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Agenda

• Who is in the audience?
• A little revisionist history.
• What our collective clients are saying about ERM.
• The Hallmarks of a Good ERM Program.
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TOPIC: Risk Management 

Session overview

• Formal Presentation Overview
– How should the C-levels manage an organization’s enterprise risk 

management and keep the Board fully informed on its practices so 
that it can exercise its required oversight?

• Informal Presentation Overview
– How can the C-level manage all the hype around enterprise risk 

management,  effectively manage risk and keep the Board  informed 
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management,  effectively manage risk and keep the Board  informed 
so that it can exercise its required oversight?
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Our Understanding of What You Do

• It is the responsibility of the financial executive to manage the financial 
position of the division, support the overall corporate mission and 
ensure that all tools are utilized to guarantee success. 

• At the heart of the organization, the function extends from corporate to 
divisional and international operations

• Expected to find best practices in a cost efficient package
• Find sources of funding, ways to grow the business, manage cash
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• Find sources of funding, ways to grow the business, manage cash
• Manage conflicting priorities. 
• Communicate internally and externally. 
• Operate with utmost discretion when using 
• Management of Risk

Is that about right?
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An Historical Perspective

• In the past few years marquee companies collapsed, high profile 
executives stepped down in disgrace and 1,289 financials were 
restated.

• Risk Management Committees were developed, CEOs hired chief risk 
officers and organizations spent $6 billion on Sarbanes-Oxley 
compliance.

• Nassim Nicolas Taleb’s The Black Swan is published by Random 
House in New York. It is a warning that “our world is dominated by the 

4
Financial Executive International Annual Conference

• Nassim Nicolas Taleb’s The Black Swan is published by Random 
House in New York. It is a warning that “our world is dominated by the 
extreme, the unknown, and the very improbable . . . while we spend our 
time engaged in small talk, focusing on the known and the repeated.”
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An Historical Perspective

• Thucydides, in the early 400 BC, who proposed a “new penetrating 
realism,” one that “removed the gods as explanations of the course of 
events.” Thucydides was “fascinated by the gap between expectation 
and outcome, intention and event.” Perhaps he should be called the 
father of risk management.

• 1962 – In Toronto, Douglas Barlow, the insurance risk manager at 
Massey Ferguson, develops the idea of “cost-of-risk,” comparing the 
sum of self-funded losses, insurance premiums, loss control costs, and 
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sum of self-funded losses, insurance premiums, loss control costs, and 
administrative costs to revenues, assets and equity. This moves 
insurance risk management thinking away from insurance, but it still 
fails to cover all forms of financial and political risk.
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An Historical Perspective
• 1992 – British Petroleum turns conventional insurance risk financing 

topsy-turvy with its decision, based on an academic study by Neil 
Doherty of the University of Pennsylvania and Clifford Smith of the 
University of Rochester, to dispense with any commercial insurance on 
its operations in excess of $10 million.

• 1992 – The Cadbury Committee issues its report in the United 
Kingdom, suggesting that governing boards are responsible for setting 
risk management policy, assuring that the organization understands all 
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risk management policy, assuring that the organization understands all 
its risks, and accepting oversight for the entire process.

• 1993 – The title “Chief Risk Officer” is first used by James Lam, at GE 
Capital, to describe a function to manage “all aspects of risk,” including 
risk management, back office operations, and business and financial 
planning.
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An Historical Perspective

• 1995 – A multi-disciplinary task force of Standards Australia and 
Standards New Zealand publishes the first Risk Management Standard, 
AS/NZS 4360:1995, bringing together for the first time several of the 
different sub disciplines.

• That same year Nick Leeson, a trader for Barings Bank, operating in 
Singapore, finds himself disastrously over-extended and manages to 
topple the bank. This unfortunate event, a combination of greed, hubris, 
and inexcusable control failures, receives world headlines and 
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and inexcusable control failures, receives world headlines and 
becomes the “poster child” for fresh interest in operational risk 
management.
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An Historical Perspective

• 1996 – Peter Bernstein’s Against the Gods: The Remarkable Story of 
Risk Bernstein’s book, while first a history of the development of the 
idea of risk and its management, is also, and perhaps more  
importantly, a warning about the over-reliance on quantification.

• 1998 – The collapse of Long-term Capital Management, a four-year-old 
hedge fund, in Greenwich, Connecticut, and its bailout by the Federal 
Reserve, illustrate the failure of over-reliance on supposedly 
sophisticated financial models.
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sophisticated financial models.
• 2000 – The widely heralded Y2K bug fails to materialize, in large 

measure because of billions spent to update software systems. It is 
considered a success for risk management.

• 2001 – The terrorism of September 11 and the collapse of Enron 
remind the world that nothing is too big for collapse. These 
catastrophes reinvigorate risk management.
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An Historical Perspective

• 2002 – In July, the U. S. Congress passes the Sarbanes-Oxley Act, in 
response to the Enron collapse and other financial scandals, to apply to 
all public companies. It is an impetus to combine risk management with 
governance and regulatory compliance. Opinion is mixed on this 
change. Some see this combination as a step backwards, emphasizing 
only the negative side of risk, while others consider it a stimulus for risk 
management at the board level.

• 2003 – In the face of growing complaints from shareholders in the 
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• 2003 – In the face of growing complaints from shareholders in the 
spring of 2003 company chairman Conrad Black publicly dismissed 
corporate governance as a “fad.” He described as “zealots” those 
investors who called for corporate governance principles to be instituted 
in the company he had founded.

• 2007 – The United States Federal Reserve bailout of Bear Stearns 
appears to many to be an admission of the failure of conventional risk 
management in financial institutions.
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An Historical Perspective

• 2005 – Bernard Ebbers, former chief executive of WorldCom Inc., 
convicted of security fraud and conspiracy charges after his firm 
misstated some $11 billion worth of accounts.

• 2009 – Bernie Madoff pleads guilty to an 11 count criminal complaint, 
admitting to defrauding thousands of investors. On 29 June 2009 this 
white-collar criminal was sentenced to 150 years in prison. 

• and on it goes…..
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• and on it goes…..
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Is it all about profit?

• 2011 The Business Ethics Blog Chris MacDonald, stated
• Despite the fact that the traditional corporate (and anti-corporate) 

rhetoric has focused on the significance of profits, it’s probably much 
more likely that corporations and the key decision-makers within them 
are moved by a much broader range of motives, including things like:
– A desire to increase market share; 
– The desire to innovate; 
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– The desire to innovate; 
– The desire to create cool products; 
– Basic competitive drives to be (and prove yourself to be) bigger, 

stronger, faster, smarter, etc.; 
– The CEO’s desire to build his or her personal legacy; 

• Is it “Motivated Blindness”?
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2010 Aon Global ERM Survey Overview

• The Global Enterprise Risk Management Survey 2010 was conducted 
in the third quarter of 2009 as a follow up to Aon’s 2007 Enterprise Risk 
Management Survey.

• Assess the extent to which ERM has been successfully implemented 
across organizations globally.

• Determine the effect ERM has had on harmonizing organizational 
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• Determine the effect ERM has had on harmonizing organizational 
needs, culture and stakeholder requirements. 

• Identify how ERM is being used proactively to balance risk, opportunity and 
value.
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Methodology & Respondent Profile

• Results capture the 
perspectives of more than 200 
responses from principal risk 
professionals (CRO’s, CFO’s, 
risk managers, treasurers, and 
others) from leading 
organizations around the world, 
representing a broad range of 
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representing a broad range of 
regions, revenues, industries & 
ERM maturity levels.

• Aon’s five-stage ERM Maturity 
Model was used to help 
organizations benchmark their 
progress in driving value 
through ERM.
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ERM Maturity Model
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Prime Drivers of ERM

• The prime drivers for ERM implementation include improved 
performance, enhanced risk governance and the integration of known 
risk management best practices.
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ERM Implementation of Barriers

• ERM journey is organic in 
nature and unique for each 
organization; it cannot be 
completed with a cookie-cutter 
approach.

• The objective is to have ERM 
rooted in an organization’s 
individual culture, management 
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individual culture, management 
processes and strategic vision, 
leading to enhanced risk-based 
decision making.

• Advanced practitioners have 
honed this capability and are 
better positioned to capitalize on 
emerging opportunities and 
extract tangible benefits from its 
ERM activities.
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Survey Highlights

• What did we Learn about the Board and C Level roles?
• There are 10 Hallmarks of an advanced ERM Program:

1. Board Understanding and Commitment to Risk Management 
2. Risk Management Stewardship 
3. Risk Communication
4. Risk Culture: Engagement  and Accountability 
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4. Risk Culture: Engagement  and Accountability 
5. Risk Identification 
6. Risk Management Strategy Development
7. Risk Information and Decision Making Processes
8. Risk Information and Human Capital Processes
9. Risk Analysis and Quantification 
10. Risk Management Focus and Strategy
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ERM C Level Hallmark No. 1

Board-Level Commitment

• enhance shareholder value. 
Board-level commitment to ERM 
as a critical framework for 
successful decision making and 
for driving value.

• Advanced ERM programs report 
strong board buy-in of their risk 
management efforts and are 
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management efforts and are 
more likely to use risk-based 
information for board-level 
functions like strategic planning 
or mergers and acquisitions, 
and to use risk management to 
protect and 

• Aon’s Advice: 
– Establish Risk Tolerance Definition and 

Metrics (C Level recommendation).
– Include ERM in the formal corporate 

governance framework as a 
documented practice, with clear lines 
of responsibility and authority at board 
and management levels.
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ERM C Level Hallmark No. 2

Executive Stewardship

• A dedicated risk executive in a 
senior level position who drives 
and facilitates the ERM process.

• A successful “de facto” CRO:
– has the support of the board
– understands the strategic 

direction of the organization
• Aon’s  Advice:
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direction of the organization
– has a broad view of the 

organization’s risks 
&opportunities can translate 
ERM into a meaningful 
context at every level of the 
organization

• Aon’s  Advice:
– Risk function should report directly to 

the board.
– Appoint an executive-level leader 

responsible for driving ERM strategy 
and implementation; someone with a 
detailed understanding of the business 
and the ability to leverage risk 
information from a diverse set of 
sources.
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ERM C Level Hallmark No. 4

Culture

• An ERM culture that encourages 
full engagement and 
accountability at all levels of the 
organization.

• 48% of all respondents indicated 
that their ERM programs have 
been entirely or significantly 
adapted to suit their individual 
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adapted to suit their individual 
cultures.

• Only 23% of respondents report 
that they reward or challenge 
risk taking behaviors in their 
performance management 
processes.

• .

• Aon Advice:
– Build risk thinking into corporate 

culture by integrating risk into existing 
decision making processes.

– Use existing business metrics to help 
all levels of the organization make 
better risk-based decisions.
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ERM C Level Hallmark No. 5

Identifying New & Emerging Risks

• Identification of new and 
emerging risks using internal 
data as well as information from 
external providers.

• The identification of new and 
emerging risks requires some 
degree of crystal-ball gazing and 
continual tweaking of what-if 
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continual tweaking of what-if 
scenarios, and is one of the 
most difficult components of 
ERM. • Aon’s Advice:

– Directly link the ERM program with 
strategic planning to deliver the 
maximum value for your ERM 
investment.
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Conclusion

• Establish Risk Tolerance Definition and Metrics.
• Directly link the ERM program with strategic planning to deliver the 

maximum value for  your ERM investment.
• Include ERM in the formal corporate governance framework as a 

documented practice, with clear lines of responsibility and authority at 
board and management levels.

• Demand Risk function reports directly to the board.
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• Demand Risk function reports directly to the board.
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ERM Maturity Self-Assessment Summary
Global Enterprise Risk Management Survey 2010
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Questions?


