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Managing Risks Must Include Taking 
Them 

 

 
En t er prise r isk m anagement a nd g ov ernan ce, r isk, a nd com plian ce a re n ot in terchangeable. Why ? Th e reason s lie a t 
t h e c or e of t h e 

 pr ac tice of r isk man agement. 
J oh n Bu g alla , Kr ist ina N arvaez 

 
Base b all gr eat Y ogi Be rra o nce said : “ I f y o u c o me to a fo rk in the r o ad, take it.” Fo r the p rac titioners in the 

ar t and sc ienc e  

o f 

r isk management, the fo rk in the r o ad is at hand. One d ir ec tional sign say s ERM, while the o ther say s GRC. 

ERM is the  
ac r o ny m fo r e nterprise r isk management and GRC is the ac ro ny m fo r  

go v  ernance, risk, and c o mpliance. 
 
 

Fo r CFOs, who o fte n o v ersee internal audit and r isk management, the issue should b e ab out where e ach 
 

r o ad will take them — and ab o ut the q uality o f the r ide. 
 
 

So me argue that it do es no t matter whic h road is taken, b ecause they both e nd up in the same p lac e. Fo r 

the m ERM and GRC ar e inte rc hangeable. Y et ano ther gr oup o f practitioners debates the q uestio n o f 

p r imac y o f either ERM o r GRC — o r whic h o ne is the umbrella o ver the o ther. 
 
 

The reaso n ERM and GRC are no t interc hangeable lies at the c o re o f the pr act ice o f r isk management — 

what it was, what it is, and mo re impo rtant ly , what it will be. The o utc ome o f this d ilemma is signific ant 

b e yond corporate  

p r actitio ners. I nvesto rs in public ly traded c ompanies, millio ns o f peo ple with 4 0 1(k) 

ac c o unts, and the additional millions with pensions sho uld have an interest. 
 
 

Bac k grou nd 
 

Risk management is ro o ted in the c o nc epts o f preserve, protect, and c o mply. Preserve assets, protect 

p e o ple, and c o mply with laws and r egulations. Te c hniques e mployed to achieve these go als are a 

c o mbinatio n o f risk transfer, c ommodity and financ ial hedging, safety and lo ss c o ntrol programs, and 
 

le gal c o ntracts. This is a t raditio nal approach to r isk management. 
 



 
A b o ut 20 y ears ago , academics and p ractitio ners started to v iew r isk no t o nly fro m a do wnside 

 
p e r spective, but mo re like a c o in with two sides — up and do wn. Traditio nal techniques ar e st ill employed, 

b ut the r esult o f this 

thinking is that risk is v iewed fr o m a muc h wider lens with a greater depth o f  

fie ld . Risks are c o nso lidated ac ro ss the e nterprise (hence the name e nterprise r isk management) and se en 

as a dy  namic  

o v erall po rtfolio. 

http://www3.cfo.com/article/2012/7/risk-management_tcor-risk-management-rims-advisen-ap


 

I t is wo rth no ting that during the t ime r isk management was evolv ing, events we re taking p lace that also 

had a signific ant 

imp ac t o n the practice o f risk management. The do t.co m c ollapse, financ ial sc andals  

suc h as Enro n, b ac kdating o f sto c k o ptio ns, the financ ial c risis o f 20 08–10, the BP o il spill, and o ther 
 

signific ant ev ents brought a ne w e ra o f attentio n fro m r egulators. 
 
 

Ne w r e gulations are e specially apparent in the area o f financ ial disc losure and r eporting with the no table 
 

e x  amples o f Sarbanes-Ox ley , SEC A mended Rule 3 3 -9089, and Do dd-Frank. 
 
 

T  h e Fork in t h e Road 
 

Risk management c o ntinued to evolve, but it has div erged into two sc hools o f tho ught that are no w 

e v  ident, mo re by p ractice than by theory. Sar banes-Ox ley sp awned GRC, whic h is driv en by c ompliance 

and audit.  

Sup po rting the GRC p ro c ess is a ho st o f tec hno logy p latfo rms. The tec hnology o rganizes and highlights 

go v  ernance structure and c o mpliance risks c oupled with do cumentation and r eporting r equirements.  
 
 

The p r imary go al is assuring the integrity o f financ ial statements and c ompliance with myriad laws and 

r e gulatio ns. So me 

de tractors o f GRC suggest that the “ C” (c o mpliance) c arries gr eater weight and fo c us  

than the “ G” (go v ernance), whic h in turn c arries greater we ight than the “ R” (r isk). 
 
 

Co nv  ersely, ERM is a r isk management process meant to e nco mpass all r isks and o ppo rtunities ac ross the 

e nt ire e nterprise — 

inc luding the GRC c o mponents. One ERM b e st p rac tice is to embed the p ro cess into  

st r ategic p lanning. The r easoning is that ERM sho uld suppo rt the p lan that at it s c o re is a strategy fo r 
 

gr o wing the b usiness. 
 
 

The v  e ry nature o f a strategic p lan, ho wever, is a multiy ear t ime fr ame that is usually c rafted ar o und 

sev eral plausible o per at ing sc enarios. Supporting o rganizatio nal gro wth strate gies is o ne go al, with the 

o ther traditional 

go al b eing to mitigate and le ssen the impact o f adverse events that c ould o ccur during the p lan.  
 
 

One e x  ample is a c o mpany that has determined that an ac quisition o ppo rtunity should be pursued. A ny 

ac q uisition c an 

p r oduce a r ange o f o utcome s fo r the ac quirer. The ERM p r o c ess is a to o l fo r dec ision makers that e nables 

the m to c onsider and measure the steps to ac hieve the upside gain as we ll as p lan o r take the steps to 

manage o r c o ntrol adverse events that c ould  

de stroy anticipated value. GRC, ho wev er,  

do es no t c o nsider the upside o f risk-taking ac tivities, but fo cuses o n c o ntrolling ac tiv ities. 
 



 
 

V iew ing g ov ernance, r isk, a nd compliance holistically can h elp st r eamline t hese important pr ocesses. Don e r ight, a n 



in t eg rated GRC pr og ram in corpor ates a t echnology infrastructure t hat highlights cr itical issues dr iv ing a tt en tion 
t ow a rd su ch issues a s t r ansparency a nd a ccountability. 
Com pl i a nce: Ju st Pa rt of t  h e Pict ure 

Bein g in c ompliance w ith r ules a nd r egulations does n ot n ecessa rily t ranslat e t o best pr actices in r isk m anagement . 
T h e 

fin a ncial crisis a nd t he fa iled in stitution s a ssociated with it have pr ov ed t hat being in c ompliance does n ot  
n ec essa rily pr ev ent t he dest ruction of sh a reholder v alue, sav ings in 401 (k) a ccount s, or pen sion v aluation s. 
A n effec t iv e ERM pr og r am, on t he ot her h and, w hich a ddresses a w ider spectrum of r isks, g oes bey ond pu re r isk 
m it igation a nd sh ou ld improv e t he quality of decision -makin g. When ERM is em bedded in to t h e st rategic-planning 
pr oc ess, it a dds su ppor t for g rowth st r ategies of t h e bu siness t h at can c reate value. A fter a ll, h ow can bu siness ex ist if 

it does n ot t a ke r isks? 

It sh ou l d a lso be n oted that for either GRC or ERM t o m eet t he expectation s of pr a ctition ers, executive m anagement 
a n d t h e boa rd n eed to esta blish a nd sh ow their su pport t o the r est of th e or gan izat ion . 
If r  isk m a nagemen t is div ided into a ser ies of soft w a re modules a nd fragmented int o t he v ery silos m eant t o be br oken 

dow n ,  
a g reat dea l of t im e a nd mon ey w ill have been wast ed.  
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