—
| N
y L1 LA |

Introduction

/'.

ool
{

The Essence of Risk Management =~

Essential Types of Risks to Cove‘r\

¥
. 0508 o .
S,

Risk Assessment and Identification
Risk Mitigation Strategies r/)\
Data-based Risk Managemen ‘Tools ,

Risk Monitoring and Reportin
\

Why Risk Management Can F&
Current Key Developments

Future Trends in Risk Management
Conclusion

- Family Office Partner




Risk Management for Family Offices:
Key Components and Future Trends

Introduction

Family offices are sophisticated wealth management structures designed to meet the comprehensive
financial needs of ultra-high-net-worth families, with two primary models emerging: single-family
offices (SFOs) and multi-family offices (MFOs). Dedicated exclusively to a family's complex financial
ecosystem, single-family offices offer unparalleled customization, complete strategic control and
highly personalized services, but require significant financial resources to establish and maintain.

In contrast, multi-family offices offer a more collaborative and cost-effective approach, serving
multiple wealthy families by sharing resources, expertise and investment opportunities while
maintaining a flexible service framework. Both structures typically offer a holistic range of services,
including mvestment management, tax and estate pIannmg, risk mitigation, philanthropic advice,




The Essence of Risk Management

Risk management is an integral aspect of all business operations, encompassing the identification,
assessment, and mitigation of potential risks that could impact an organization’s success. When done
effectively, risk management becomes a constructive component of all business activities and not a
preventer. As David Lynch (RIP) put it, it's about "keeping your eye on the doughnut, rather than on
the hole."

According to 1ISO 31000 (2018)", risk management is defined as “coordinated activities to direct and
control an organisation with regard to risk,” aiming to create and protect value, improve performance,
encourage innovation, and support the achievement of business objectives. It is crucial to differentiate
risk management from compliance. While compliance ensures adherence to laws and regulations, risk
management takes a broader approach, addressing risks that go beyond legalities and safeguarding
against various uncertainties.

As a takeaway, we could formulate the following statements: (i) Risk Management is not about the
Elimination of Risk but about Managed Risk Exposure (ii) Risk Management is about Managed Risks
worth taking.

Risk Management Structure

An efficient layout for a professional risk
management setup in a family office should cover
several key areas and incorporate current
developments. Including:

Risk Management Committee: Establish a
dedicated committee responsible for
overseeing the family office's risk management
efforts.

Formal Documentation: Create a written
document outlining the risk management
governance structure, roles, and
responsibilities.

Investment Policy Statement: Develop
documents that include risk management
strategies and objectives for the whole
operation.

1180 (the International Organization for Standardization) is a worldwide federation of national standards bodies (i.e. ISO member bodies). 3



Essential Types of Risks to Cover

Effective risk management requires understanding the various categories of risks that may impact an
organization. These can include:

Investment Risk: Assess and manage market, liquidity, credits and concentration risks.

Operational Risk: Implement controls to mitigate risks associated with internal processes, systems
and people, such as inefficiencies, errors or fraud.

Cybersecurity: Develop strategies to protect against risks regarding information technology and
operational technology, such as data security, data breaches, system robustness, machine safety,
and human factors like errors or lack of skills to counter smart cyberattacks.

Reputational Risk: Risks stemming from an organisation’s behaviour, business conduct, and data
protection practices, which can significantly impact a family office or multi-family office's standing in
the public eye. This includes those risks arising from family members themselves.

Compliance and Regulatory Risk: Ensure adherence to relevant laws and regulations.

Succession Planning: Prepare for wealth transfer and leadership transitions.

Risk management operates within a complex framework characterised by several critical parameters,
including the inherent uncertainty of risk, the probability of events occurring, and the potential impact
on the organisation's financial, operational, and reputational aspects. Additionally, the interrelationship
and cross-correlation of various risks must be considered, as multiple risks often coexist and require
careful prioritisation.

Effective risk management involves managing the portfolio of risks and accounting for the human
factor as a risk. This includes subjective risk framing shaped by individual preferences, biases, beliefs,
and assumptions. Understanding these dynamics is crucial to ensuring a balanced and comprehensive

approach to risk mitigation. s
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Risk Management for Family Offices:
Key Components and Future Trends

Risk Assessment and Identification

The process of identifying and assessing risks
should involve a structured methodology, such as
ISO’s five-step risk management process2:

* Identify risks

+ Analyse their likelihood and potential impact
« Prioritise risks based on business objectives
+ Treat or respond to identified risks

+ Monitor outcomes and adjust strategies as
needed

This structured approach ensures that risks are
systematically addressed and aligned with the
organisation’s goals. The ultimate objective is to
determine the organisation’s risk tolerance,
optimise risk exposure, and enhance its overall
value.

2 Source: 1SO 31000:2018, chapter 6 Process

Risk Mitigation Strategies

Mitigation strategies are key to reducing the
impact of risks. A robust risk management setup
includes:

+ Governance frameworks that separate risk
management from executive functions, with
clear reporting lines to risk managers.

+ Regular audits to assess compliance and
financial practices.

+ Diversification strategies for investment
portfolios to reduce concentration risk.

+ Forward-looking assessments: Think about
scenarios of what events could unfold in the
future and how the business would be
affected.

+ Crisis management and business continuity
plans to ensure preparedness in the event of
unforeseen incidents.

Challenges in risk mitigation include the need for
management to embrace risk management as a
core component of overall management and the
balancing of top-down and bottom-up approaches
to risk identification and resolution.



Data-based Risk Management Tools

Given their complex asset structures and long-term objectives, family offices require sophisticated risk
management approaches beyond conventional methods. This section delves into advanced strategies
and quantitative techniques essential for robust risk management frameworks tailored to family offices.

Quantitative Risk Models

Value at Risk (VaR): VaR measures potential
losses in investment portfolios over a
specified time frame with a given confidence
level. This technique allows family offices to
quantify the maximum expected loss,
providing a benchmark for risk tolerance.

Conditional Value at Risk (CVaR): CVaR, or
Expected Shortfall, extends beyond VaR by
estimating the average loss that occurs
beyond the VaR threshold. It offers a more
comprehensive view of tail risks, particularly in
volatile markets.

Monte Carlo Simulations: Monte Carlo
simulations use computational algorithms to
assess the probability distribution of potential
outcomes based on random sampling. Family
offices employ these simulations to model
complex financial scenarios and stress-test
portfolios under various conditions.

Stress Testing & Scenario Analysis: Stress
testing evaluates the impact of extreme market
conditions on investment portfolios. Scenario
analysis allows family offices to assess
hypothetical situations—such as financial
crises or geopolitical events—on their
holdings.

Factor-Based Risk Modeling: This approach
identifies portfolio returns’ sensitivities to
various risk factors, such as interest rates,
inflation, or commaodity prices, enabling more
informed decision-making and strategic asset
allocation.

Risk Budgeting and Portfolio Construction

Tail-Risk Hedging: Family offices can
utilize derivatives, structured products, or
alternative investments to hedge against
extreme market downturns. Strategies
include options, futures, and bespoke
insurance products.

Strategic vs. Tactical Asset Allocation:
Balancing long-term strategic asset
allocations with tactical adjustments allows
family offices to adapt to market conditions
while adhering to overarching investment
mandates.

Liquidity Risk Management: It is crucial to
ensure sufficient liquidity to meet cash flow
needs while optimizing capital allocation
across illiquid investments like private
equity and real estate. Techniques include
laddered maturities and secondary market
strategies.
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Risk Management for Family Offices:
Key Components and Future Trends

Risk Monitoring and Reporting

Ongoing monitoring and transparent reporting are
essential to ensuring that risks are continually
assessed and that mitigation strategies are
adjusted in response to new developments.

Effective reporting mechani cilitate
communication of risk-rel mation to all
stakeholders, ensuring info ecision-
making.

Why Risk Management Can Fail

Several factors can undermine effective risk

ma'ent, such as‘

* Misaligned incentives: When risk-takers are
incentivised based solely on financial gains,
they may overlook long-term risks.
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Current Key Developments

Holistic Approach: Family offices are
adopting a more comprehensive view of
risk management, considering both
internal and external threats.

Proactive Monitoring: There's a shift
towards more proactive risk monitoring
and strategic planning.

Cybersecurity Focus: Increased emphasis
on protecting against cyber threats and
ensuring digital security.

Tail-Risk Hedging: Family offices should
consider tail-risk hedging strategies where
appropriate.

Enterprise Risk Management (ERM):
Adoption of ERM frameworks to unify risk
management strategies across the family
office.
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Future Trends in Risk Management

Emerging risks, such as climate change, geopolitical
instability, and technological disruptions, will
increasingly influence the landscape of risk
management. Technological advancements, including
Al and machine learning, offer new tools for real-time
risk assessment and decision-making. These
innovations will improve the ability of organisations to
manage complex, dynamic risk environments.
Several key trends will likely shape the future of risk
management:

Integration of Artificial Intelligence (Al) and Data
Analytics: These technologies will enable more
precise risk identification, the calculation and
probability weighting of different event scenarios,
stress testing, and mitigation, allowing for
proactive management of emerging threats. In
addition, Al will be very supportive regarding client
risk profiling and navigating the complexities of
global financial regulation.

Cybersecurity and Data Privacy: As cyber threats
become more sophisticated, detecting and
preventing fraud, protecting digital assets and
ensuring compliance with data protection laws will
be critical.

Regulatory Compliance: Increasing regulatory
scrutiny and the complexity of global financial
regulations will necessitate robust compliance
frameworks and continuous monitoring.

Geopolitical and Socioeconomic Shifts: Ongoing
global shifts—such as trade wars, political
instability, and climate change—will require more
dynamic and adaptable risk models.

Sustainability Risks: Companies and wealth
managers will need to integrate environmental,
social, and governance (ESG) considerations with
reason and a sense of proportion into their risk
frameworks.
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Conclusion

Risk management is a fundamental
component of organisational strategy,
encompassing the identification,
assessment, and mitigation of potential risks.
It is not about eliminating risks but about
managing those that are worth taking and
balancing risk exposure with organisational
goals. Both family offices and multi-family
offices face unique challenges in managing
risk, but their approaches are shaped by
different priorities: family offices focus more
on personalised wealth preservation, while
multi-family offices embrace broader risk-
sharing strategies.

As global trends such as technological
advancements, geopolitical instability, and
environmental concerns continue to evolve,
risk management practices must adapt to
effectively address emerging challenges. In
particular, integrating advanced governance
and compliance frameworks (Section 3),
leveraging cutting-edge technology-driven
risk management tools (Section 4), and
proactively planning for intergenerational and
succession-related risks (Section 5) are
crucial steps in strengthening family office
resilience. These approaches ensure a
robust, forward-looking risk framework that
balances stability and growth, allowing family
offices to thrive in an increasingly complex
financial landscape.

This leads to the requirement of
implementing a culture of continuous
improvement to adapt to changing risk
landscapes and emerging threats to stay
ahead.
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1648’s Expertise and Vision

At 1648, we deliver a comprehensive suite of services across private markets, corporate advisory, and family office
advisory. Each offering is underpinned by a commitment to precision, adaptability, and long-term value creation.
Whether originating high-conviction private market opportunities, driving growth for businesses, or navigating
complex cross-generational dynamics, we tailor every engagement to align with our partners' strategic ambitions.

Private Markets: Asymmetry, Expertise, and Execution

1648’s private markets practice is grounded in a disciplined approach to uncovering and executing high-conviction
opportunities with asymmetric risk-return profiles. Guided by our institutional playbook, we originate proprietary deals
through a combination of top-down decomposition of secular trends and bottom-up due diligence and competitive
analysis of potential investment targets. Our service offering encompasses three core components:

= Origination: We identify unique opportunities by leveraging a network of global relationships and a trusted external
network of industry veterans. Combined with our in-house structuring expertise and the flexibility of our fundless
sponsor model, we are uniquely positioned to price opportunities smartly and align them with high-growth themes.

= Due Diligence: Our disciplined analysis combines financial, operational, and market insights, enabling high-
conviction decisions while identifying potential risks and negotiating mitigants.

= Oversight: Beyond the transaction, we maintain active engagement through real-time monitoring, governance, and
analysis, equipping investors with the insights needed to make informed post-investment decisions. By providing a
transparent view of operational improvements and alignment with strategic objectives, we enable our investors to
capture opportunities and drive value creation.

Whether targeting distressed assets, sustainable infrastructure, or technology-enabled businesses, we approach every
opportunity with precision and a focus on delivering superior long-term returns.




1648’s Expertise and Vision

Corporate Advisory: Catalysing Ambitious Initiatives

1648 partners with businesses to navigate transformative growth initiatives, bringing expertise and focus to complex
projects. Recent engagements include:

= Delivering on an ambitious business growth initiative in the financial services sector, providing operational focus
and strategic input to enable market penetration.

= Driving a successful bid for an RFP on a large-scale development project, aligning stakeholders and securing long-
term value for the client.

These engagements underscore 1648’s ability to integrate strategic insight with practical execution, ensuring
impactful outcomes for our corporate partners.




1648’s Expertise and Vision

Family Office Advisory: Securing Enduring Success

Family offices face increasing complexity as they navigate wealth preservation, governance, and direct investment
opportunities. At 1648, we provide bespoke solutions designed to optimise intergenerational success, including:
= Implementing governance frameworks to ensure alignment between family members, stakeholders, and advisors.

= Optimising portfolio structures to reduce total expense ratios, ensure appropriate use of risk budgets, and
position assets for both resilience and growth.

= Analysing and facilitating direct investments aligned with family objectives, offering full-service support from due
diligence to ongoing monitoring and analytics.

Our collaborative approach ensures that family offices can preserve their legacy while capitalising on new
opportunities in a fast-changing global environment.
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CHANGE BEGINS'WITH A
CONVERSATION

The Next Step: Engage with 1648

As global markets evolve, the ability to navigate complexity and seize opportunities requires precision, agility, and
deep expertise. At 1648, we welcome the opportunity to share deeper insights into our strategic business pipeline
and the themes shaping 2025 and beyond.

Whether you are interested in exploring specific themes, such as the energy transition, or wish to understand how
1648 can partner with you to align with your strategic ambitions, we invite you to connect with us.

Stay tuned for our upcoming deep dive into the energy transition—a detailed exploration of this defining trend and
its implications for private markets.

For further information or to schedule a conversation, please contact:

Ben Hoban
Business Development
bh@1648.ch or visit our website www.1648.ch
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ma co any_reglstered under company ‘number 1 5194302 with its reglstered office at 1 Percwal Mews,
London SE11 5AA, United Kingdom, together with its affiliated entities operating under the trading name ("1648")
1648 has prepared this document solely for use in connection with its proposed services. This document was
originally developed by 1648 in 2013 and has been periodically refined to reflect the evolving investment landscape.
All rights to the content and methodology presented herein are the exclusive property of 1648. The information
contained in this document has not been independently verified, and no representation or warranty, express or
implied, is made. No reliance should be placed on the fairness, accuracy, completeness or correctness of the
information or opinions contained herein.

o,

The information set out may be subject to updating, revision, verification and amendment, and such information may
change materially. 1648 is not obligated to edit or keep the information in this document current, and any opinions
expressed in it are subject to change without notice. Neither 1648 nor any of its respective affiliates, advisers or
representatives shall have any liability whatsoever (for negligence or otherwise) for any loss arising from any use of
this document or its contents or otherwise arising in connection with this document. This document does not
constitute or form part of, and should not be construed as, any offer for sale or subscription of, or solicitation of any
offer to buy or subscribe for, any securities or investments, nor should it or any part of it form the basis of, or be
relied on in connection with, any contract or commitment whatsoever.
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