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Key Definitions:

For the purposes of the study,

we define “strategic risk 

management” as a method of

risk management that takes an

enterprise-wide approach to

monitoring and managing risk 

in support of a company’s

strategic goals.
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RESEARCH SUMMARY

Few CFOs are very satisfied with their current approach to risk 
management. Only five percent of survey respondents report being 
“very satisfied” that their current risk management approach supports
their company’s business objectives.

Strategic risk management is catching on. In three years, 39 percent of 
companies intend to have integrated their risk management processes 
across the organization. Only 12 percent expect they will still manage 
risks in separate functions.

Strategic risk management is perceived as more effective than 
traditional approaches to risk management. The more unified a risk 
management process is across the company, the more satisfied CFOs 
are with it. Likewise, the more closely risk management is tied to the 
strategic planning process, the more effective CFOs believe it is.

The chief risk officer (CRO) will remain a niche position. Despite 
previous predictions to the contrary, few companies have plans to 
appoint a CRO. Today, 15 percent of companies have a CRO, but only 
an additional five percent intend to have one in the future. Senior-
level risk management committees will be more common.

There is a perceived need for board-level audit committees to adopt 
a broader role in risk management oversight. Of the executives we 
surveyed, 73 percent believe audit committees should be more
involved in ensuring that risk management is aligned with overall 
business strategy.

Risk management can be a competitive weapon. 49 percent of 
respondents believe that a strategic approach to risk management can 
yield competitive advantage. CFOs believe this can happen mainly 
t h rough better capital allocation and by helping firms manage their 
industry’s key risks in a superior way. 

There are significant obstacles to overcome in implementing strategic 
risk management. Developing a strategic risk approach requires 
companies to manage a number of challenges, including the time 
required for complete implementation, cultural incompatibility 
issues, and inadequate IT systems. 

There is no single path to implementation. The most common 
approaches to initiating a strategic risk program are: (1) building risk 
management into an existing process, (2) launching a company-wide 
initiative, or (3) creating an internal risk committee. Different methods
reflect the goals and circumstances of individual companies.



ENVISIONING A NEW APPROACH TO RISK

Introduction
The need for more effective risk management has rarely been so urgent. 
As CFOs grapple with the implications of events ranging from last
S e p t e m b e r’s terrorist attacks to the sudden collapse of Enron, they are
reminded of a grim truth: threats to the business can come from any dire c t i o n.
These include not only terrorist acts or financial disaster, but strategic risks
such as the emergence of a new competitor or a failure to predict 
marketplace shifts. Unfortunately, many of the biggest risks are often not
m e a s u red or monitored. 

To manage such risks, most CFOs realize that they need a more 
c o m p rehensive and forward-looking system of risk management. Over
the past few years, companies have attempted to create such a system—
these efforts have come under various names, including holistic, integrated,
and, more re c e n t l y, enterprise risk management (ERM). As we will show,
the principles underlying these approaches (i.e., mapping all of a 
company’s risks in a uniform way and applying a cro s s - f u n c t i o n a l
a p p roach to managing them) are gaining acceptance. 

T h e re is an important point that most previous efforts have neglected, 
h o w e v e r. Risk management is as much about seizing competitive
opportunity as it is about avoiding catastrophic loss. A company able 
to harness its risk management capabilities in order to identify and 
evaluate new investments has a distinct advantage over its competitors.
And today, with companies under increasingly severe competitive 
pressure, anything that creates new opportunities is welcome. 

This realization has led some companies to seek a closer integration
between risk management and strategic planning. It’s a shift that some
have made explicitly. For example, Duke Energ y, a North Caro l i n a - b a s e d
firm with operations in power generation and natural gas and electricity
trading, has put strategic planning under its enterprise risk management
operation. “It’s our responsibility to determine where the capabilities we
have at Duke Energy can achieve the best risk-adjusted returns for our
investors,” says Richard Osborne, the company’s chief risk officer (and
former CFO). Other companies, including Akzo Nobel and Aventis, are
linking planning and risk management in less formal ways, but with the
same goal: using risk management to drive value creation. 

This white paper examines what steps CFOs are taking toward a new kind 
of risk management, which we refer to as “strategic risk management.” This 
is not just a program of expanded audits, as some ERM efforts have become.
Instead, strategic risk management calls for embedding a new way of 
thinking about risk into p rocesses and decisions. The approach also calls for
using risk management to support the company’s strategic goals and to 
c reate competitive advantage, enabling corporate finance and the CFO to
make a greater contribution to the firm’s overall success. 

MARCH 2002                                                                                                                                                © 2002 CFO PUBLISHING CORP.
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Study demographics
To understand how companies view approaches to risk management, 
we s u r v e y e d senior financial executives at major American and European 
firms. The 416 re s p o n d e n t s to our mail survey are from North America 
(71 percent) and Europe (29 percent), and re p resent a wide range of
industries. They are the executives charged with the responsibility for
risk management strategy: 60 percent are CFOs, 20 percent are 
t re a s u rers, and 82 percent have corporate or head office re s p o n s i b i l i t y.

The two best-represented industries are financial services (18 percent)
and manufacturing (17 percent). Others include retail, high tech/
telecommunications, business and professional services, consumer 
products, energy, and chemicals/pharmaceuticals. 

We also conducted 11 in-depth interviews with CFOs, treasurers, and
heads of risk management at companies ranging from Merck and Novell
in the US, to Akzo Nobel and Danone in Europe.

Room for improvement
Despite the efforts many companies have made to improve risk 
management, few CFOs are content with their current risk management
practices. Only five percent of survey respondents were “very satisfied”
that their risk management approach supports their company’s business
objectives, and over 50 percent range from being “very dissatisfied” to
“somewhat satisfied” (see Figure 1.1). Large companies (those with over
$1 billion in annual revenues) reported being more satisfied with their
current risk management than smaller firms. Among industry sectors,
financial services and energy were relatively more satisfied. 

CFOs’ uneasiness appears to be a product of retaining the traditional 
insular approach to risk management in an increasingly dynamic business
world. In most companies, responsibility for diff e rent risks is split among
functions and operating units. For example, each division might look after
its own risks—managing foreign exchange risk in tre a s u r y, hazard risk in
the insurance department, and business risks in the planning function.
Without a process to manage risk across functions, according to our study
participants, many risks fall through the cracks. The resulting ignorance
about the company’s total level of risk could mean that either managers
a re too conservative—avoiding risks they could aff o rd to take—or that
they unnecessarily run the danger of corporate calamity.

A d d i t i o n a l l y, CFOs’ dissatisfaction stems from a recognition that companies
may be unpre p a red for new kinds of risks, such as information security,
c o m m o d i t y price volatility, interruptions of sourcing and d i s t r i b u t i o n ,
political unrest, and the threat of class action suits. “Business risks, while
difficult to quantify, could potentially be more significant than those that
are more easily quantifiable,” says Chris Mandel, AVP of enterprise risk
for USAA, a Texas-based insurer. “We really need to make s u re there
a ren’t any significant business risks out there that we’re ignoring.”
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industry’s key risks better than its peers is in a stronger position to 
make or sustain a superior profit over time. Merck’s mastery of product 
development risk is one example (see case study). Through a careful
modeling of the risks in its product development pipeline, the pharmaceutical
company has better insight into its central source of revenue. “This is a
risk that we would never try to shift to financial products, because this is
the risk that creates shareholder value,” says Caroline Dorsa, VP and
t re a s u re r. “Anything you can do to provide management with additional
insight into the management of the pipeline process should be—and I
think in our case is—a contributor to our competitive position.”

M e rck: Managing the risks of pro d u ct deve l o p m e n t
C a roline Dorsa, vice president & trea s u re r

Few activities in business carry as much risk as pharmaceutical R&D. On ave ra ge, it

t a kes ten years to bring a drug to market. Along the way, many things can go wro n g :

the drug-candidate may fail in clinical trials; the FDA may withhold approval; or other

companies may bring a competing pro d u ct to market so o n e r. Of the drugs that make

it to market, 70 percent fail to return the co m p a n y ’s cost of capital.

The Resea rch Planning Model
For nearly 20 years, Merck has been refining the model it uses to understand and 

m a n a ge the financial risks of developing drugs. The model, called the Resea rch Planning

Model, was developed in the early 1980s by Judy Lewent, the co m p a n y ’s current CFO. 

It applies statistical analysis to all pro d u cts the company has under deve l o p m e n t ,

including potential licensing pro d u cts and those in the early stages of marketing. 

A cco rding to Caroline Dorsa, vice president and trea s u re r, the model’s goal is to help 

m a n a gers understand how much value the pro d u ct pipeline is likely to ge n e rate for the

co m p a n y. To do this, the co m p a n y ’s analysts gather the major variables that affe ct the 

s u cce ss of pro d u ct development (e.g., marketing and manufa cturing costs, scientific and

t h e rapeutic variables, pro d u ct prices) and macro e conomic variables (e.g., inte rest, infl at i o n ,

and fo reign exc h a n ge rates). Using a co m p u ter pro g ram, the analysts co n d u ct a Monte

Carlo simulation, which ge n e rates values for each of the key variables from points on 

p re d e termined distributions. The outcome is a distribution of values for figures such as

annual nominal- and constant-dollar fo recasts of revenues, cash fl ow, ROI, and NPV. 

Using the re s u l t s
By examining this data across all of Merc k ’s pro d u cts, senior management can understand

the expected contribution of the current R&D portfolio to the co m p a n y ’s share h o l d e r

value. “This means you can think about what that suggests for any strategic planning

needs you might have, in terms of the richness of your pro d u ct development pipeline,

w h e re it can be supplemented, or where there is more or less opportunity for growth or

c h a l l e n ge, because yo u ’ve now looked at diffe rent fa cto r s ,” says Dorsa. “And you can use

t h at tool to help you think through how the sce n a r i os affe ct financial results, which then

i n forms a high-quality strategic planning pro ce ss .”

The model’s results have also helped business units make operational decisions based on

risk and return. Dorsa gives an example from drug manufa cturing. Diffe rent medicines

re q u i re diffe rent manufa cturing pro ce sse s —for example, some re q u i re fe r m e n t ation and

others do not—and planners usually have to decide whether to build a manufa ct u r i n g

facility befo re it’s clear that the drug will make it to market. The planning model helps

s h ow the value of spending for flexible manufa cturing facilities capable of pro d u c i n g a

ra n ge of pro d u cts. “In financial terms, it ke e ps your options open—and that has a va l u e ,”

says Dorsa. “Our model can help the manufa cturing folks in their capital planning.”
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Second, a strategic risk management system helps CEOs and CFOs to
evaluate project risks more thoro u g h l y. Understanding the company’s
overall risk level and knowing how much aggregate risk it can bear
makes it easier to recognize good investments that fit the corporate risk
profile. Without this knowledge, executives may not take a chance on 
innovation. “A lack of good risk management could result in your being
overly conservative and not effectively deploying your capital into 
certain businesses,” says Osborne of Duke Energy.

Integrating risk management and planning can also help identify 
projects that reduce the company’s overall risk and thereby improve 
its performance. For example, Akzo Nobel, a Dutch chemicals and 
p h a r m a c e u t i c a l s manufacturer, has identified risk-reducing opportunities
in its chemicals and coatings businesses, says Anders Bjarnehall, the
company’s head of risk and insurance. One such project is the development
of a line of water-based coatings—these products reduce the company’s
liability and employee safety risk, and also produce higher profits.
According to Bjarnehall, “If we can recognize certain environmental risks
or risks to humans and be on the front lines in our product development,
then we will certainly have an advantage in this market, where there is a
demand for environmentally-friendly chemicals.” 

Reduced earnings volatility
Because a more integrated approach to managing risks can help CFOs
identify risk concentrations and take advantage of offsets, strategic risk
management provides executives with a better tool for avoiding or 
mitigating the impact of unexpected events. “We are in the mindset of
avoiding surprises,” says Simpson of Novell. “Good ERM should 
minimize unexpected shocks to the balance sheet or P&L statement.”

Some companies have been successful in reducing financial losses thro u g h
strategic risk management. One financial services company reported a 
30 percent reduction in its loss-to-revenue ratio as a result of its ERM
program. As investors become increasingly unwilling to tolerate any
deviation from earnings predictions, the ability to reduce earnings
volatility becomes an attractive feature of ERM. 

There is another reason to seek smoother earnings growth. A number of
recent studies have shown that, under certain conditions, companies that
reduce the volatility of pretax earnings can substantially cut their tax bill
(see box: “Reducing your tax load through risk management”).

Lower cost of risk transfer
In the wake of September 11, managing the rising cost of risk transfer
has become crucial. Insurers now have less capacity available and are
less willing to offer certain types of coverage. To date, the price of 
corporate insurance has risen 30 percent on average. Prudential
Securities estimates that the cost of risk per $1,000 in revenues will be
$9.42 in 2002, compared with $6.88 in 2001 (see Figure 2.4). 

ST R ATEGIC RISK MANAG E M E N T New Disciplines, New Opport u n i t i e s

© 2002 CFO PUBLISHING CORP.                                                                                                                                                  MARCH 2002







Despite these low numbers, our interviews indicate that many executives
want to see a closer integration between risk and planning. One is Ian
Powell, risk director for Six Continents PLC, a U.K.-based hotel, retail, 
and soft drinks group (formerly Bass PLC) that is conducting a company-
wide risk mapping exercise. In an effort to make his company’s risk 
m a n a g e m e n t more outcome-driven rather than merely compliance-
driven, he hopes to integrate the risk management and planning pro c e s s e s.
“It’s a question of trying to align ourselves more closely with e x i s t i n g ,
well-supported processes like budgeting and strategic planning,” says
Powell. “There is a loop to be closed in terms of the output of the 
strategic plan becoming an input into the risk exercise and vice versa.”

Of course, risk assessment has always been a part of strategic planning;
strategic risk management calls for an even closer connection between
the two. This means providing more detailed risk information to senior
planners, and requiring management to inject an ERM methodology into
their consideration of the risk and returns of different strategies. 
It also requires the risk management function to measure the 
right threats, including any that might affect the strategic plan. 

The benefits of integration
There are several reasons why it makes sense to tie risk and planning
closer together. The first is better capital allocation. As we discussed 
earlier, if senior management has an adequate appreciation of the 
risks and opportunities inherent in different initiatives, it can funnel 
its resources to the best available opportunities. Duke Energy does this 
systematically, evaluating the risk-adjusted returns of each business
opportunity (see case study).
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D u ke Energy: Inte g rating strate gy and risk manage m e n t
R i c h a rd Osborne, CRO

Although virtually every company claims that it considers risks as part of its planning

p ro ce ss, few go much beyond an obligatory rev i ew of threats and opportunities. D u ke

E n e rgy is an exception. The company re cently created an ente r p r i se risk funct i o n, put the

chief risk officer in charge, and dire cted the function to ove r see strategic planning.

A cco rding to Richard Osborne, Duke’s former CFO and current CRO, the decision to

p l a ce strategic planning in the ente r p r i se risk group evo l ved out of a re cognition that

the company co n f ronts risks so major that any plan must take them into co n s i d e rat i o n .

First among these risks is vo l atile commodity price s — d e re g u l at i o n has led to wild 

fl u ct u ations in the prices of commodities such as nat u ral gas. “The issue is not just the

magnitude of those expos u res—which is very large for a company pursuing our kinds

of strategies—but it is also the complexity of those e x p os u res and the difficulty in

understanding the true net position of the co m p a n y,” says Osborne. By assigning the

planning function to the same group responsible for monitoring these risks, the 

company ensures that risk co n s i d e rations are inte g rated into strate g i e s .

Risk management and planning are a nat u ral pairing—since the co m p a n y ’s goal 

is to create the highest risk- a d j u s ted returns for shareholders, a careful analysis of

risk can help determine what businesses to enter or exit. 

— Co n t i n u e d
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Second, integrating risk management and planning helps senior managers
devise strategies that more fully account for risks. Danone ensures that
the results of its enterprise risk mapping program are incorporated into
its strategic plan. According to Thierry van Santen, the company’s head
of risk management, Danone does this partly by including its top 
executives in the risk assessment process. For each of its three business
lines, the company has a risk committee at the corporate level. The 
committees include Danone’s branch managers and their teams, and the
head of risk management. These committees evaluate the results of the 
risk assessment and determine which issues ought to be factored into 
the strategic plan. As part of the planning process, each business m u s t
come up with an action plan for mitigating the risks the committees have
identified. 

The third benefit is that the CFO can better understand the likelihood of
the company meeting its earnings targets. By pro v i d i n g a clearer picture
of the risks associated with the company’s various earnings streams, 

Risk management and planning are linked in seve ral ways: 

First, the planning pro ce ss invo l ves an exa m i n ation of where the company 

can earn the best risk- a d j u s ted returns. This can lead to a decision to invest 

or divest. “If we see an opportunity to reap a very att ra ct i ve risk- a d j u s ted 

return by developing new capabilities, we have to asse ss whether that ’s a 

realistic strate gy for us,” says Osborne. “And if we determine that some lines 

of business have been earning us att ra ct i ve risk- a d j u s ted returns, but those 

lines of business have chara cteristics that would impair those returns, then it 

is our responsibility to identify those and re commend that we exit those 

b u s i n e sse s .”

S e cond, strategic planning at Duke invo l ves act i ve scenario planning. The risk 

g roup regularly rev i ews and rev i ses sce n a r i os. This invo l ves an asse ssment of 

each business unit’s sensitivities, an exa m i n ation of any offsets that exist 

a c ross the co m p a n y, and finally a calculation of Duke’s net sensitivity to 

major events, such as an increa se in the price of oil or nat u ral gas.

T h i rd, Duke uses its understanding of risk to improve budgeting. By 

understanding each business unit’s vulnerabilities, management can pre d i ct 

h ow likely the business is to meet its goals. “We are able to asse ss the real 

att ra ct i ve n e ss of a business unit’s business plan and pro p osed budget simply 

by saying, ‘Here’s what they expect to co n t r i b u te to ea r n i n gs. Here’s what 

t h ey expect to spend in capital. And here’s the ra n ge we can expect to see 

out of this unit.’” Senior management re ce i ves a bar chart that summarizes 

this info r m ation. Each bar re p re sents a unit’s expected ea r n i n gs contribution; a 

b ra c ket at the top of the bar indicates the distribution of likely outco m e s .

This approach creates two main benefits for Duke. First, inte g rating planning and

risk management allows managers to make plans while fully awa re of the co m p a n y ’s

true risk levels. This helps ensure that planners don’t lead the company to take on

too much risk. Second, it leads to better capital allocation, steering the co m p a n y

towa rd the most att ra ct i ve opportunities. If planners can gauge the co m p a n y ’s net

risk position and understand how risks offset one another, they will be more 

co m fo rtable allowing a promising business to take more risk. This, in turn, 

co n t r i b u tes to the co m p a n y ’s long-term growth. 



a strategic risk management process enables managers to view them
within a portfolio context, and project the firm’s overall earnings 
volatility. Universal Access, a Chicago-based company that connects 
different parts of the fiber-optic communications network, is pursuing
that goal. According to Bob Brown, the company’s CFO, Universal
Access plans to perform scenario analyses as part of its strategic 
planning process. This could include using Monte Carlo simulation to
help forecast earnings. 

Corning illustrates another approach to factoring risks into earnings
forecasts: applying a risk discount premium to every unit’s budget based
on an analysis of that business’ risks. According to Mark Rogus, the
company’s treasurer, “Whether it’s investment proposals, appropriations
requests, acquisitions, human capital, or fixed capital, we imbed a higher
risk discount premium depending on the situation to cover any systemic
risk that might be in a particular initiative.”

In the next chapter, we will examine the obstacles to implementing a
risk program and consider the experiences of companies that have 
done so successfully.
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THE WAY FORWARD

For much of the past decade, CFOs have debated different ways of 
managing risk. Despite the progress that many companies have made,
the majority have yet to adopt a t ruly strategic approach. Only 12 perc e n t
of companies have a fully integrated risk management pro c e s s, and only 
29 percent tie it closely to planning and budgeting. What explains these 
low numbers?

Part of the answer, of course, is that not everyone is sold on the 
concept of strategic risk management. This is particularly true of 
smaller companies who operate mostly in their home market, feeling 
little pressure to change. But conversations with senior finance 
executives suggest that most would like to move toward strategic risk
management. For companies of all sizes, the main problem lies with 
the obstacles to implementation. 

The barriers to strategic risk management
Looking at those companies that still use a silo-based risk management
approach, we found that CFOs struggle with several main challenges to
managing risk more strategically:

Lack of uniform metrics across the organization 
(33 percent consider this to be a highly significant barrier)
Too much time required for design and implementation (31 percent)
Incompatibility with corporate culture (25 percent)
Inadequate IT systems (25 percent)

The significance of these obstacles varies by industry (see Figure 3.1). 
For example, the energy industry is particularly concerned with inadequate
IT systems and a lack of uniform metrics, perhaps reflecting an industry
still moving away from a regulated environment. 

Addressing the challenges
Companies that are succeeding with strategic risk management are
addressing these challenges in diverse ways:

Lack of uniform metrics across the organization. Recognizing that a
lack of uniform metrics could block the progress of its enterprise risk
program, USAA plans to start its effort by developing a common set of
risk definitions and terminology. “One of our early objectives is to get
the terminology re g a rding risk consistent,” says Mandel. “Like any 
c o m p a n y this size, we’ve got a lot of people doing something in this
area—we need to get everybody talking the same language.”

Uniform metrics are also necessary if companies are to determine their
a g g regate risk level. A g g regating major risks is easier for financial firms,
whose main risks are quantifiable and interconnected. It is more difficult 
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management, and are pushing audit committees to be more active in 
this area (see box, next page: “The audit committee’s evolving role”).
Still, many CFOs feel they can’t devote the time or money needed for a 
complete overhaul of risk management. For these companies, the 
answer may be to implement the project in stages, or to focus it on 
one important process or business unit. 

Incompatibility with corporate culture. For some, change in risk 
management raises cultural issues. The central problem is that strategic
risk management calls for a higher degree of central coordination, 
causing problems for a company with a decentralized culture. 

Universal Access faces the challenge of keeping close tabs on its risk
position while not stifling employees’ entrepreneurial spirit. “One of 
the things I find challenging with this entrepreneurial and very 
decentralized culture, is that it’s difficult to generate truly holistic 
enterprise-wide risk management,” says Brown. 

Brown’s approach has been to adopt the risk control model that many
financial trading companies use. This is a matched-book approach—
requiring salespeople to match network sales with purchases. “We will
have margin targets that we set, which obviously then give our client
services representatives and salespeople some room to work with 
pricing,” says Brown. “And we don’t have a problem with them 
working with lower margins if they’re able to do offsetting positions.” 

Inadequate IT systems. To truly manage risks across the enterprise,
companies need an information system to automate data collection and
analysis, so that decision makers can focus their efforts on interpreting
the results and acting on them. This will require many companies to
overcome issues surrounding legacy systems that are incompatible or
that contain data in different formats. Automating data collection and
analysis may also require adjustments to internal accounting processes. 

Robust systems are especially important for companies attempting to
aggregate exposures a c ross diverse operating units. Duke Energy has a
major project underway to develop a risk management information 
system. “The intent is to update or replace—depending on the particular
system you’re talking about—all the trade entry systems that our trading
entities use in order to have a common risk engine that enables us to draw
all [of the risk information] together in a much more fluid and flexible
way,” says Osborne. “That requires that business units really come to
some common set of processes, and that we only have deviations where
there is a real commercial need to have such deviations.”

An additional challenge interviewees mentioned was resistance from
business units. CFOs may face the challenge of selling yet another 
corporate initiative to the business units. In some companies, that 
challenge is compounded by failures of earlier programs, from process
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The audit co m m i tte e’s evolving ro l e

O n ce re g a rded as the backwater of co r p o rate gove r n a n ce, the audit co m m i ttee of 

the co r p o rate board is gaining an increasingly high profile. The SEC’s co n fl i ct - o f -

i n te rest rules have placed these co m m i ttees under the spotlight and have give n

them a management role in ove r seeing outside auditors (a role that will like l y

i n c rea se in the wa ke of the Enron scandal). Fu rt h e r m o re, as companies adopt an

expanded definition of risk—f rom a narrow focus on financial re p o rting to a 

wider view that enco m p a sses operational, human re so u rces, and other risks—

the audit co m m i tte e’s job has expanded. Indeed, our survey found that a significant

number of audit co m m i ttees now rev i ew non-financial risks, including legal and 

re g u l atory risks (43 percent), operational risks (41 percent), hazard risks (38 perce n t ) ,

and market risks (32 percent). Additionally, 73 percent of survey respondents 

b e l i eve audit co m m i ttees should be more act i ve in aligning risk management with

co r p o rate strate gy.

The result of this change is that boards have begun to re cognize the need for 

independent dire ctors with a strong finance and gove r n a n ce background. 

“ B o a rds have realized that it’s important to get the best of the dire ctors on the 

audit co m m i tte e ,” says Roger Raber, president and CEO of the National Asso c i at i o n

of Co r p o rate Dire ctors in Wa s h i n g ton, D.C. This hasn’t been ea sy. Many of the best

qualified candidates—such as re t i red partners from the Big Five accounting firms—

a re unwilling to se r ve because of co n fl i ct - o f - i n te rest and liability issues. As audit

co m m i ttee meetings become more frequent and agenda items increa se, some shy

away from the co m m i t m e n t .

A re audit co m m i ttees ove re x te n d e d ?
One solution to this may be higher pay for audit co m m i ttee members. But 

b o a rds should also consider a more fundamental question: what should the 

audit co m m i tte e’s role be with re s p e ct to risk management? Fo r m a l l y, the audit 

co m m i ttee has two responsibilities: to ove r see the integrity of the financial 

co n t rol and re p o rting sys tem, and to ove r see the independence and co m p e te n ce 

of the external audito r. 

To extend oversight to non-financial risks may not make se n se, acco rding to 

Charles Elson, a pro fe ssor at the University of Delawa re and the dire ctor of the

Ce n ter for Co r p o rate Gove r n a n ce. “The question is, should strategic risk be 

p a rt of the audit co m m i tte e’s responsibility? Keep assigning additional 

responsibilities and the audit co m m i ttee essentially becomes the board. It’s 

not supposed to work that way.”

T h e re is agreement, howeve r, on seve ral re co m m e n d ations for audit co m m i tte e s :

Be more anticipato r y. Audit co m m i ttees should be looking fo r wa rd to new 

risks that might affe ct the financial perfo r m a n ce of the co m p a n y, and ensure 

t h at management has a plan to manage them.

Build trust and co n f i d e n ce. For co r p o rate gove r n a n ce to work effe ct i ve l y, 

t h e re must be open and honest co m m u n i c ation between senior management 

and the board. Where this co m m u n i c ation is absent, audit co m m i ttees may have 

to be more persistent in their questioning of managers. 

D o n’t be ove r z ealous about risk avo i d a n ce. In enco u raging management to 

t a ke an act i ve stance towa rd risk management, audit co m m i ttees should be wary 

of implying that the best way of dealing with risk is simple avo i d a n ce. They should

e n co u ra ge a balanced asse ssment of the full ra n ge of alte r n at i ves, including risk

t ra n s fe r, risk mitigation, and risk financing. 
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Preferred implementation methods can be further described as follows:

Focus on one unit or process. The first approach is to start a risk 
management program with a narrower scope. This offers several advantages:
it’s easier to get off the ground, less disruptive to ongoing operations, and
allows a company to recognize benefits from the program sooner (though
benefits may be limited by the project’s scope). One example is Akzo Nobel,
which is working on a strategic risk program that concentrates on the risk
reporting process. A c c o rding to Bjarnehall, the goal is to ensure that 
corporate planners account for each division’s major risks. 

We found that companies whose main goal is to gain competitive advantage
a re more likely to pursue a narrow approach, as there is a greater incentive
for these companies to link risk management to strategic pro c e s s e s .

The survey also suggested that certain obstacles may encourage CFOs to
begin with a program focused on one operating unit or pro d u c t i o n/s e r v i c e
sector. Starting the project in one area can be an effective way of 
overcoming internal resistance by demonstrating the benefits of strategic
risk management. Likewise, companies that confront a particularly
broad range of risks (particularly if many are hard to quantify) may
decide to concentrate on the more quantifiable areas first, such as 
treasury risks, rather than tackling the entire scope of risks at once. 

Launch a company-wide initiative. This approach is more difficult.
Launching an enterprise-wide initiative requires time, money, and a 
concerted effort on the part of the CFO to coordinate the effort. As the
experience of Aventis shows, a successful program requires extensive
planning and careful implementation (see case study). Our survey found
that companies whose main goal is to better respond to the full range of
risks are significantly more likely than others to pursue a company-wide
program. Danone, for example, identifies one of its primary objectives 
as ensuring an awareness of all the major risks in its global operations.
Such an effort requires unambiguous support from senior management
and the board. The survey results also revealed that companies that cite
lack of board support are less likely to begin a risk program in this way.
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Aventis: Implementing a global risk management pro g ra m
Ken Kre n i c k y, vice president, global risk manage m e n t

As an investment, a major risk management pro g ram has its own share of risks. Like

any company-wide initiat i ve, it can be expensive, time-consuming, and a distra ct i o n

f rom ongoing operations. Some companies have responded by implementing the 

p ro g ram in piece s — s t a rting in one business unit and moving to others late r. Others

h ave chosen to narrow the pro j e ct ’s scope, se ttling, for example, for an audit of 

b u s i n e ss risk without considering how all of the org a n i z at i o n’s risks inte ra ct .

Aventis has taken a diffe rent ro u te. The company has chosen to implement a full

e n te r p r i se risk management pro g ram across its divisions. The pro g ram began in ea r l y

2000, shortly after the company was created from the merger of Hoechst and 

R h ô n e - Poulenc.                                                                                                — Co n t i n u e d
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A cco rding to Ken Kre n i c k y, who runs the co m p a n y ’s global risk management 

o p e ration, Ave n t i s’ senior management realized soon after the merger that they 

needed a better understanding of the new co m p a n y ’s risk profile. This coincided 

with the rise of new co r p o rate gove r n a n ce rules in Europe, such as Ko n TraG, a 

German law that re q u i res companies to have a sys tem for identifying and managing

risks. Given the situation, a co r p o rate-wide risk management pro g ram seemed 

a p p ro p r i ate .

The pro ce ss
F rom the start, Aventis planned to implement its pro g ram both from the 

to p - d own (looking to senior management for dire ction) and from the botto m - u p

( seeking input from those close to the operations). “I don’t think you can do one 

without the other,” says Kre n i c k y. “The to p - d own pro ce ss shows some senior 

m a n a gement perceptions of risk, but you need the bottom-up operations 

a p p roach to truly va l i d ate the perceptions of senior manage m e n t .”

The first step was to co n d u ct in-person inte r v i ews with the co m p a n y ’s top 20 

m a n a gers and send questionnaires to about 100 senior employees in diffe rent 

f u n ctions. One goal was to identify the risks most important to senior manage m e n t

and to develop a list of the top ten. Another goal was to enco u ra ge a close look at

the co m p a n y ’s existing risk guidelines, pro ce d u res, and co n t rols and decide how to 

blend them. Krenicky also wa n ted a mea s u re of senior manage m e n t ’s risk appetite .

W h at level of risk would keep them up at night? What effe ct on the co m p a n y ’s share

p r i ce would senior managers be co m fo rtable with? 

The se cond step was to test these findings in a series of wo r k s h o ps held in the 

o p e rational functions. Aventis formed a workshop for each of the top ten risks 

identified from senior management inte r v i ews; an important feat u re of the wo r k s h o ps

was that they we re cross - f u n ctional. “If you only talk to people within your funct i o n ,

sometimes you miss the fo rest for the tre e s ,” says Kre n i c k y. “Yo u ’re close to ce rt a i n

i ssues, but someone from the outside might ask some basic questions that make yo u

t h i n k.” The wo r k s h o ps we re also anonymous, to enco u ra ge employees to speak frankly 

about risk issues. Aventis intends to update this risk mapping exe rc i se annually.

The conclusions coming out of the initial round of wo r k s h o ps we re used to 

d evelop pro ce sses for the global risk co m m i ttees that reside within each of the 

co m p a n y ’s five operating divisions. The co m m i ttees, which are cross - f u n ctional 

g ro u ps chaired by the CFO of each division, meet at least quarte r l y. Krenicky 

se r ves on each one to help ensure that the work is co o rd i n ated. “The key with 

t h e se co m m i ttees is that they ’re operationally chaire d ,” says Kre n i c k y. “So it’s not 

co r p o rate saying ‘You ought to do this.’” 

The co m m i ttees rev i ew the risks facing the division, asse ss what tools are in place or

a re needed to mitigate them, and re p o rt the major risk issues to the group exe c u t i ve 

co m m i ttee. The exe c u t i ve co m m i ttee, in turn, assists in prioritizing all of the risks 

and may allocate capital to addre ss them. 

A culture of risk manage m e n t
K renicky argues that for a risk management pro g ram to succeed, it must become part

of the co m p a n y ’s ordinary business pro ce sses. With this in mind, Aventis re q u i res all

key operational standing co m m i ttees to consider risks as part of their act i v i t i e s .

Co m m i ttee chairmen must fill out a form describing what risk issues we re co n s i d e re d

during each meeting. The head of risk management and the functional head re ce i ve

the form. “Risk management has to be ingrained into the normal operating pro ce sse s

of the co m p a n y,” says Kre n i c k y. “O t h e r w i se, it will fail like many other fl avo r - o f - t h e -

month pro j e cts. This has to be understood going in.”



Pursue an expanded audit exercise. The third option is to launch 
a program that concentrates on risk identification. One company 
pursuing such a program is Six Continents. The company has 
launched what it terms a “major risk exercise” to ensure that senior 
management is aware of the firm’s primary business risks. Every six
months, the risk management department meets formally with the key
players in the business to discuss their risks (they have informal contact 
in the meantime). The results of these meetings form the basis for the
internal audit function’s work during the next year. One benefit of the 
p rogram, according to Powell, is management’s greater awareness 
of certain long-term risks that weren’t so apparent prior to the audit 
e x e rcise (for example, the rising cumulative cost of regulations that 
a ffect the beverage industry). 

Our survey found that this approach is used more by companies whose
main risk management goal is regulatory compliance. This is logical, given
that many corporate governance regulations essentially call for a more 
vigilant internal audit function, rather than a complete overhaul of risk
management. 

Structuring the new risk function
In addition to considering the obstacles and alternative approaches 
to implementation, CFOs must also consider where in the organization 
the risk management function should reside. To date, companies are
adopting two main models:

An empowered central risk organization. One approach is to 
c reate an enterprise risk management function with the authority to 
set risk policies and enforce them. Typically headed by a CRO, this 
s t ru c t u re is most common among financial services and energy firms,
which often feel it’s necessary to dedicate someone to be in charge of
managing the e x p o s u re to market and credit risk. In addition to 
Duke Energ y, examples include UBS and Koch Industries. 

A virtual risk organization. A second option is to create a more
dispersed risk organization, where most of the work still occurs 
within the units and functions, but is coordinated by a central 
facilitator or a risk committee comprising senior management and 
representatives from the business units. 

Our survey examined the current and planned use of CROs and risk
committees. Contrary to what some analysts and news publications have
claimed, the CRO seems likely to remain a niche phenomenon. Only 15
p e rcent of companies have such an executive today, and a mere five 
percent plan to create the position (see Figure 3.3). CROs are more
p revalent in certain industries—24 percent of financial services c o m p a n i e s
have one, as do 23 percent of energy companies, and 14 perc e nt of high
tech/telecommunications firms. Likewise, the position is more
common in firms with over $1 billion in annual revenues. One quarter of
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definitional problems. As our study has shown, despite the relatively
low numbers of companies practicing strategic risk management today,
many more will do so in the future. Those companies planning to adopt
this approach expect that it will help them meet many of their central
challenges, including the need for reduced earnings volatility and for
new sources of competitive advantage. 

Obstacles exist, however. Managers will need to overcome a lack of 
uniform metrics, insufficient IT systems, and conflicts with corporate
culture, among others. Furthermore, there is no single, correct way to
implement a risk management program. Different companies will focus
on diff e rent processes and diff e rent risks, according to their own situation. 

The challenge ahead for CFOs will be to integrate this new way of 
thinking about risk throughout the organization. Only when all of a
company’s managers are equipped to base their decisions on a better
understanding of risk and opportunity will companies realize the full
value of strategic risk management.



A NEW GENERATION OF RISK

When Aon Co r p o ration part n e red with CFO Resea rch Services last September to survey how 

companies view and handle their risk management, we hoped to pro d u ce a timely re p o rt

e n co m p a ssing numerous ge o g raphies, industries, and strategies. As re cent events have show n ,

ra rely has inte l l i gent risk management been so vital to a co m p a n y ’s survival and succe ss. In 

an environment where CFOs fa ce heavy scrutiny of business pra ct i ces and delivery of 

company goals, risk management is at the fo re f ront of many exe c u t i ve agendas. There fo re ,

we ea gerly sought to mea s u re and define how companies we re responding or planned to

respond to the new challenges befo re them.

The number and quality of re s p o n ses we re ce i ved truly ensured a co m p re h e n s i ve re p o rt .

O ver 400 respondents from the U.S. and Europe, the majority holding senior titles of CFO 

or finance dire cto r, sent us co m p l e ted surveys. Yet, it was the re s p o n d e n t s’ invaluable 

input that se r ved as our baro m e ter and co m p a ss: showing us where risk management is 

n ow and the dire ction it is heading. 

One clear conclusion of our survey is that current risk management sys tems are 

i n a d e q u ate. The traditional insular approach leaves too many gaps and divides a 

co m p a n y ’s object i ves. Co r p o rate leaders do not have a co n c i se way of eva l u ating a 

co m p a n y ’s ove rall risk position, which could lead to co r p o rate calamity. Some companies 

a re now moving to ce n t ralized risk management across the ente r p r i se, while leading 

companies are currently inte g rating risk and strategic planning. Audit co m m i ttees have 

begun taking more act i ve roles in risk management. Change is clearly on the horizo n .

The seeming next ge n e ration of risk management outlines a more strategic approach. 

In documenting the emerging trend of strategic risk management and outlining flexible 

and varying paths to implementation, our re p o rt considers ways to re d u ce ea r n i n gs 

vo l at i l i t y, improve capital allocation, and establish a co m p e t i t i ve adva n t a ge. Strategic 

c h a n ge inevitably fa ces obstacles, but as the re p o rt documents, there are also ways to 

ove rcome such challenge s .

To achieve long-term succe ss in to d ay ’s business marke t p l a ce, clear vision is needed. 

To d ay, only 12 percent of companies who responded to our survey have fully inte g rated risk 

m a n a gement across the org a n i z ation. Yet in three years, it is expected that 39 percent of 

respondents will achieve a fully inte g rated approach. It is evident that the evolution 

of risk management is acce l e rating, leaving the antiquated silo approach behind.

W h at is not left behind is the desire for options in making any strategic decision. There is 

no single way to implement a strategic approach to risk. The challenge is creating a culture

of strategic risk management within an org a n i z ation and finding the right experts to ass i s t

along the way. Companies have the potential to realize greater succe ss when managers 

p osse ss a thorough understanding of risk and opport u n i t y, as well as risk consultants who

truly understand their business and its object i ve s .

As a provider of strategic risk management solutions, Aon looks to continuously expand and

d evelop tools, experts, and solutions to meet this next ge n e ration of risk. Whether you are a

client, part n e r, pros p e ct, or co m p e t i to r, I would like to thank you for your inte rest in our

f i n d i n gs and wish you well on achieving your risk management object i ves during these 

challenging times.
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