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Welcome to the 2014 Risk Institute Survey
on Integrated Risk Management1

This inaugural annual survey by The Risk Institute at The Ohio State University Fisher College of Business is
a comprehensive research initiative designed to better understand how U.S. companies structure their risk
management functions and how they integrate risk management into business decisions. The risks that firms
face are increasing and ever-evolving. Thus, the conversation about risks and risk management also must be
ongoing. The survey is one of the ways The Risk Institute is creating a dialogue with those on the frontlines.
The Risk Institute became operational in the fall of 2013. Focusing on three pillars – research, outreach and
curriculum – The Risk Institute brings together academia and industry and seeks to advance the field of risk
management by generating new insights through scholarly research and influencing the adoption of leading
risk management strategies. The Risk Institute also seeks to influence and shape the future by cultivating the
next generation of risk-aware business professionals who are equipped to face the challenges of an evolving world.
The survey is one example of The Risk Institute’s collaboration between practitioners and academic scholars. The survey was created by academic scholars associated with The Risk Institute and Advisory Board
Members representing the Institute’s founding partners – Aon, Battelle, EY, Huntington, Nationwide and
The Ohio State University. Together, they partnered to create a survey whose findings would provide new
insights into knowledge gaps in how senior executives view the role of risk management in their firms and
how they integrate risk management in business strategies and decisions.
We hope that the results of The Risk Institute’s survey provide you and your colleagues new insights on how
to structure our risk management function/framework and integrate risk management in business strategies
to better leverage risk, meet corporate objectives and create value.
Sincerely,

Anil K. Makhija

Mike Mahaffey

Dean and John W. Berry, Sr. Chair in Business
Max M. Fisher College of Business,
The Ohio State University

Chairman, The Risk Institute Advisory Board
Senior Vice President and Chief Risk Officer,
Nationwide Insurance

1 The survey was administered by EY, one of the founding members of The Risk Institute
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2014 Survey on

Integrated Risk Management
Risk management is evolving into a more comprehensive and integrated practice.
Over the last three years, over 85% of firms surveyed have increased their risk
management efforts.

An integrated risk management approach leverages collaboration across an
organization to identify, evaluate and proactively manage risks to achieve corporate
objectives and enhance shareholder value.

Top catalysts include:

Key features of an integrated risk management framework include:

Meeting Regulatory
Requirements

Increased Volatility in the
Business Environment

43% financial firms

18% financial firms

13% nonfinancial firms

24% nonfinancial firms

Recognition of Risk
Management as Tool
for Growth
12% financial firms
18% nonfinancial firms

Tone at the Top
View risk management as a source
of growth and not just a reactive or
defensive strategy
Over 80% of ﬁnancial ﬁrms

Emphasis on using risk
management practices at
both business units and the
corporate level

Improved business
outcomes and ability to meet
corporate objectives

Over 60% of nonfinancial firms

About The Risk Institute

Source: The Risk Institute at The Ohio State University Fisher College of Business 2014 Annual Risk
Survey on Integrated Risk Management. The reported findings are based on survey responses from
240 senior executives from 227 U.S. firms, including 72 (31.7 percent) private firms.

The Risk Institute at The Ohio State University Fisher College of Business brings together practitioners and
researchers to engage in risk-centered conversations and to exchange ideas and strategies on integrated risk
management. Through the collaboration of faculty, students and risk management practitioners, The Risk Institute
addresses risk at a broad cross section of industries and is dedicated to developing leading-edge approaches to risk
management.

About the research
The first annual survey by The Risk Institute at The Ohio State University
Fisher College of Business was created to better understand how
U.S. companies structure their risk management functions and how
they integrate risk management in business decisions. The survey is
comprised of 17 questions that focus on four key areas:
Organizational Structure and Tone at the Top
The Scope of Risk Management
The Integration of Risk Management in Decision-Making
The Risk Management Processes

There are many nuanced interpretations
of the terms Risk Management and
Risk Integration. Therefore, we asked
participants to keep the following
definitions in mind while completing
the survey:

Risk Integration:

Risk Management:

This report is based on survey responses by
240 senior executives from 227 U.S. firms,
including 72 (31.7%) private firms. Fifty
percent of the firms that disclose financial
data have total assets over $6.6 billion and
total revenues over $2.4 billion. Of the firms
with total revenues below $2.4 billion, 55
are middle-market firms with total revenues
ranging between $10 million and $1
billion. Figure 1 below reports the industry
distribution for the responding firms.

In this survey, risk management is a
broadly defined concept that deals with
the identification, measurement, and
management of various risks to the
firm. Considerations include, but are
not limited to, risks entailed in strategy,
quality, regulatory requirements,
financial, logistics, supply chain, and
human resources/employees and
legal aspects.

We define risk integration as the firm’s
recognition of the risks it faces and how
the firm incorporates risk management
into the decision-making process at the
functional level.

Figure 1

Industry breakdown
50.2% 114 Financial
16.7% Insurance
5.9% Banking
7.9% Security Dealers, Brokers and
Investment Management and Advisors
5.3% Deposit, S&L and Credit Institutions
4.4% REIT

Non-Financial 113 49.8%
Manufacturing 9.3%
Services: (Health, Business, Entertainment,
Educational and Research ) 8.4%
Utilities 7.9%
Technology 6.2%
Retail and Wholesale Trade 4.8%
Consumer Durables and Non-Durables 4.0%
Energy 3.1%
Telecommunications 2.2%
Mining 2.2%
Transportation 1.8%
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Executive summary
In recent years, risk management has evolved into a more
comprehensive and integrated practice. This integrated approach
leverages collaboration across an organization to identify and
evaluate risks, and to proactively manage those risks to achieve
corporate objectives and enhance shareholder value.
Thus, one of The Risk Institute’s main goals is to create a greater
understanding of how organizations can proactively leverage
risk management to create value. Given the varied roles that risk
management plays in different organizations, we believe that it is
important to hear from senior executives from both financial and nonfinancial industries about how they view risk management’s role in
their organization; how, if at all, they integrate risk management into
business decisions; and how they structure their risk management
function to support its role in the firm.

How is risk management
evolving and being integrated
into business decision making?
Risk management was once seen as
only being done to meet regulatory
requirements and to protect the firm
against the negative effects of volatility
in its business environment. For the
firms that have increased their risk
management efforts over the last three
years, those aspects are still the leading
reasons. However, for some firms,
recognizing that risk management can
be a source of growth was the primary
catalyst. Over the same period, senior
executives and the boards of directors
have become more involved in risk
management processes.
Financial firms now identify risk
management as a source of opportunities
to enhance shareholder value. These
firms also emphasize the use of risk
management across both business units
and corporate levels. However, while
some non-financial firms share this view
of risk management, far more of the nonfinancial firms in our sample perceive risk
management as a defensive strategy.
Survey responses indicate that firms are
selectively integrating risk management
in business decision making and are
experiencing improved business outcomes
as a result. This integration involves three
steps. First, a firm’s risk management
function must recognize the business
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process. Second, risk management must
affect the analysis undertaken in the
business process. Third, this analysis must
feed back into the risk management of
the firm. Firms’ use of this last step falls
significantly behind their implementation
of the first two steps, making it impossible
to accomplish full integration of risk
management into business decisions.
Yet, when firms follow these three steps,
they indicate they primarily do so for
business processes, such as compliance,
capital allocation, audit, operational
and strategic planning, and M&As. We
believe it is important to reiterate that
the firms that follow the three steps
experience improved business outcomes
as a result. Furthermore, this integration
improves firms’ abilities to meet both the
business objectives related to mandated
requirements and those related to
exploiting business opportunities.
Although many firms in our sample view
risk management as being integrated
across the firm, they also report that only
a subset of business functions are actively
involved in identifying, measuring and
managing the major risks that impact
the firm. Financial firms report that the
C-suite and Finance, Audit/Accounting/
Tax, Operations, Strategy and Legal/
Compliances functions are all actively
involved to some degree in identifying,
measuring and managing major risks.
However, non-financial firms report that
the task of actively measuring risks falls
primarily on the C-Suite and Finance
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functions. When analyzing risks, all
firms rely primarily on best case/worsecase scenario analysis and extreme-case
analysis (e.g., stress tests), and they
believe that going forward, these methods
have the greatest potential to impact the
management of risk in their firm. Yet,
firms do not consistently report using
these methods across all business units.
The structure of the risk management
function and the mechanisms to set the
scope of risk taking continue to evolve,
fueled in part by regulation and by the
more central role risk management
plays in firms today. In financial firms,
risk management is most often the
responsibility of the CRO and the board’s
Risk Management Committee. In the nonfinancial firms that are transitioning to a
more integrated approach, the CFO, CRO,
and sometimes the Chief Auditor, lead the
risk management function while the Audit
Committee has this responsibility at the
board level. Relative to three years ago,
most firms report that in addition to using
cash balances as a precautionary measure,
they use a variety of mechanisms to set
the scope of risk taking. Most of these
mechanisms either limit risk taking or do
not encourage risk taking.
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What does this mean for
the evolving role of risk
management?
First, for firms to transition to a more
integrated risk management approach,
one which views risk management as a
source of value-enhancing opportunities,
it is important to choose a leader of
the risk management functions who
embraces this view and who does not see
risk management as merely a defensive
strategy. Equally important is choosing
a leader who can effectively collaborate
with other C-Suite executives to leverage
risk so as to enhance shareholder value.
Finally, the board committee responsible
for risk management should also share
this view.
Second, for firms that want a more
integrated risk management approach,
it is important to include more business
units/functions in risk management
processes rather than relying on those
functions related to finances and
meeting mandated requirements.
For example, talent acquisition and
retention and succession planning are
key risks for firms, yet our respondents
suggest that the HR/Talent Management
function is rarely involved in the risk
management processes. Similarly,
corporate objectives related to product
or geographic expansion or product
innovation have inherent risks, but
again, Marketing/Brand Management,
R&D, and Sales are only rarely involved.

Moreover, firms need to include the
Executive/Strategy Committee in the
risk management processes. Again, we
believe it is important to reiterate that
aligning risk management with key
organizational strategies will help an
organization successfully develop a fully
integrated risk management function that
can leverage risk to achieve corporate
objectives and enhance growth and
shareholder value.
Third, as we noted earlier, for firms to
fully reap the benefits of an integrated
approach, not only do they need to
recognize a business process and analyze
the risks of the business process, they
must also increase their efforts to have
their analysis feed back into the risk
management of the firm itself. This
“looping” process will allow firms to
proactively manage the risks impacting
their organizations and identify emerging
risks to be leveraged or mitigated.

Fourth, given the changing nature
of risks impacting firms, firms must
continue to use techniques which can
effectively evaluate these risks. Firms
should not rely on just one technique
or measure, or be motivated only by
mandated requirements. Best case/worse
case and extreme scenario analyses,
which respondents perceive as having
the greatest potential to impact risk
management in their firms, can assess
risks that affect various parts of a firm and
can be adapted into include proprietary
models and simulations.
Fifth, as firms move from viewing risk
management as a defensive strategy
to seeing it as a more fully integrated
approach, senior executives and the board
must develop strategies to set the scope
of risk taking that are consistent with
the full integration of risk management.
Firms will impede their ability to use risk
management as a growth tool and source
of value if they rely solely on mechanisms
that limit risk taking.
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What do the results mean for
The Risk Institute?
The Risk Institute is dedicated to
advancing the adoption of leading risk
management strategies by leveraging
the collaboration between academic
scholars and practitioners. With this goal
in mind, the survey results, which yield
insights about how firms structure their
risk management functions and how they
integrate risk management in business
processes, also raise several questions:
1. Are firms’ risk management approaches
really integrated or are they just
aspirational? Although firms tell us
that risk management is being fully
integrated into their business processes,
further questions about how they
integrate risk management into business
decision making show that such
integration is piecemeal and does not
extend to all functional areas or units.
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2. If a firm reports the recognition of risk
management as a source of growth
to be the most important catalyst
for their increased risk management
efforts over the last three years, why
is the audit committee responsible
for risk management? The executive
committee and/or strategy committee
of the board understands the drivers
of firm value and set the corporate
objectives to enhance firm value.
Yet, firms rarely report that these
committees are responsible for risk
management at the board level.
3. Why are business functional areas such
as Marketing, Sales, HR, or R&D not
involved in risk management processes?
These functional areas have large
amounts of data that can help clarify the
risks to a firm’s corporate objectives and
also identify emerging risks.
4. If balancing risks to create value means
mitigating risks at times and leveraging
risks at other times, why are firms not
using mechanisms consistent with this
view to set a scope of risk taking?

We look forward to continuing our
conversation about risk management
with you as we work to provide insights
and answers to these questions through
new areas of research, translations of
completed academic research for
practical business applications, and
educational programs for business
professionals, undergraduate and
graduate level students. Through these
dialogues, we can collectively advance
our knowledge of risk management and
influence the adoption of leading risk
management practices.

Bernadette A. Minton
Professor of Finance and Arthur E.
Shepard Endowed Professor in Insurance
Academic Director, The Risk Institute
Fisher College of Business
The Ohio State University
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A. Tone at the Top, Transitioning to a More Integrated
Approach & Increased Risk Management Efforts

Firms once perceived risk management as only being done to meet regulatory
requirements and to protect the firm against negative events. Now, more firms recognize
the potential of risk management as a source of growth. They also see growth as an
important catalyst for their risk management efforts over the last three years.

In contrast, only about 40% of respondents from non-financial firms have this view.
Moreover, about 30% of respondents from non-financial firms indicate that their firms
have a defensive view of risk management, seeing it primarily as a way to protect the
company from negative events in addition to meeting regulatory requirements.

When asked what best describes the character of the “Tone at the Top” on risk
management at their company (see Figure 1A), over 60% of respondents from financial
firms report that not only do their firms actively use risk management to meet
mandated requirements and to protect against negative events, but they also recognize
risk management as a source of opportunities to enhance shareholder value and either
stress its use across certain business functions (partially integrated) or all business
units (fully integrated).

Consistent with an integrated view of risk management, Figure 2A shows that 80% of
respondents from financial firms note that their firms consider the impact of risks and
manage those risks at both the business unit and corporate level. While about 60% of
the respondents from non-financial firms have this view, about 25% indicate that their
companies only consider the impact of risks in the aggregate across units and take
management action at the corporate level.
Figure A2

Figure A1

Which best describes “Tone at the Top” regarding risk management in your company?
Risk Management is:
35%

100%
80%

30%

60%

25%

40%

20%

20%

15%

0%
Impacts of risk are
considered & management
action is taken at BOTH
business unit and corp
level

10%
5%
0%
Reactive

Defensive
Financial
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Which of the following best describes how risks in different parts/units of your firm are
recognized at the corporate level and the other way around?

Transitional

Partially
Integrated

Fully Integrated

Impacts of risk are
considered & management
action is taken at ONLY
corp level

Financial

Impacts of risk are
considered & Managed
INDEPENDENTLY at
business unit

Non-Financial

Non-Financial
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Survey results indicated that over the last three years, more than 80% of firms have
increased their risk management efforts. Regulatory requirements and increased volatility
in their business environment top the list as catalysts for firms’ increased efforts (see
Figure A3). However, we find that regulatory requirements have been much less of a
catalyst for non-financial firms.
Figure A3

What has been the top catalyst for the increased emphasis on Risk Management?

Figure A4

Relative to three years ago, how involved are each of the following functions/units in
MANAGING major risks impacting your firm?

Financial
80%
60%
40%

50%

20%

45%
40%

0%

35%
30%
25%
20%
15%

Do not know

10%

Less involved

Stayed the same

More Involved

5%
0%

Regulatory
Requirements

Increased
Volatility

Recognition of
RM as growth
tool

Change in
Leadership

Financial

Catastrophic
Incident

Better Risk
Management
Tools

Shareholder
Pressures

Non-Financial

Other

Non-Financial

Consistent with the evolution of risk management, about 15% of all respondents also
report the recognition of risk management as a growth tool as the top catalyst for their
firms’ increased efforts. Yet, this view appears to be more of a catalyst for non-financial
firms than for financial firms.
We also asked, relative to three years ago, how involved certain business functions
and units are in managing the major risks impacting the company (see Figure A4).
Respondents from both financial and non-financial firms indicate that the C-suite and
Finance, Audit/Accounting/Tax, Operations, Strategy and Legal/Compliances and the
Board are more involved in the management of major risks that impact the firm.

80%
60%
40%
20%
0%

Do not know

Less involved

Stayed the same

More Involved

The higher level of involvement by these groups corresponds to firms’ increased risk
management efforts since 2012. It also is consistent with the view shared by over 70% of
executives of all firms that their organizations recognize risk management as an opportunity
to enhance shareholder value and not just a reactive or defensive strategy. About 50% of
upper-level executives also emphasize its use across some or all business functions.
Pg. 18 | The Risk Institute
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B. Integrating Risk Management in
Business Processes and Decision Making

As noted earlier, the integration of risk management into business processes and decision
making involves three steps. First, a firm’s risk management function must recognize the
business process. Second, risk management must affect the analysis undertaken in the
business process. Third, this analysis must feed back into the risk management of firm.
To gain an understanding of how, if at all, firms are using this integrated approach in their
business processes, we asked survey participants, “Does your firm’s risk management
recognize these business processes (see Figure B1)? Does the risk management affect
analysis in the business process? Does this analysis feed back into the risk management of
the firm by incorporating the risks in the business process?”
It is clear that for all the business processes in our list, firms’ implementation of the
feedback part of the integration process lags firms’ risk management recognition of the
business process and affects the analysis undertaken in the business process.
Financial firms continue to appear partially or fully integrated in their approach to risk
management and also highly focused on processes related to regulatory requirements.
Consistent with the majority of financial firms having this view, over 30% of the
respondents report integrating risk management in all of the businesses decision
processes list in Figure B1. (Integration is indicated by red bar denoting “Feedback”.)
Moreover, about 50% or more of the respondents from financial firms indicate that risk
management is integrated in business processes related to compliance, audit and strategic
planning, capital structure/financing, portfolio management and capital allocation.
Figure B1

Integrating Risk Management in Business Processes and Decision Making

When asked in follow-up questions about whether this integration yields improvements
in business results and corporate objectives, about 50% of respondents from financial
firms indicate that when their companies integrate risk management in business
decision-making processes, they experience significant or exceptional improvement
in results for these business processes; they also indicate that this integrated approach
significantly improves corporate objectives related to their ability to meet mandated
requirements, avoid operating losses, protect and enhance their company’s brand and
reputation, and satisfy stakeholders’ (e.g., the regulators) risk appetites.
But unlike financial firms, fewer non-financial firms view risk management not just as
a defensive strategy, but also as a source of opportunities for growth and value. Hence,
the incorporation of the feedback step significantly trails the use of the recognition and
analysis steps.
Consider, for example, Pricing & Sales. As shown in Figure B2, there are large
discrepancies between the analysis step (dark gray bar) and the feedback step (red
bar). This is an important category for which firms often perform analytics on the large
amounts of data. Yet, only about 20% of respondents indicate that analysis feeds back
into risk management.
Unlike respondents from financial firms, only about 40% of those from non-financial
firms indicate that their firms integrate risk management in business processes related
to compliance, audit, operational business and strategic planning, divestures/spinoffs,
and M&As. In a follow-up question, respondents from non-financial firms indicate
experiencing significant improvement in business results for these processes.
Non-Financial

Financial
Communication
Tax
Compliance
Audit Planning
Talent Management
Pricing & Sales
Marketing & Customer Relations
Distribution & Supply Chain
Quality
Operational Business Planning & Management
Capital Structure/Financing
Portfolio Management
Capital Allocation
Divestitures/Spinoﬀs
M&A
R&D
Capital Projects
Strategic Planning

Communication
Tax
Compliance
Audit Planning
Talent Management
Pricing & Sales
Marketing & Customer Relations
Distribution & Supply Chain
Quality
Operational Business Planning & Management
Capital Structure/Financing
Portfolio Management
Capital Allocation
Divestitures/Spinoﬀs
M&A
R&D
Capital Projects
Strategic Planning
0%

10%
Feedback
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20%
Analysis

30%

40%

Recognition

50%

60%

70%

80%

0%

10%
Feedback

20%
Analysis

30%

40%

50%

60%

70%

80%

90%

Recognition
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C. The Scope of Risk Management and
Risk Management Processes

As noted earlier, an integrated risk management approach leverages collaboration
across an organization to identify and evaluate risks, and to proactively manage those
risks to achieve corporate objectives and enhance shareholder value. Thus, in addition
to wanting to hear from senior executives about how, if at all, their firms integrate risk
management into business decisions; we also wanted to know which executives and
functional areas were involved.
While some survey respondents indicate that their firms see risk management as
being integrated, they also indicate that along with the C-Suite, only a subset of
business functions are actively involved in identifying, measuring and managing
major risks impacting their firms. These functions include Finance, Accounting, Legal,
and Operations and Strategy. Rarely do HR/Talent Management, Marking/Brand
Management or Sales functions have active roles in these risk management processes.
As shown in Figures C1, C2 and C3, over 60% of respondents from financial firms report
that the C-Suite and these business functions are actively involved in identifying the
risks that impact their companies, and in quantitatively measuring and managing these
risks. Like respondents from financial firms, those from non-financial firms indicate that
the C-Suite and the larger set of business functions are actively involved in identifying
and managing major risks to their firms. Yet, when it comes to quantitatively measuring
major risks to their firms, respondents from non-financial firms indicate that usually,
only the C-Suite and the Finance and Accounting functions are actively involved.

Figure C1

How involved are each of the following functions/units in the IDENTIFICATION of major
risks impacting your firm?
Financial
100%
80%
60%
40%
20%
0%

Do not know

Not or hardly involved

Somewhat or very involved

Non-Financial
100%
80%
60%
40%
20%
0%

Do not know

Pg. 22 | The Risk Institute

Not or hardly involved

Somewhat or very involved
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Figure C2

Figure C3

How involved are each of the following functions/units in the QUANTITATIVELY
MEASURING major risks impacting your firm?

How involved are each of the following functions/units in MANAGING major risks
impacting your firm?

Financial

Financial
100%

100%

80%

80%

60%

60%

40%

40%

20%

20%

0%

0%

Do not know

Not or hardly involved

Not or hardly involved

Somewhat or very involved

Non-Financial

Non-Financial

100%

100%

80%

80%

60%

60%

40%

40%

20%

20%

0%

0%

Do not know
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Do not know

Somewhat or very involved

Not or hardly involved

Somewhat or very involved

Do not know

Not or hardly involved

Somewhat or very involved
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When evaluating the impact of risks, the best case/worst case scenario and extreme
cases (e.g., stress tests) are the analyses used most often by all firms. Firms believe that
these methods have the greatest potential to impact the future management of risk
in their firm. About 35% of respondents from non-financial firms also indicate that
value-at-risk, cash flow-at-risk, and similar measures are among the top three most used
techniques to analyze their firms’ risks (Figure C4). But in a follow-up question (Figure
C5), firms indicate that the top three most used methods are not used consistently
across all business units.

Figure C4

For each method listed, is it one of the top three most used in your firm when analyzing risks?
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

Financial

Non-Financial

Figure C5

Going forward, which of the below methods will have the greatest potential to impact the
management of risk in your firm?
70%
60%
50%
40%
30%
20%
10%
0%

Financial
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Non-Financial

The Risk Institute | Pg. 27

D. The Structure of Risk Management Functions and
Mechanisms for Scope of Risk Taking

Driven in part by regulation and by the role risk management has in firms, the structure
of the risk management function and mechanisms to set the scope of risk taking
continue to evolve. It is clear from the discussion of the survey results thus far that
financial firms see themselves as being more fully integrated in their approach to risk
management, seem driven by meeting mandated requirements, and consequently are
more “mature” on a spectrum measuring the evolution of risk management. Thus, it may
come as no surprise that Figure D1 shows that over 60% of respondents from financial
firms indicate that the risk management is most often the responsibility of the CRO and
the Risk Committee at the Board level. About 25% of respondents from financial firms
(but not banks) indicate the CFO has this responsibility.

Figure D2

Which Board of Directors Committees have responsibility for risk management?
80%

60%

40%

20%

In contrast, as previously noted, more than 60% of respondents view their firms as
either transitioning to a more integrated approach or already having a partially or
fully integrated approach to risk management (see Figure A1). Hence, there is more
variation in the type of senior executive who is in charge of the risk management
function. As Figure D1 shows, the CFO, CRO, and at times the Chief Auditor, lead the risk
management. When respondents from non-financial firms selected “Other”, they most
often noted that the Chief Operating Officer (COO) leads the risk management function.
Over 75% of respondents indicate that risk management is the responsibility of the
Audit Committee at the Board level.

Figure D1

Who is in charge of the Risk Management function at your firm?
80%

Financial

Non-Financial

In a follow-up question, when asked to whom does the CRO, CFO, or other leader of
the risk management function report, most respondents (about 65%) indicate that the
executive leading the risks management function reports to the CEO and/or the Board of
Directors (see Figure D2).
An important part of an integrated risk management framework is having mechanisms
in place to set the scope of risk taking within the organization. Implementing a valueenhancing risk management approach involves balancing risks to create value, which
at times involves taking risks and at other times mitigating risks. Thus, to better
understand how firms set their scope of risk taking, we asked survey participants about
the mechanisms that their firms use. For each mechanism, we presented one version that
encouraged risk taking and one that limited risk taking. We also asked survey participants
to indicate whether the mechanism was used in the past, is being used presently, or is not
currently being used but is being considered for use in the short-term future.

60%
40%
20%
0%

Financial

Pg. 28 | The Risk Institute

0%

Non-Financial

Most respondents indicated that their firms presently use more mechanisms that
protect the firm from negative events or limit risk taking relative to three years ago. As
Figure D3 shows, the greatest change relates to maintaining a minimum cash balance
as a precautionary measure. Three years ago, only about 25% of all firms maintained
minimum cash balances; now, about 80% do.
The Risk Institute | Pg. 29

Other mechanisms that are widely used to limit risk taking include the use of
derivatives or financial instruments such as hedges, low dollar amounts for investment
projects permissible without authorization, and hurdle rates adjusted for risk and for
controlling growth.

Figure D3

What mechanisms set the scope of risk-taking (opportunities versus restrictions)?
Financial
Increase or decrease financial hurdle rates to adjust for risk and/or
control growth

When it comes to product and geographical expansion, about 70% of respondents
indicate that their firms set limits for expansion but also set targets for expansion.
However, based on survey responses, it is not clear under which circumstances a firm
sets targets or limits.

Maintain minimum cash holdings as a precautionary measure
Take steps/strategies to limit sales-at-risk (or similar cash-flow-at-risk, etc.)
Ignore sales-at-risk (or similar cash-flow-at-risk, etc.)
Limit product / geographic exposure

Although firms do not appear to be using many mechanisms to encourage risk taking
just now, respondents indicate that their firms might consider doing so in three years.
For example, 70% of respondents from non-financial firms indicate that within three
years their firms would allow the generous use of derivatives or financial instruments to
exploit opportunities.

Set targets for product / geographic expansion
To limit risk, require use of derivative / financial instruments as hedges (against
cash flow or FX risks, etc.)
To encourage risk, allow generous use of derivative / financial instruments to
exploit opportunities
Set low size (e.g., dollar amount) for investment projects permissible w/o
authorization
Set generous size (e.g., $ amt) of investment projects permissible w/o
authorization
Other
0%
Used three years ago

20%

40%

Not currently used, but may be used three years from now

60%

80%

100%

Presently Used

Non-Financial
Increase or decrease financial hurdle rates to adjust for risk and/or
control growth
Maintain minimum cash holdings as a precautionary measure

In a follow-up question, we asked survey participants whether the C-Suite, Board of
Directors, Chief Auditor, Division, or Business Unit Leaders are responsible for the
review process of these mechanisms. For all the mechanisms listed in the graphs
above, the C-Suite most often (over 50%) has this responsibility. According to 20% of
respondents, the Board of Directors is responsible for the review process for derivatives
use and for setting the size thresholds for investment projects allowed without
authorizations. About 30% of respondents indicate that Division or Business Unit
Leaders have responsibility for the review process, for whether to ignore sales-at-risk
thresholds (or similar measures) or whether to take steps to limits sales-at-risk.

Take steps/strategies to limit sales-at-risk (or similar cash-flow-at-risk, etc.)
Ignore sales-at-risk (or similar cash-flow-at-risk, etc.)
Limit product / geographic exposure
Set targets for product / geographic expansion
To limit risk, require use of derivative / financial instruments as hedges
(against cash flow or FX risks, etc.)
To encourage risk, allow generous use of derivative / financial instruments to
exploit opportunities
Set low size (e.g., dollar amt.) for investment projects permissible w/o
authorization
Set generous size (e.g., dollar amt.) of investment projects permissible w/o
authorization
Other
0%
Used three years ago
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Conclusion: Moving Forward
What do the results mean for the evolving role of risk management?
Selecting a leader and board committee
responsible for risk management
AAs noted earlier, the CFO, CRO, and
occasionally the Chief Auditor, are in
charge of the risk management function
in non-financial firms and the Audit
Committee at the Board level. If a nonfinancial firm is transitioning to a more
integrated risk management framework
that sees risk management as a source of
value-enhancing opportunities, there are
three questions to consider.
First, does the senior executive in
charge of the risk function embrace
this view of risk management and see
risk management as more than just a
defensive strategy?
Second, does the board committee
responsible for risk management share
this view of risk management?
Third, does this senior executive have
the skills to effectively collaborate with
other C-Suite executives?
The answer to all these questions should
be yes. The senior executive charged with
leading the risk management function
not only has to embrace an integrated
approach to risk management and
recognize it as a source of opportunities
for growth and value, he or she also needs
to effectively collaborate with other
C-Suite executives to leverage risks to
enhance shareholder value.
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Leverage collaboration across business
functions to fully integrate risk
management
Firms that want to create a more
integrated risk management approach
should leverage existing partnerships
between functions to include more of
these functions in all risk management
processes, i.e., identifying, measuring,
and managing risks. Firms should
not rely only on those functions related
solely to finances and meeting
mandated requirements. For example,
talent acquisition and retention and
succession planning are key risks for
firms. But, as previously noted, the
HR/Talent Management function is
rarely involved in the risk management
processes, even though the function
routinely works with the risk
management function on its HR and
Talent issues. This existing partnership
can be used to integrate the HR function
in risk management processes.
Similarly, corporate objectives related
to product or geographic expansion or
product innovation have inherent risks,
yet Marketing/Brand Management,
R&D, and Sales are rarely involved.
Moreover, firms need to integrate the
Executive/Strategy Committee in the risk
management processes. Aligning risk
management with key organizational
strategies will help an organization
successfully develop a fully integrated

risk management function that can
leverage risk to achieve corporate
objectives and enhance growth and
shareholder value.

A fully integrated risk management
framework involves a risk management
structure and mechanisms for setting the
scope of risk taking that support
this approach.

Integrating risk management in business
processes and decision making is a
dynamic looping process

As firms move from viewing risk
management as a defensive strategy to
a more fully integrated approach, senior
executives and the Board of Directors
must develop mechanisms to set the
scope of risk taking that is consistent
with this latter view of risk management.
Firms will constrain their ability to use
risk management as a growth tool if
they rely solely on mechanisms that limit
risk taking.

For firms to reap the benefits of an
integrated risk management approach not
only do they need to recognize a business
process and analyze the risks of the
business process, they must also increase
their efforts to have their analysis feed
back into the risk management of the
firm itself. This “looping” process will
allow firms to proactively manage the
risks impacting their organizations and
identify emerging risks to be leveraged
or mitigated.
Methods for analyzing risks
Given the changing nature of the risks
that impact firms, firms must continue
to use techniques that effectively
evaluate these risks. They should not
rely on just one technique or measure,
nor should they be motivated only by
regulatory requirements. As noted earlier,
respondents view best case/worst case
and extreme scenarios analyses as having
the greatest potential to impact the risk
management of risks going forward.
These tools can assess risks impacting
various areas of a firm and can be
adapted to include proprietary models
and simulations.
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Founding members of The Risk Institute are recognized for their extensive expertise in enterprise risk management and
represent different industries. But they all hold one important thing in common: they know how critical it is in today’s business
environment to be ready for risk.

“Aon focuses on two things—risk and people—and we have a world-leading network of 60,000 colleagues dedicated to
providing valuable advice and solutions to our clients on those topics.
Finding an educational institution with complementary stature across many disciplines and a similar mission of serving
as a risk thought leader for the industry really resonated with our company.”
› DAN VANDERWOUDE , Vice President

“We’ve realized there’s a lot to learn about risk from companies outside our space. There’s benefit in knowing what
questions others are asking, and it’s rewarding to know that our risk knowledge will benefit other members. Battelle has
a broad range of risk considerations—from government to commercial—to offer to the conversation among partners. How
we look at risk may be very different in just a few years. As things change, The Risk Institute will be the premier place to
hold discussion and share cutting-edge ideas.”
› BRIAN SMITH , Vice President, Corporate Treasurer

“At The Risk Institute we see a forum to introduce issues and challenges which we see in the business world, as well as
new ideas, and explore them with other members as we seek to expand the power to risk insights and tools for business.
This is a great opportunity to link business and academic leaders in a way that not only drives new thought, but also
results in practical solutions. The ultimate outcome is that we all get smarter about risk and how we can improve business
outcomes.”
› CRAIG FARIS, Advisory O&G Risk Leader

“A top-flight education in risk must prepare today’s students to become future leaders, not just functional specialists. As
a culture in which risk management is everyone’s job, Huntington understands the critical need for an elevated, holistic
mindset for tomorrow’s risk-focused executives, facilitated by The Risk Institute leadership experts of today.”
› HELGA HOUSTON, Chief Risk Officer

“We are thrilled to be a partner with The Risk Institute, helping to develop the next generation of leaders in this dynamic
space. Being a partner with The Risk Institute means sharing not only our perspectives and expertise, but also our risk
challenges and real world experiences. This provides valuable opportunities for students, academic thought leaders and
advanced practitioners to collaborate on practical solutions to cutting edge risk issues.”
› MIKE MAHAFFEY, Senior Vice President and Chief Risk Officer

Ohio State is growing and evolving very quickly. And because it operates in nearly all the regulated spaces that The
Risk Institute partners do, the university offers a sort of rapid-paced ‘petri dish’ for observing risk, collecting data and
gaining insights. We’re excited to bring this learning opportunity to other partners. And we’re proud to show long-term
institutional support for this leading university venture.”
› GATES GARRITY-ROKOUS, Vice President and Chief Compliance Officer
“Risk and opportunity management must coexist in every organization. At Ohio State, emerging risks require an
emergence of solution innovators and The Risk Institute, through its depth and breadth of knowledge, is well positioned to
change the course of how risk is viewed as we move from excellence to eminence.”
› DOUGLAS A. HUFFNER, Director of Risk Management and Insurance

