CFO

Risk & Com pliance | Augustl17, 2012 | CFO.com | US

Bottom-Up Is Bad for Risk
Management

Steeringenterprise risk management programs from the top makes more sense because it can prov ide a better fitwith
a

com pany’sstrategicobjectiv es.
John Bugalla, KristinaNarvaez

Theresalesson CFGs shouldlearnwhentrying to getastrategic viewo fthe perils facing theirentire
organization. Toomany enterpriserisk management programsarelaunched and championedby asingle
individualor

department from thebottom up, withoutgiv ing adequate consideration to both theneedsand goalsofthe
entire

enterprise—acoreERMconcept. Theresultisan ERM effort thatis a narrowly

focused extension ofthesponsoring department.

Forexample, an ERM effort championed by thecompliance o rregulatory groupwill becomeacompliance
andregulatory

-biasedprogram.An ERM processinitiated by b usiness-continuity planningwill tendto
focusontheissuesassociatedwithe mergency managementand c risiscommunications. Obv iously,these
two organizational capabilities areimportant,but they shouldbeconsidered withintheoverall contextof

the strategic goals oftheorganization.

AnERM initiativethatistruly aholistic approach to risk managementwill notonly leverage thebestrisk
identification and

risktreatmentsalreadyin placethroughout theorganizationbutalsoincorporate the

same riskprocessesintothestrategic planning process. Strategic and o perational benefitsfromadopting
ERM canbeachievedwhen ERMis aligned withthestrategic and o perational goalsofthe o rganization.
Becausethestrategic plansetsoutavision

forthe organization’s growth overamultiyeartime frame,

incorporatingthe ERM process willsupport thestrategic plan. The reasonis straightfo rward: whilethe
strategicplanis

based onvariousprojectionsovertime (includinge conomic,competitive, and

demographic), itsstarting line is with existingc onditions.
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However, thereisanenormousrangeofchanging circumstances. While the consequences varyovertime,
changing
circumstances can quickly turnfavorable o perating conditions into an extremely difficult

env ironment. Consider thewide rangeofoutcomes possiblespanning thefiveyear timeframeof2012—
2016.



I ncorporatingan ERM processinto the strategic planwill bothsupportgrowth o bjectivesandminimize
theimpactof
adv ers eventsthat couldhamper theorganization fromac hievingits goals. Therefore, the

b e nefits, both strategic and o perational,thatare possible by adopting the ERM processinclude:

» A far greater chanceofachieving the goals ofthestrategic p lan.

e The ability to minimize theimpactofadv erse eventsonthestrategicplan.

e The ability to optimize value-creating opportunities.

* A persuasivedemonstration to c redit-rating age ncies and other stakeholders thatan ERM cultureand
practicearebeing
embeddedwithintheorganization. Also thatall criticalrisksarebeing managed in

relationtoeachother and considered intheaggregate.
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