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Bottom-Up Is Bad for Risk 
Management 

 

 
St eer ing en terprise r isk ma nagement pr ograms fr om t he t op m akes m ore sen se because it ca n prov ide a bett er fit with 
a 
c om pa ny’s st rat eg ic objectiv es.  

J oh n Bu g alla , Kr ist ina N arvaez 
 
 

The r e's a le sso n CFOs sho uld le arn when trying to get a strategic v iew o f the p erils fac ing their e ntire 
 

o r ganization. To o many e nterprise r isk management p rograms ar e launched and c hampio ned by a single 

indiv  idual o r 

de p artment fro m the b o ttom up, witho ut giv ing adequate c o nsideration to bo th the ne eds and go als o f the 

e nt ire  

e nterprise — a c o re ERM c o nc ept. The r esult is an ERM e ffo rt that is a nar ro wly  

fo c used ex tension o f the spo nso ring department. 
 
 

Fo r e x ample, an ERM e ffo rt c hampioned by the c ompliance o r r egulatory gro up will b ec ome a c o mpliance 

and r e gulato ry 

-b iase d p ro gram. A n ERM p ro c ess initiated by b usiness-co nt inuity planning will tend to  

fo c us o n the issues asso c iated with e mergency management and c risis c o mmunications. Ob v io usly , these 

two o r ganizational c apabilities ar e important, but they sho uld b e c onsidered within the o verall c o ntext o f 

the st r ategic go als o f the o rganization. 
 
 

A n ERM init iat iv e that is t ruly a ho listic approach to risk management will no t o nly leverage the b est r isk 

ide ntific ation and 

r isk t r eatments already in p lac e throughout the o rganizatio n but also inc orpo rate the  

same r isk pro c esses into the st rategic p lanning pro cess. Strategic and o perational b enefits fr o m ado pting 

ERM c an b e ac hieved when ERM is aligned with the strategic and o perational go als o f the o rganization. 

Be c ause the st rategic p lan se ts o ut a v isio n 
fo r the o rganization’s gr o wth o ver a multiyear t ime fr ame,  

inc o rporating the ERM p ro c ess will suppo rt the st rategic p lan. The reaso n is st raightfo rward: while the 

st r ategic p lan is 

b ase d o n v arious p rojec tions o ver t ime (inc luding e cono mic, c ompetitive, and  

de mo graphic), it s starting line is with ex isting c o nditions. 
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Ho we v er, there is an e no rmous r ange o f c hanging c ircumstances. While the c o nsequences vary o ver time, 

c hanging 

c ir c umstances c an quickly turn fav orable o perating c onditions into an ex tremely d iffic ult  

e nv  iro nment. Co nsider the wide range o f o utcomes po ssible spanning the fiv e -year time fr ame o f 20 12–  
2 0 1 6. 



 

I nc o rpo rating an ERM p ro c ess into the strategic plan will bo th suppo rt gr owth o bjectives and minimize 

the impac t o f 

adv  erse events that c ould hamper the o rganization fro m ac hieving it s go als. Therefo re, the  

b e nefits, b o th strategic and o perational, that ar e po ssible by adopting the ERM p ro c ess inc lude: 
 
 

• A far gr e ater c hance o f ac hieving the go als o f the st rategic p lan. 
 
 

• The ab ility to minimize the impact o f adv erse events o n the st rategic p lan. 
 
 

• The ab ility to o ptimize v alue-creating o pportunities. 
 
 

• A p e r suasive demonstration to c redit-rating age ncies and o ther stakeholders that an ERM c ulture and 

p r ac tice ar e b eing 

e mbedded within the o rganization. A lso that all c ritical r isks ar e b eing managed in  

r e latio n to e ach o ther and c o nsidered in the aggregate. 
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