thought about putting a program or a framework
in place. That's where I've been able to slot in the middle and
see both ends.”

The pace of regulatory change in the financial world is
staggering. In Lamberth’s view, keeping pace is greatly aid-
ed by maintaining a people-focused approach. He refers to
the massive, tissue paper-printed, constantly updated “blue
book” of bank regulations he has long needed to consult. It
used to be that “everything you needed was in that book,” but
over time, “especially as the Consumer Financial Protection
Bureau came on board, we pretty much had to throw the book
out the window.”

“The book was written by people in a very different en-
vironment where people focused on technical compliance
regardless of an impact on customers,” he explains. “My job
became easier when I started telling people to stop thinking,
first and foremost, about what the requirements in the book
are and to start thinking about what we are trying to accom-
plish. What is any way something could go wrong and affect
the customer? Let’s think about all the fault mechanisms and
work backwards from that. I will make sure the book gets ad-
opted, but I can guarantee you that 95 percent of the time, if
you will work backwards from understanding your risk fail-
ure modes and on doing the right thing for the customer, we
will solve it.”

Lamberth likens his approach to compliance leadership
and working with business lines to parenting his daugh-
ters. You want to encourage them to do things on their
own, but not without a watchful eye in case something
goes wrong.

“Imade the mistake of thinking I knew better how [busi-
ness units] should implement a control. They were imple-
menting my controls,” he says. “Now, I tell them to come up
with a control they truly believe in.”

His message to business lines: “I am going to give you a
lot of leeway, but I am going to set these guardrails and you
can play anywhere between them. We will look for failure
modes—and if you go outside of these lines, I am going to as-
sert my authority. I want you to be independent, but if there
is a point where I see things going bad, I'm going to step in
and escalate the conversation.”

Increasingly, technology and the automation it brings is
the Rey component of any well-realized compliance function.
Lamberth has thought a lot about this digital revolution, how
it can—and must—transform compliance and how to prepare
forit.

Most, especially those with a legal background, are com-
fortable having defensible positions, “that you were probably
90 percent right and could make an argument if you had to,”
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| don’t want to do what everybody else is doing and pick through the haystack

to look for needles. It would take tens of thousands of people and even then you
might not find them. | want to create some kind of technology solution that puts a
magnet over the haystacks to pull those needles up. I'm looking for technology that
helps me find patterns and clusters that aren’t what you would expect.

Lamberth says. “An auditor, by comparison, is only concerned
with material risk. Audit disclosures say, ‘We’ve done the best
we could do with our ability.” They are probably shooting for
98 percent competence. They are all accepting there is a fail-
ure rate, but when you look at the reality of life, especially
with regulators and the Department of Justice, what you find
is that even a single point of failure is a problem.”

Capital One, he estimates, probably runs half-a-billion
transactions a day, but, “if we miss one terrorist thing,
one AML incident, or even one consumer who is financially
harmed, when the Justice Department comes in they look
backwards and say, ‘... but you had the data.””

The way firms are held accountable has changed and
zero tolerance cannot be abstract thinking. “The only way
you are going to get to that level of standard is to have tech-
nology that is looking at those half-a-billion transactions,”
he says. “People can’t do it. It becomes less about a frame-
worR that ensures 98 percent compliance. It is more about
having that framework and some kind of automated tech-
nology solution.”

The “Holy Grail” Lamberth has been searching for is what
he describes as “the haystacks philosophy.”

At any given moment, at any company, there are problems
that must be addressed. “I don't want to do what everybody
else is doing and pick through the haystack to look for nee-
dles,” he says. “It would take tens of thousands of people and
even then you might not find them. I want to create some
Rind of technology solution that puts a magnet over the hay-
stacks to pull those needles up. I'm looking for technology
that helps me find patterns and clusters that aren’t what you
would expect.

The vision: letting technology draw out those clusters,
whether they are problematic or ultimately benign, so that a
compliance team can parse through the extracted “needles.”

Technology of this sort will likely mean that large finan-
cial organizations no longer need to employ and deploy a
25,000-employee compliance organization, relying instead
on a more streamlined team of highly qualified experts. “I
really think we are at the front line,” Lamberth says of his

firm. While “not there yet” he expects his efforts to pay off in
about three years.

Lamberth is well aware of the need to nurture the next
generation of compliance experts, especially amid changes
the profession will face. As an advocate for compliance as a
career path, he has worked with law school career develop-
ment centers to provide insight to students and recent gradu-
ates on compliance careers and is a strong proponent of men-
toring and training efforts.

“About five years ago I started pitching these ideas to the
law schools because I couldn’t find qualified people to start
off in compliance,” he says. The glut of lawyers and law stu-
dents at the time left many hard-pressed for work, an over-
supply that offered an opportunity to shape them in the com-
pliance mold. The pitch fell flat.

More recently, a sign of how things have changed, Lam-
berth is now the one being approached by law schools for
help.

His advice: Learn the history of the profession and how it
has evolved. Then, take it to the next level.

“What I really find lacking in compliance professionals is
an ability to understand what the business is trying to do and
communicate effectively with them,” he says. “I see so many
people hung up on having to be independent—‘1 can’t go to
their meetings. I can’t understand their strategy.’

“Being independent means you are free to make your
own decisions, but you cannot do your job successfully if
you don’t understand, intimately and deeply, what they
are trying to accomplish, as much, if not more, than they
do. Good, business-minded compliance people work with
the business, understand what they want to do, and have
both a natural curiosity and soft skills around influenc-
ing.”

There is no magic or secret formula behind what makes
a great compliance officer. “People need to really feel that it
is a profession, take it seriously, understand the history, and
really focus on their influencing skills,” he says. “Those who
are comfortable with teaching, and trying to explain things,
make far better compliance people.” TM
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BY JACLYN JAEGER

Tell me about the path that led you to where you are to-
day. How did you become chief ethics and compliance
officer (CECO) at CA Technologies?

I'm a lawyer by training, and my background is in the man-
agement side of employment law. I was originally hired as
CA’s first employment lawyer at a time when the company
had just completed two of its largest acquisitions and had
grown to approximately 22,000 employees.

When CA formally founded its compliance program around
2005, I worked closely with the business as the program
was being created. Then in 2009, as some people left the
organization or moved into different roles, an opportunity
arose to lead the compliance function. My boss asked me
if I was interested. I said that I was, and the rest is history.
I've been overseeing the global compliance program since
April 2009.

Tell me more about your roles and responsibilities as
CECO.

My roles and responsibilities can be broken down into three
components.

The first component is policies and procedures. That's all the
things we do from formal policies to our Code of Conduct, and
all of the resources we make available to employees to help
explain the way we expect them to conduct business.

Next is the education and awareness piece which involves
training as well as getting out and talking to employees.
That’s one of the most important roles for compliance offi-
cers. Meeting with employees helps you understand what is
on their minds and what is and is not working from a com-
pliance perspective. The training, the awareness, the evan-
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gelism—all of those things that we do to help keep compli-
ance top-of-mind among our employees is a very big piece
of what I do.

The final component is investigations and enforcement. Like
every company, we, at times, have employees who do things
they shouldn’t be doing. So when we hear of allegations that
someone has done something inconsistent with our ethical
values or compliance rules, my team investigates. When nec-
essary, if we find merit to the allegations and someone has,
in fact, breached our rules, we determine what the appropri-
ate remediation will be, working with the business and HR.
We believe that the business, HR, and compliance should be a
united front. Anytime we discipline or discharge an employ-
ee, this agreement between the functions helps us to ensure




I’'m a big believer that if you want employees to retain key messages from
compliance training, the information should be provided to them in smaller
chunks, rather than bombarding them with long courses where they’re going to

retain very little.

that we make the best decision for the business and for our
compliance program.

What other aspects of your job make the compliance
role challenging?

Finding new and interesting ways to keep the compliance
message resonating with our employees is always a chal-
lenge. By and large, the laws and rules around compliance ha-
ven't changed that much in the seven years I've been leading
the program. While there have been new bribery laws, for ex-
ample, the fundamentals of the law haven’t really changed in
many years. So when we're pushing training and awareness
to our employees year after year, it is challenging to find inter-
esting ways to Reep repackaging what is basically the same
information.

It’s also a challenge to connect not just with the employees
who have been working here for a number of years, but also
the new generation of employees entering the workforce each
year. Millennials, for example, are used to having information
at their fingertips from a very young age. We have to con-
stantly be thinking about how to connect with all aspects of
our workforce.

Corruption is another huge challenge for every company oper-
ating in any emerging market. We spend a lot of time focus-
ing on assessing our risk, building the right controls, and en-
suring that we are doing the proper amount of due diligence
on our business partners to help ensure they understand
and share our ethical values. In many societies, corruption
is so deeply rooted that it would be naive to think that any
company’s compliance program is going to change societal
norms. So finding ways to get comfort that we’ve built a good
program, have the right controls in place, and have found the
right tools to understand as much as we can about the part-
ners we do business with—all these things are tremendous
challenges for compliance officers in every industry.

You mentioned training earlier. How do you keep the
compliance message ‘new and interesting’ at CA, so

that it resonates with employees?

If you Reep pushing things employees don't like, it waters
down the underlying messages. We have found over the years
that using humor to teach compliance lessons has been re-
ally effective for us. I don’t know that it’s effective for every-
body, but it has worked for CA. We created a fictional char-
acter named Griffin Peabody who is always doing the wrong
thing, and we’ve incorporated some of his escapades into our
compliance training courses. Griffin has been very popular
with our employees who are always excited to see his “next
adventure.” We have posted many of these “Griffin Peabody”
videos that were created in-house to YouTube. We've received
requests from many other companies to use these videos in
their own compliance training offerings.

We are finding that effective learning takes place when we
give employees information in shorter snippets. Most of the
compliance courses we've created over the last seven years
have been in the 18- to 22-minute timeframe. I'm a big be-
liever that if you want employees to retain Rey messages from
compliance training, the information should be provided to
them in smaller chunks, rather than bombarding them with
long courses where they're going to retain very little. With the
new generation of employees entering the workforce, that is
even more true.

What other employee communication techniques have
you found useful?

We publish a quarterly newsletter called “Walk the Talk” that
profiles real compliance cases that we have seen at CA. We
created the newsletter and began profiling real company cas-
es after employees told us they’d like to learn more about the
types of cases we are actually seeing at CA. I'm a big believer
in transparency. Employees need to understand that the com-
pliance messages are not simply theoretical—we, like every
other company, actually have employees who sometimes do
the wrong thing. We want our employees to understand what
these issues are and what we can learn from them. By telling
employees stories of the cases we're actually seeing and how
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we've dealt with them, we are giving them information that
they are interested in and that will help them understand CA’s
expectations.

We've also done compliance events. In one of our New York
offices, we did a “beer and pretzels with compliance” event,
in which my team went around to the different departments.
People would come away from their desks and have a beer,
and we'd talk about compliance. Those are some of things
we’ve done that we've found to be effective.

What are some of the more rewarding aspects of being
a compliance officer?

JOEL KATZ

Titles: Senior Vice President, Chief Ethics & Compli-
ance Officer, CA Technologies

Member of the Board of Directors, Ethics & Compli-
ance Association

About CA Technologies: Creates software that fuels
transformation for companies and enables them to
seize the opportunities of the application economy. CA
works with companies worldwide to change the way
we live, transact, and communicate

Years of experience: 21

Area of expertise: Law, litigation, psychology, public
speaking

Quote:

“| see compliance as a noble pursuit that helps
ensure transparency and fairness in business
transactions around the world. The field of com-
pliance plays a critical role in the global econo-
my. As we have seen in very recent history (over
the last 15 years), a lack of transparency and

fairness in business undermines consumer con-
fidence and can lead to potentially catastrophic
economic consequences. To use a sports anal-
ogy, every game must have rules and the rules
must be rigorously enforced to help preserve the
integrity of the game.”

[ have always believed that most people want to do the right
thing. To be a part of leading the charge at making sure we're
conducting business the right way and doing business as a
company in a way that we can all be proud of is very grati-
fying. And our efforts were validated most recently when we
were named one of the World’s Most Ethical Companies.

What lessons have you learned throughout your com-
pliance career that you would like to share with fellow
ethics and compliance professionals?

First, I believe that constant iteration is the hallmark of a top-
notch compliance program. The world changes quickly, and
the compliance program must be able to adapt equally as
quickly. Next, it is not always easy to find new and interesting
ways to deliver compliance messages so, whenever possible,
you should try to make compliance messages and training in-
teresting as well as relevant and useful to the target audience.

Facts and circumstances are not always as they may first
appear to be—to conduct effective investigations, investiga-
tors must Reep an open mind and truly serve the role of fact
gatherers (rather than judges, juries, and executioners). It is
imperative that you communicate and follow up with people
who raise ethical- and compliance-related concerns. Doing so
will help ensure that your organization is one where people
believe in “organizational justice.”

Finally, you really cannot overstate the importance of tone at
the top—like children emulating the actions of their parents,
many employees will look to their boss and other business
leaders for information about the organization’s ethical com-
pass. When only the compliance officer and the legal team are
endorsing compliance messages and living the organization’s
professed ethical values, the company is clearly heading down
a path paved with peril.

Any final words to impart?

More than anything, the compliance officer has to get buy-in
from the senior leadership of the company and the board of
directors. If you're a compliance officer who has doubts about
the ethical compass of your leaders; or you can't get time with
your leaders; or your leaders are not engaged in driving the
compliance message or simply view compliance as a neces-
sary evil, you are likely working for the wrong company if
you're serious about compliance and serious about helping
run an ethical business. TM
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As one of the compliance
profession’s leading
advocates for corporate
sustainability, Alison
Taylor is passionate about
helping organizations
understand how they
can improve their ethical,
governance, compliance,
and operational existence
to create organizations
that aren’t just good at
being better, but are also
better at doing good.

BY TAMMY WHITEHOUSE
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A just and sustainable world

ver the course of a dozen years in corporate risk and
O investigations in some of the toughest markets in the

world, Alison Taylor became intrigued by trying to
solve the question of what’s wrong with the traditional com-
pliance equation.

With a history degree from Oxford in her native United
Kingdom and a Master’s in international relations from the
University of Chicago, Taylor began her very global journey
in compliance as a corporate strategist for a Big 4 firm. She
moved on to Control Risk, which she describes as a consulting
firm in the United Kingdom much like Kroll in the United
States. She served as director of corporate investigations for
the Middle East and Africa.

Early in her career, Taylor says, she had a firsthand view
into corruption, how it affects development, and how it
drives policy. With her education focused on political sci-
ence and international relations, she quickly grew fasci-
nated with how Western companies operated in high-risk
markets. “I was trying to understand how these companies
behave in these countries and how we could improve that
to make things better for the people who live in those coun-
tries,” she says.

Much of Taylor’s early work was in fraud investigations,
due diligence, political risk, and market entry, she says. “I
spent a lot of time with compliance legal counsel about these
investigations, and I became very interested in what worked,
what didn’t work, and why.” That inspired her to head back to
the classroom to pursue another advanced degree, this time
in organizational psychology, or the study of how people be-
have in groups.

“The dominant perspective from regulators in their lit-
eratureis that we need to find out who the bad guys are and
stop them,” she says. That assumes corruption is the action
of individuals operating only out of their own personalities
or motivations, so it’s up to companies to find those indi-
viduals and discipline them. “Organizational psychology

says behavior is a function not just of personality but also
environment.”

That means, for example, when a person starts a new job,
they’ll read the manual or sit through the training that ex-
plains corporate policies and procedures, but they’ll also take
cues from their supervisors and their peers. And those cues
are just as important, maybe even more important, than
whatever is presented in formal materials.

That’s the cultural side of corporate compliance, where
compliance officers increasingly recognize the dialogue
needs to focus to bring about real change. “Compliance pro-
grams that are written and recommended by the regulators
are not really working all that well,” says Taylor. “We have a
lot of companies that have compliance on paper, but are still
under investigation.”




Taylor is helping drive that growing dialogue around
what needs to change in terms of corporate culture to pro-
duce not only compliance, but sustainable, long-term busi-
ness success. “One of the biggest trends, if not the biggest
trend, of the last couple of years is the massive focus on cul-
ture and behavior, and that will carry on growing,” she says.

The sudden massive focus, in Taylor’s view, is driven by a
couple of factors. The first is a Rind of recognition that even
with the best compliance plan, compliance with anti-corrup-
tion, or compliance with anti-money laundering rules it’s not
a given. “If you don’t have the culture and the backing of the
company, you won't be able to make it work,” she says. “So
what would make it work?” A cultural shift, companies are
beginning to accept.

Another driver, says Taylor, is the recent movement to-
ward holding individual officers liable for compliance fail-
ures. Sally Quillan Yates, deputy attorney general for the U.S.
Department of Justice, has put compliance professionals on
notice with the now infamous “Yates memo,” shifting DoJ
policy to put more emphasis on investigating and prosecut-
ing individuals. “The Yates memo has massively raised the
stakes,” says Taylor.

Cost containment has become another factor steering
more interest in improving corporate culture, says Taylor.
“The compliance advisory industry, due diligence providers,
forensic accountants—that’s all gotten very expensive,” she
says. “It got a little bit out of control. Compliance officers are
looking for other tools and techniques that they can use that
don't involve millions and millions of dollars.”

Today, Taylor is director of advisory services for BSR, a
global nonprofit organization with more than 250 member
companies that are committed to building “a just and sus-
tainable world,” according to the group’s mission statement.
But “sustainable” here is used in a much more modern sense
than it might have been used a decade or two ago.

It’s not just about environmental responsibility and car-
bon footprints, says Taylor. It's about looking at compliance
more broadly than just as a risk assessment and a set of con-
trols to mitigate those risks. It’s about culture. “Sustainability
has evolved from being a separate team that makes philan-
thropic donations to a team that is trying to change behavior
in the organization,” she says. “They’re thinking long term,
and it's throughout the business, not just one department.
They're trying to bring sustainability into the core business.”

Taylor is trying to get sustainability teams and compli-
ance teams to collaborate and work together more closely.
“There’s a huge opportunity for ethics and compliance offi-
cers to work with sustainability,” she says. “They’re both ap-
proaching the same questions of how to get the organization

ALISON J. TAYLOR

Titles: Director, Advisory Services, BSR

Years of experience: 16

About BSR: A global non-profit organization that
works with its network of more than 250 member com-
panies to build a just and sustainable world.

Areas of Expertise: Sustainability through risk man-
agement, strategy, stakeholder engagement, transpar-
ency, governance, and organizational change

Quote:

“Compliance programs that are written and
recommended by the regulators are not really
working all that well. We have a lot of compa-
nies that have compliance on paper, but are still

under investigation. One of the biggest trends, if
not the biggest trend, of the last couple of years
is the massive focus on culture and behavior, and
that will carry on growing.”

to behave better. The challenge is really the same challenge.”

Much of Taylor's experience is rooted in the energy
sector, so she’s in charge of leading BSR’s energy and ex-
tractives practice. She helps BSR’s member companies
focus on approaches to sustainability through risk man-
agement, strategy, stakReholder engagement, transparen-
cy, governance, and organizational change. She also leads
BSR’s service lines around ethics, governance, and stake-
holder engagement.

Taylor’s passion for helping companies create and main-
tain an ethical culture is a natural fit for the modern under-
standing of sustainability, which is to take a long-term view
of a company’s relationship to its stakeholders and the en-
vironment in which it operates. She sees plenty of instanc-
es where sustainability is treated as a stand-alone, start-up
exercise, but she believes the days of such an approach are
numbered for companies that want to succeed in the face of
modern societal challenges.

To further the cause, Taylor has taken to writing as an
active blogger for BSR. She focuses on topics like how com-
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pliance and sustainability can work together to strengthen
ethics and how companies can build a more resilient culture.

Taylor started writing a few years ago when anti-corrup-
tion messages still focused heavily on how to write a good
code of conduct or perform effective due diligence. “I didn’t
see people writing much about culture in particular but also
combining political risk,” she says. “I felt like I had some-
thing to say, and few people were talking about the things I
thought were important.”

Outside of nine-to-five duties, Taylor also pursues her
passion for sustainability, social action, and human rights
through organizations like the Society of Petroleum Engi-
neers, the Center for Business Ethics & Corporate Governance,
and Global Action to Prevent War and Armed Conflict. She
serves as a board member for all three organizations, and as
a member of the Sustainability Committee for SPE.

Human rights is particularly an area where Taylor expect
to see growing focus over the coming years. “Right now, it’s
soft law,” she says. “It’s a behavior. It's nice to have, but it’s
soft law. We will start to see regulators look more at this as
law. That is certainly something that is coming on the radar,
although slowly at the moment, for compliance.”

Taylor says she used to enjoy traveling but that was before
her work took her so often all over the world. “After spending
15 years on planes all the time, now my idea of a good time is
staying home,” she says.

Home is New York, where she is based for her work with
BSR, but she also has ready access to the Catskill Mountains
of southeastern New York state, and she escapes there every
chance she gets. “I love hiking in the woods where there’s no
cell reception,” she says. “With the beautiful views, [ get lost in
the trees. It’s really good for mental health and relaxation.” TM
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Failure is not an option
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some $453 billion in equities derivatives and securities
transactions a day, holding about $100 billion in collat-
eral to backstop those transactions, and ultimately clearing
about 4.2 billion contracts a year. Welcome to the Options
Clearing Corporation, the world’s largest clearinghouse for
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listed equity derivatives.

The OCC (not to be confused with the Office of the Comp-
troller of the Currency) is, in its own words, “the seller to every
buyer and the buyer to every seller,” for its various member
firms, which collectively represent 13 options exchanges (a
14th exchange—ISE Mercury— will join on Feb 16), four fu-
tures exchanges and some 120 clearing member firms. If any
of these clearing firms fails to honor its trade obligation, the
OCC steps in to honor the guarantees that have been issued.

By acting as a go-between for derivatives trading, the OCC
provides a critical layer of stability to the world’s financial
markets. But with great power comes great responsibility,
which is why this firm has the ongoing attention of financial
services regulators such as the SEC. And while this has al-
ways been the case, in 2012, that attention grew by an order
of magnitude when the OCC was declared a SIFMU—a Sys-
temically Important Financial Market Utility.

SIFMU designation is an outgrowth of the Dodd-Frank
Wall Street Reform and Consumer Protection Act, which em-
powers the Financial Stability Oversight Council to assign
special regulatory requirements on those firms that would
threaten the stability of the United States’ financial system
if they failed or faced serious disruption. To date, only eight
firms have been given SIFMU designation, and the OCC is one
of them.

Richard Wallace, senior vice president and chief compli-
ance officer, is the person the OCC turns to to make sure it is
not just in compliance with SIFMU regulatory requirements,
but is kReeping the enterprise well ahead of the regulatory
curve. As the leader of the OCC’s compliance program, Wal-

lace works with regulators, advises the OCC’s board of direc-
tors and management team on compliance requirements,
and oversees records management.

Wallace’s background uniquely suits him for the task of
adapting the OCC’s business practices and culture to deal
both with the firm’s past regulatory remediation efforts, as
well as proactively addressing its current and future com-
pliance challenges. Before joining the OCC in 2013, he was
a partner at Foley & Lardner in Washington, D.C., where
he represented and advised securities broker-dealers, se-
curities exchanges and investment advisers and their
employees. Before that, he spent 12 years at the Financial
Industry Regulatory Authority as the vice president and
chief counsel of its Market Regulation Department. He
also spent six years as a branch chief and attorney with



the U.S. Securities and Exchange Commission’s Division
of Enforcement.

“Because of its role in the market, the OCC is really im-
portant to a lot of people, and if we go down, its a systemic
problem. So with that comes higher expectations in terms of
a whole list of areas such as risk management and gover-
nance,” Wallace says. Case in point: The OCC is subject to a
much more robust examination presence, not just by the SEC
and CFTC, but by the Federal Reserve, as well as being subject
to Dodd-Frank regulations. “We have very high expectations
put upon us,” Wallace says, “and we are subject to a rigorous
external review of how we're doing.”

According to Wallace, the firm struggled at first with its
new level of required documentation and the heightened
expectations of the regulators. The company was always
committed to “doing the right thing,” he says, and getting to
where the regulators needed the OCC to be. But there was a
steep learning curve, and the firm had a difficult time keep-
ing pace with current regulatory demands. This meant there
had to be changes with how it handled compliance. Wallace
himself joined OCC around that time and, about six months
after he came on board, the OCC launched what Wallace de-
scribes as “a vigorous plan to get ahead of the regulatory cy-
cle”

The first thing the company did to help was to establish
a rigorous system to verify that the improvements OCC put
in place really worked and met regulator requirements. This
became a good way to catch problems, as well as a way to
educate people across the company as to what the new stan-
dards were that the company had to meet. It also provided to
the OCC’s board and to regulators a high level of assurance
that the changes the company made were sufficient and were
working. “That process allowed us to increase the regulator’s
confidence that we were moving in the right direction,” Wal-
lace says. It was, as Wallace describes it, a kind of self-exam-
ination, in which the company set to tracking how it resolved
the issues.

But it was only the beginning. In 2015, OCC launched an
enterprise-wide plan to look at all parts of the company for
areas to improve, and to bring its compliance practices to a
level above what was required from regulators.

Another part of the process was to lay the foundation with
the tools the OCC needed to allow ERM, audit, and compliance

to do their jobs better. “We wanted to improve our records
management, as well as provide a better understanding
of old processes, documenting who was in charge of what,
mapping them to requirements, building out an electronic
enterprise GRC system that houses information on compli-
ance, audit, and ERM needs .. and link all of that together,”
Wallace says. “These things were all coming together at the
same time.”

According to Wallace, what sets the OCC apart from
most other compliance departments is the focus on risk.
“Corporate compliance is a different job wherever you
go. At many firms it comes down to how you deal with
customers. Are they getting the right information?” The
regulations for clearinghouses require policies and proce-
dures for the credit market, as well as for modeling risk in
general and default risk in particular. This puts the chief
compliance officer and the compliance department in the
position of having to build a sophisticated system with
ample bandwidth.

Part of that includes having sophisticated methods to
deal with when a clearing member either defaults or has a
serious disruption. It does not happen often—only a hand-
ful of times in the company’s 40 years of operation—but
Dodd-Frank mandates that the organization has to be able
to deal with it if and when such a failure does occur. The
company has always had plans for such scenarios, Wallace
says, but now it has a specific requirement to prepare for
and to test on.

The stress testing the OCC uses for clearing members is
organized and systematic, similar to how it uses models to
set margin requirements and how much financial resourc-
es the company must have on hand. In addition, Wallace
says, the OCC also has an in-house group of highly qualified
guantitative analysts that reviews those models and vali-
dates them.

“I always say this isn’'t rocket science, but we actually
have rockets scientists on board,” Wallace says of the quants.
These “rocket scientists” are in a separate group that re-
ports directly to the chief risk officer. Wallace’s team, in turn,
makRes its own assessments on what the quants turn out.
“How can we make sure that these Ph. Ds are going to do
their job?” Wallace asks. “We are not qualified to review their
math calculations, but we can look at their documentation,

Regulators are like any other organization, so you probably need to over-
communicate several times to make sure that everyone understands. It’s kind of

Impossible to over-communicate.
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Quote:

"] hope the regulators are very pleased
with our trajectory, but we would be the
first to admit that our compliance is still

growing and maturing. Our emphasis
is on a high level of transparency and
cooperation, and we are doing our very
best to get where they want us to be ...”

and how they justify what they do, and make sure that it's
clear to the regulators.”

Clarifying things for the regulators might just be the most
important part of Wallace’s job. “I hope the regulators are
very pleased with our trajectory, but we would be the first to
admit that our compliance is still growing and maturing,”
Wallace says. “Our emphasis is on a high level of transpar-
ency and cooperation, and we are doing our very best to get
where they want us to be, and to be transparent about where
we are at the current time.”

To that end, Wallace stresses the importance of commu-
nication. Wallace recalls spending much of his time, after
joining the OCC, trying to get people to understand what com-
pliance could do for them, and how it could make their pro-
fessional lives better. He wanted to avoid a situation where
people who were doing their best work were met by a new
compliance head who sweeps in and tells them that they must
all start doing something new that might not be intuitive to
them. “You need to spend time with them to communicate
that this is a hard change,” Wallace says. “That communica-
tion, especially when you are building a rapport with people
within the industry ... you've got your day job of reviewing
this and approving that, and attending meetings, but the

time spent with people working to that same end is crucial.”

That goes double when regulators are involved, Wallace
says. When dealing with regulators, chief compliance offi-
cers can be a conduit for providing context about the busi-
ness so the regulators can understand why certain decisions
are made .. and perhaps more importantly, so they can un-
derstand why something might not be as dramatic or as big
of a problem as it appears from the outside. After all, there
are always plenty of opportunities for regulators to become
concerned over something that does not seem like a big issue
to the business.

“When I was working as a regulator, I can think of several
times when I was hopping mad about something a company
did, but once they explained it, I thought, ‘Oh, now I get it!"”
Wallace says. “And vice versa; there have been times when, as
a lawyer, when I was representing organizations before the
regulators, thinking, ‘If I could just get them to understand
this..”

One thing Wallace has found is that when regulators vis-
it and want to know about some portion of the business, it
pays to get it right the first time. If regulators walk away
with a negative perception of some part of the organization
because it might not have been explained properly or suf-
ficiently, it can take 10 times as long to correct it after the
fact, Wallace says.

Case in point: After Wallace joined the OCC, the company
changed its incentive compensation to increase the focus on
compliance and successful risk management. It was a start-
ing point, Wallace says, and the way it was explained inter-
nally it was clearly understood to be a single part of a broader
set of initiatives. But when the OCC explained it briefly to the
regulators, the regulators immediately had concerns about
how this new program was going to work.

“Luckily for us, the issue came up shortly after we ex-
plained it, and we were able to put more information around
it, and got a response of ‘Oh, okay, that makes sense,’ ” Wal-
lace says. “From our vantage point, everything looked clear,
but from their vantage point, it evoked this ‘What are you
thinking?’ response. That was our fault. So you need to prac-
tice good communication sRills to check up after an initial
explanation. If you can express things to their understand-
ing, in their words, it will help.”

Another part of dealing with any regulator, Wallace notes,
is that saying something to the policymaking end of things
does not mean that the examination end of things will get
the same message. “Regulators are like any other organiza-
tion,” Wallace says. “so you probably need to over-communi-
cate several times to make sure that everyone understands.
It’s Rind of impossible to over-communicate.” TM
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K.C. Turan has built,
implemented, and led
world-class, internationally
recognized, and award-
winning GRC programs
across a wide range of heavily
regulated and dynamic
industries, including banking
and financial services,
healthcare, insurance,
technology, and business
services. His work has won
him numerous ethics and GRC
awards, he has an active role
in multiple ethics and GRC
professional organizations,

he publishes frequently,

and he possesses wide-
ranging expertise in a host

of ethics and GRC subjects.
All of this gives him a holistic
perspective through which

he views compliance and
everything it involves. And
given his position in the
challenging field of healthcare
compliance, perspective is the
coin of the realm.

BY JACLYN JAEGER

Senior Vice President,

Tell us a little about UPMC Insurance Services and
Health Plan.

UPMC Insurance Services and Health Plan are part of the
larger UPMC organization, which is an integrated healthcare
delivery and finance system (i.e., both provider and payer).
UPMC Insurance Services is an integration of a number of
partner companies that collectively offer a full range of group
health insurance, Medicare, Medicaid, Duals, FEHB, behav-
ioral health, special needs, CHIP, employee assistance, and
workers’ compensation products and services to roughly
three million members, generating roughly $7 billion in an-
nual revenue. Our recent organizational growth is extremely
compelling, and we're expecting continued impressive scale
and geographic expansion in the coming years.

Tell me about your role and responsibilities for the or-
ganization.

I oversee and lead our cross-organizational corporate com-
pliance; ethics; enterprise risk management (ERM); privacy;
fraud, waste and abuse; and quality assurance and opera-
tional integrity programs. Through a combination of direct
and indirect oversight, I also oversee our various business
unit and partner company compliance programs within the
divisional lines of business.

How are you working to build and enhance the organi-
zation’s compliance program?

Having somewhat recently joined the company, I'm in the
process of taking stock of our solid foundation of various cor-
porate governance, risk management and compliance (GRC)
programs. The envisioned enhancements will likely occur on
a few different levels.

First, we'll work to more seamlessly integrate the various GRC

45

functions, so that they operate in a more synchronized man-
ner—essentially building out our current programs and pro-
cesses to exhibit greater structure and coordination in their
cross-organizational initiatives. This will allow us to better
leverage the implicit synergies and efficiencies that exist be-
tween and across the various GRC functions as it relates to
risk assessments, strategic planning, cross-departmental in-
vestigations, project management, and communication and
information flows.

Second, we'll revisit our structure, positioning, and processes
in terms of being able to effectively and efficiently partner
with the business and operational areas, whom we ultimately
support. This will allow us to be more anticipatory in partner-
ing with the business and effectively meeting their needs.



Lastly, we'll revisit our board- and senior management-lev-
el reporting to make sure that our reports, updates, metrics,
dashboards, and stakeholder interaction is optimally effective
and streamlined. This last element is related to our larger cor-
porate governance framework and our important role within
it, including how we enhance and structure our relatively new
enterprise risk management (ERM) program to be optimally
additive within our corporate governance infrastructure.

What are some of the more challenging aspects of your job?

We're presently operating in a highly scrutinized regulatory
environment, seemingly much more so than in prior years.
This environment basically applies to just about every indus-
try, but there’s no doubt that the regulated verticals, such as
healthcare, are operating in a regulatory environment that'’s
that much more magnified in terms of scrutiny.

More specific to our industry, and as a direct byproduct of
healthcare reform, the healthcare space is more dynamic, inno-
vative, and fast-paced than it’s been in decades, possibly ever.
This is extremely exciting and compelling, but it also presents
its own set of challenging variables with which to engage.
Healthcare is experiencing both vertical and horizontal inte-
gration; disintermediation (e.g., the advent of both public and
private exchanges); a continuing shift to a more value-based,
capitated model; increasing consumerism and the growth of
the individual and family plan health insurance market; a
great deal of consolidation and M&A activity; and, of course,
myriad new regulatory requirements, among other variables.

Healthcare companies, and particularly health insurance
companies, need to adjust to the new healthcare paradigm
and need to be much more agile and nimble relative to the
past. As the organizational GRC function, we need to likewise
adapt and support the business through all of this.

Lastly, and as a natural extension of the new healthcare dy-
namic within which we operate, we need to keep up with
the high speed of business and our compelling growth and
expansion. While we're clearly a governance function, we're
also here to partner with, facilitate, and support the business
in its continual efforts to grow and scale. It’s our business
teams’ jobs to be as innovative, dynamic, and entrepreneur-
ial as possible in better serving our members, and it’s our
job to be as anticipatory as possible in Reeping up with and
supporting them at every step, while of course ensuring that
we do things the right way.

K.C. TURAN

Titles: Senior Vice President, Chief Risk, Compliance &
Ethics Officer, UPMC Insurance Services & Health Plan

Years of experience: 20+

Areas of Expertise: Corporate governance, corporate
compliance, enterprise risk management, corporate
ethics, data privacy and cyber-security, corporate
investigations, anti-corruption and anti-bribery, fraud,
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Quote:

“Healthcare companies, and particularly health
insurance companies, need to adjust to the new
healthcare paradigm and need to be much more

agile and nimble relative to the past. As the or-
ganizational GRC function, we need to likewise
adapt and support the business through all of
this.”

What are the more rewarding aspects of being a com-
pliance officer?

At a high level, that which makes it challenging is what also
makes it so rewarding. There’s literally nothing typical about
any given day, and I get to touch and interact with every cor-
ner and moving part of our organization, learning a great
dealin the process. The business relies on us in myriad ways,
and this is both humbling and extremely fulfilling. We have
to be knowledgeable, agile, nimble, precise, customer ser-
vice-oriented, and business-minded, and we get to work in
an extremely innovative, dynamic, and entrepreneurial en-
vironment. In short, the highly compelling and challenging
nature of our work is what makes it so professionally grati-
fying. We also truly live by our mission of providing quality,
choice, access, service, and value to our members, and this is
likewise highly personally rewarding.

What do you think tomorrow’s greatest challenges and op-
portunities will be for ethics and compliance professionals?

Some of the more compelling challenges are the increasingly
demanding nature of regulatory and public scrutiny, which I
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don’t believe will diminish; the dynamic and singular force
of new technology and the various issues this presents (e.g.,
ongoing balance between convenience and privacy and secu-
rity); and the changing constitution of the workforce, partic-
ularly as more Millennials enter the professional ranks.

While we discuss these elements as challenges, it’s important
to note that none of these are bad or negative developments.
They're simply reality and developing facts, and our GRC pro-
grams need to effectively and efficiently adapt to the new par-
adigm.

Given that you've personally built and led several world-
class and award-winning GRC programs, what specific
characteristics make for a world-class GRC program
from your perspective?

The “how” (how we do things) is just as important as the
“what” (what we do). It’'s important for one to be a sub-
ject-matter expert in their given area, but building the nec-
essary partnerships, working relationships, consensus, and
coalitions with the business and other stakeholders is equal-
ly important, and sometimes perhaps even more so. You're
not going to add much value, and you're not going to be very
effective, if you narrowly view your role to just be an inter-
nal cop. Compliance clearly has a “governance” role to play,
but you have to execute it by way of adding value and be-
ing business-centric. Things are rarely binary and, like most
things in life, our work is fairly nuanced. We need to strike
the optimal balance between making sure that we're satis-
fying the applicable legal and regulatory requirements on
the one hand, and also running a healthy, viable business on
the other hand. In this vein, I always try to impress upon my
teams the foundational value and importance of building the
necessary partnerships and relationships with the business
and our various stakeholders.

You also want to make sure that your GRC programs are appro-
priately right-sized and fit-for-purpose and that they’re strate-
gically and optimally customized to your company, industry,
business model, strategic priorities, and organizational cul-
ture. There is no prescriptive, one-size-fits-all set of GRC pro-
grams that you pull off the shelf, blow the dust off of, and plug
into any given company. Every organization is unique and has
its own way of doing things, and business models and strate-
gic priorities can dynamically shift and change, thereby pos-
sibly causing the GRC functions’ frameworks and models to
likewise adjust and change. You need to be mindfully plugged
into the rhythm of the business to ensure that you're truly and

effectively supporting, facilitating, and adding value.

I'd additionally recommend getting exposure to a number
of different industries, circumstances, and professional op-
portunities permitting. While [ commend and respect those
who have worked in the same industry for the better part of
their GRC-related careers, [ personally feel fortunate to have
worked in a number of different industries, which I feel has
provided me with an invaluable cross-vertical and holistic
lens through which to view things.

While certain specific regulatory requirements are obviously
different from vertical to vertical, the fundamental principles
and tenets of what makes for robust and effective GRC pro-
grams are largely the same and freely transferable from in-
dustry toindustry.I've had the great opportunity to build and
lead a number of highly successful GRC programs in a wide
range of some of the most dynamic and heavily regulated
industries, including banking and financial services, health-
care, insurance, and technology, and there are definitely cer-
tain things that each vertical can learn from the others as it
relates to building and sustaining robust and effective GRC
programs. I can only speak from personal experience, and
it may not necessarily be viable for some GRC professionals
to gain experience in different verticals, but I've found the
cross-industry, holistic perspective to be invaluable, and this
experience has lent itself to truly seamless transitions from
one dynamic industry to another.

Lastly, and perhaps most importantly, we need to continu-
ally and vigilantly foster an organizational culture of “per-
formance with integrity” as the cornerstone value. As many
knowledgeable GRC experts will liRewise note, the CEO and
senior-most executives need to be singularly dedicated to cre-
ating, leading, and sustaining a uniform “performance with
integrity” culture throughout the organization.

Any final words or tips you’d like to impart?

We’ve likely touched on most of these, but it’s critically im-
portant to be business-minded, as the business is one of our
primary stakeholders and this ultimately better serves our
members and customers. It’s important to be a flexible and
nimble all-around athlete, as you'll literally touch upon any
given issue or area of the organization in any given day. It’s
important to Reep your head on a swivel and remain vigilant,
always being mindful of what'’s around the corner. Lastly, and
perhaps most importantly, it's important to maintain a bal-
anced perspective and Reep your sense of humor. TM
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Steve Naughton has held
high-profile compliance
and ethics jobs at Pepsi
and Kimberly-Clark. As he
moves onto a new chal-
lenge, he reflects upon a
career that has continually
evolved and the changing
corporate mindset regard-
iIng compliance.

BY JOE MONT

Chief Compliance Officer & Ethics Officer,
Kimberly-Clark
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Evolving with the profession

tion. For Steve Naughton, who recently departed Kimber-
ly-Clark as its chief ethics and compliance officer, change
is an opportunity to look at the evolution of compliance.

Naughton plans to move on to a new firm with a desire to
face new challenges in the near future.

As a leader in the compliance field for over twelve years,
his career path reflects the changing corporate mindset
regarding compliance. He was formerly vice president of
compliance and chief compliance officer, as well as the vice
president of litigation for PepsiCo. Before working in the
Compliance function at Pepsi, he served as chief litigation,
sales, and operations counsel for The Quaker Oats Co. and
Tropicana Products, both subsidiaries of the beverage giant.
In those roles, he oversaw the legal function for all litigation,
supply chain, and manufacturing and purchasing, as well
as having responsibility for antitrust compliance and sales
counseling. Further in the past, he was a partner with the
former Chicago law firm Pope, Ballard, Shepard, and Fowle.

At Pepsi, along with his predecessor, Pam McGuire,
Naughton is credited with building a world-class compliance
program, despite working with an initial staff of just three
people, including himself.

The move to compliance was a good fit, he says. “At the
time I thought it was a natural progression first as a trial at-
torney, then into corporate litigation and, then basically, an
in-house generalist, into compliance.”

The siren call of compliance led him to Kimberly-Clark in
2013. “I really wanted to get back into compliance and that
was the main driver,” Naughton says. “Kimberly-Clark is a
great company with strong Midwest roots with a great repu-
tation for integrity. That was attractive to me.”

“The scope and importance of a chief compliance officer
continues to evolve and continues to become that much more
important,” he says. There is no question that the demands
and expectations for CCOs continue to grow. When I started,

C hange is both inevitable and an opportunity for reflec-

we were all trying to sort it out and figure out where we sat.
The CCO has changed over the years and is now looked to as a
person with high authority and even greater responsibility. If
something goes wrong, everyone looks to the CCO. In fact, the
CCO is sometimes referred to as the ‘canary in the corporate
coal mine.’ As far as the marketplace is concerned, I certainly
think it is recognized by industry as a much more important
job and the demand for qualified, dedicated, people of integ-
rity is going to be very high.”

He also sees, as many do, compliance split into specializa-
tions to meet the unique business sector demands in finance,
healthcare, and consumer products.

How has a CCO’s skillset changed? “When I started, I did a
lot more investigative work myself,” Naughton says. “I still do
investigations, but what you are seeing now is more on the lev-




el of a strategist and a person who is connecting the dots to
identify risk, instead of somebody who, 10-12 years ago may
have been more siloed into specific areas like investigations.”
“There is no question that the role of the compliance offi-
cer is going to continue to grow,” Naughton adds. “Every time

Hard copy: $69.99

A Guide to Effective Internal Investigations
By Tom Fox
29 pages | October 2015

there is a major corporate scandal, we are probably going to
see additional legislation in response. The CCO is going to be
looked to more and more as the person who really needs to
identify risk, not just be in a position where he or she goes
back and investigates something after the fact.”

STEVE NAUGHTON Internal Controls in an FCPA Compliance Program  ard copy: $69.99
By Tom Fox
45 pages | October 2015
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Quote:

CCO 2.0 | Internal Marketer and Soft Skills Hard copy: $29.99
“There is no question that the role of the compli- -
ance officer is going to continue to grow. Every Reql’"red
time there is a scandal, we are probably going to By Tom Fox
see additional legislation in response. The CCO . o
is going to be looked to more and more as the Skills Required 33 pages | June 2015
person who really needs to identify risk, not just
be in a position where he or she goes back and
investigates something after the fact.” Segregation of Duties & Sensitive Access: Hard copy: $69.99

Leveraging System-Enforced Controls
By Larry Carter

Naughton’s advice to his colleagues who are new to the 56 ipeges | ey 20115
profession: “Establish a good strong networkR of contacts
within the compliance field.”

“You have a lot of people who have a great deal of knowl-
edge,” he says. “To the extent you can, tap into that network
so you can rely upon people that have been there and gone
through it all. It is also very important to understand roles
and responsibilities. Where do you fit? Where does compli-
ance fit within an organization? Know what that role is and

Doing Compliance: Design, Create, and Implement  Hard copy: $99.95
an Effective Anti-Corruption Compliance Program

By Tom Fox

157 pages | October 2014

be in a position where you can raise issues, and raise them
independently.” TM

Available for purchase at www.complianceweek.com/reports
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