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Managing Risks Must Include Taking
Them

Enter prise risk m anagementand gov ernance, risk, and com pliance arenot in terchangeable. Why? The reasonslie at
thecoreofthe

practice of risk management.
John Bugalla, KristinaNarvaez

BaseballgreatYogiBerraoncesaid:“Ifyoucometoaforkintheroad, takeit.” Forthepractitionersinthe
artandscience

of

riskmanagement, theforkintheroad isat hand.One directional sign saysERM, while the othersay s GRC.
ERM is the

acronymforenterprise risk managementand GRCis theacronymfor

governance, risk,and compliance.

For CFOs, who oftenoverseeinternalauditand risk management, the issue shouldbeaboutwhere each

road will takethem—and about thequalityoftheride.

Somearguethatitdoesnot matterwhich roadistaken,because they bothend up inthesameplace.For
them ERM and GRC are interchangeable. Yetanothergroupo fpractitioners debatesthequestion of

primacyofeitherERMor GRC —orwhichoneisthe umbrellaovertheother.

The reaso n ERM and GRC are no t interc hangeable lies atthe core o fthe practice o friskmanagement —
what it was, what it is, and more importantly, what it will be. The outcome o fthisdilemma is signific ant
beyondcorporate

practitiorers. I nvestors in publicly tradedcompanies, millionsofpeoplewith401(k)

accounts,and theadditional millions with pensionsshould have aninterest.

Background

Risk management isrootedintheconceptsofpreserve, protect,and comply. Preserve assets, protect
people,andcomply with laws andregulations. Techniquese mployed toachieve these goalsarea
combination ofrisktransfer,commodity andfinancial hedging, safetyand losscontrol programs,and

legal contracts. Thisisa traditional approach toriskmanagement.



About20yearsago,academics and practitio nersstarted toviewrisknotonly fromadownside
perspective, but morelike acoinwith twosides—up and down. Traditio nal techniques arestillemployed,
buttheresultofthis

thinkingis thatriskis viewedfromamuchwider lenswithagreaterdepthof

field. Risks are consolidated acrosstheenterprise (hencethenameenterprise riskmanagement) andseen
as ady namic

ov erall portfolio.
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Itisworthnotingthatduring thetimerisk managementwas evolving, eventsweretakingplacethatalso
had a signific ant

impactonthepractice ofrisk management. The dot.comcollapse, financialscandals
suchasEnron,backdating ofstock options, the financialcrisisof2008-10, theBP oil spill,and o ther

signific antevents broughtaneweraofattentionfromregulators.

New regulations areespecially apparentinthearea o ffinancial disclosure and reporting with theno table

examples of Sarbanes-Ox ley, SECA mendedRule33-9089, and Do dd-Frank.

T heForkintheRoad

Risk management continued toevolve, butithasdivergedintotwoschoolsofthoughtthatare now
evident,moreby practice than by theory. Sar banes-Ox ley spawned GRC, whichis drivenby compliance
and audit.

Supportingthe GRCprocessisahostoftechnology platforms. Thetechnology organizesand highlights

gov ernance structure and compliance risksc oupled with documentation and reportingrequirements.

The primary goal isassuring theintegrity o ffinancial statements andc ompliance with myriad laws and
regulations Some
detractorsofGRC suggestthatthe*“C” (compliance) carries greater weight and focus

thanthe “G” (governance),whichinturncarriesgreaterweightthanthe“R” (risk).

Conversely, ERMis a riskmanagement processmeanttoencompassall risksand o pportunities ac ross the
entireenterprise—

includingthe GRC co mponents. One ERM bestpractice isto embedtheprocessinto

strategic planning. ThereasoningisthatERMshouldsupporttheplanthatatitscoreisastrategy for

growingthebusiness.

The verynatureofastrategic plan, however,isamultiy eartime frame that is usually craftedaround
several plausible operating scenarios. Supporting o rganizatio nal gro wth strategies is o ne go al, with the
other traditional

goalbeingtomitigate andlessentheimpact ofadverse eventsthatcouldoccur duringtheplan.

One exampleisacompany that has determined thatan ac quisition opportunity should be pursued. Any
acquisitioncan

produce arange ofoutcomes fortheacquirer. The ERM processisatoolfordecisionmakersthatenables
themtoconsiderand measure thestepstoachievetheupsidegainaswellasplanortake the stepsto
manage orcontroladverse events that could

destroy anticipated value. GRC, however,

doesnotconsider the upsideofrisk-taking activities, but focuseson controllingac tivities.



Viewinggovernance, risk,and compliance holistically can helpstreamline these important processes. Done right,an



integrated GRC program incorporates atechnology infrastructure that highlights critical issuesdriv ing attention
towardsuchissuesastransparency and accountability.

Compliance:JustPartofthePicture

Being in compliancewith rulesand regulations does not n ecessarily t ranslatetobest practices in risk management.
The

financialcrisisand the failed institutions associated with ithave proved that being in compliance does not
necessarily preventthe destruction of shareholderv alue, savings in 401 (k) accounts, or pensionv aluations.

An effectiveERM program, on the other hand, which addresses aw ider spectrum of risks, g oes bey ond pure risk

m itigationand should improv e the quality of decision-making. When ERM isem bedded intothe strategic-planning
process, it addssupportfor g rowth strategies of the businessthatcan createvalue. After all, how can businessexistif
itdoes not takerisks?

It shouldalsobe noted thatfor either GRC or ERMtom eetthe expectations of practitioners, executive management
andtheboardneedtoestablish and show their supporttothe restofthe organization.
If risk m anagementisdivided intoaser ies of software modulesand fragmented intothev ery silos meant t o be broken

down,

agreatdealoftimeand money will have been wasted.
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