
RISK MITIGATION

Investment

Investment performance
The Manager selects the fund investments and direct  
co-investments for the Company’s Portfolio. The underlying 
managers of those funds in turn select individual investee 
companies. The origination, investment selection and  
management capabilities of both the Manager and the third party 
managers are therefore key to the performance of the Company.

 
The Manager has a highly selective investment approach and 
disciplined process. Further, the Company’s Portfolio is diversified 
reducing the likelihood of a single investment decision impacting 
portfolio performance. ICG Enterprise’s Investment Committee 
within the Manager comprises a balance of skills and perspectives 
(see pages 24 to 25).

Valuation1

By valuing its investments in private equity funds and unquoted 
companies and publishing its NAV, the Company relies to a 
significant extent on the accuracy of financial and other 
information provided by these funds and companies to the 
Manager. There is the potential for inconsistency in the valuation 
methods adopted by the managers of these funds and companies. 

 
The Manager carries out a formal valuation process involving 
 a quarterly review of third party valuations, verification of  
the latest audited reports, as well as a review of any potential 
adjustments that are required to ensure the valuation of the 
underlying investments are in accordance with the fair market  
value principles required under International Financial Reporting 
Standards (“IFRS”).

Risk Management
The Board is responsible for risk management and determining the overall risk appetite. The Audit Committee assesses and monitors  
the risk management framework and specifically reviews the controls and assurance programmes in place. 

The Board accepts a level of investment risk to achieve its targeted returns. There is a very low tolerance for financing risk with the aim to 
ensure that even under the most severe stress scenario, the Company is likely to meet its funding requirements and financial obligations. 
Similarly, there is a very low risk tolerance with respect to legal, taxation and regulatory risk.
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Principal risks and uncertainties 
The execution of the Company’s investment strategy is subject to risk and uncertainty and the Board and Manager have identified  
a number of principal risks to the Company’s business. A comprehensive risk assessment process is undertaken regularly to re-evaluate 
the impact and probability of each risk materialising and the financial or strategic impact of the risk. Where the residual risk is determined 
to be outside of appetite, appropriate action is taken. Further information on risk factors is set out on pages 73 to 74 of the  
Financial Statements.

1 In previous years these risks were monitored as part of the risk management framework, but were not reported as Principal Risks and Uncertainties in the Annual Report.
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External

Political and macroeconomic uncertainty
Political and macroeconomic uncertainty, including impacts  
from the EU referendum or similar scenarios, could impact the 
environment in which the Company and its investment portfolio 
companies operate.

 
The Manager actively monitors these developments, with the 
support of a dedicated in-house economist and professional 
advisers where appropriate, to ensure it is prepared for any 
potential impacts.

Private equity sector1

The private equity sector could fall out of favour with investors 
leading to a reduction in demand for the Company’s shares  
and a widening of the Company’s discount. This has the  
potential to damage the Company’s reputation and cause 
shareholder dissatisfaction.

 
Private equity has outperformed public markets over the long term 
and it has proved to be an attractive asset class through various cycles. 

The Manager is active in marketing the Company’s shares to a wide 
variety of investors to ensure the market is informed about the 
Company’s performance and investment proposition.

The Board monitors the discount to NAV and considers appropriate 
solutions to address any ongoing or substantial discount to NAV, 
including share buybacks. 

Operational

Regulatory, legislative and taxation compliance1

Failure by the Manager to comply with relevant regulation  
and legislation could have an adverse impact on the Company.  
This includes the Corporation Tax Act 2010, the Companies Act, 
the Alternative Investment Fund Managers Directive, accounting 
standards, investment trust regulations and the Listing Rules  
and Disclosure Guidance and Transparency Rules.

 
The Board is responsible for ensuring the Company’s compliance 
with all applicable regulations. Monitoring of this compliance, and 
regular reporting to the Board thereon, has been delegated to the 
Manager. The Manager’s in-house legal counsel provides regular 
updates to the Board covering relevant changes to legislation 
and regulation.

People1

Loss of a key investment professional at the Manager could  
impair the Company’s ability to deliver its investment strategy  
if replacements are not found in a timely manner.

 
The Manager regularly updates the Board on team developments. 
The Manager’s compensation policy is designed to minimise 
turnover of key people and historically turnover has been low.  
In addition, the senior investment professionals are required  
to co-invest alongside the Company for which they are entitled  
to a share of investment profits if performance hurdles are met.

The Manager and other third party advisers1

The Company is dependent on third parties for the provision  
of all systems and services (in particular, those of the Manager,  
the Administrator and the Depository) and any control failures  
and gaps in these systems and services could result in a loss  
or damage to the Company.

 
The Audit Committee formally assesses the internal controls of  
the Manager, the Administrator and Depositary on an annual basis. 
The assessment in respect of the current year is discussed in the 
Report of the Audit Committee on page 46.

The Management Agreement is subject to a notice period that is 
designed to provide the Board with adequate time to put in place 
alternative arrangements.

1 In previous years these risks were monitored as part of the risk management framework, but were not reported as Principal Risks and Uncertainties in the Annual Report.
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Operational continued

Information security1

The Company is dependent on effective information  
technology systems at both the Manager and Administrator.  
These systems support key business functions and are an 
important means of safeguarding sensitive information. Any 
significant disruption to these IT systems, including breaches  
of data confidentiality or cybersecurity, could result in, among 
other things, financial losses, an inability to perform business 
critical functions, regulatory censure, legal liability and 
reputational damage.

 
Application of the Manager’s and Administrator’s information 
security policies is supported by a governance structure and a risk 
framework that allows for the identification, control and mitigation 
of technology risks. The adequacy of the systems and controls the 
Manager and Administrator have in place to mitigate the technology 
risks is continuously monitored and subject to regular testing.  
The effectiveness of the framework is periodically assessed.

Financial (Credit and liquidity)

Foreign exchange
The Company makes investments in US dollars, euros and other 
currencies as well as sterling. Accordingly, the movement in 
exchange rates between these currencies may have a material 
effect on the performance of the Company.

 
The Board regularly reviews the Company’s exposure to  
currency risk and reconsiders possible hedging strategies  
on an annual basis. Furthermore, the Company’s multi-currency  
bank facility permits the borrowings to be drawn in euros 
if required. At present the Company does not hedge its  
currency exposures.

Financing
The Company has outstanding commitments in excess of total 
liquidity to private equity funds that may be drawn down at any  
time. The ability to fund this difference is dependent on receiving 
cash proceeds from investments (the timing of which are 
unpredictable) and the availability of financing facilities. There  
is a risk the Company will encounter difficulties in meeting its 
outstanding commitments. 

 
The Manager monitors the Company’s liquidity on a frequent  
basis and provides regular updates to the Board. If necessary  
the Company can reduce the level of co-investments and  
secondary investments, which are discretionary, to preserve  
liquidity for funding its commitments. The Company could also 
dispose of assets.

The total available liquidity as at 31 January 2018 stood at £182m, 
comprising £78m in cash balances and £104m in undrawn bank 
facilities. As a result, the available financing along with the private 
equity portfolio exceeded the outstanding commitments by a factor 
of 2.4 times. 

1 In previous years these risks were monitored as part of the risk management framework, but were not reported as Principal Risks and Uncertainties in the Annual Report.
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