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What is a Risk?

Events can either have:

Negative impact (risks) 

Positive impact (opportunities) 

Mix of both risk and opportunity
(Committee of Sponsoring Organizations of the Tread way Commission COSO)



…continued

Risk is anything that gets in the way of an organization achieving its’ objectives. 

Risks are inevitable and are a function of the strategic objectives and the way 

an organization is run.

(Burnaby and Hass 2009)



Is risk always “bad”?



…positive aspects of risk

 Great, otherwise unforeseen opportunities 

often come from risk-taking

 Taking risks shows confidence and helps you 

stand out

 We learn from risks

 Success won’t fall in your lap — you have to 

pursue it



…positive aspects of risk

 You don’t achieve your dreams by playing it 

safe

 Embracing risk-taking helps you overcome a 

fear of failure

 Taking a risk doesn’t mean doing so haphazardly



RISK CLASSIFICATION



Strategic Risks

Risks related to strategy

Political 

Economic

Regulatory 



…strategic risks

Global market conditions

Reputation risk e.g., trademark/brand 

erosion, fraud, unfavorable publicity

Leadership risk 

Competition

Brand risk, changing customer needs



Operational Risks

Risks related to the organization’s 

human resources 

Business processes 

Technology 

Business continuity 



…operational risks

Customer satisfaction 

Health and safety

Environment 

Product/service failure 

Efficiency



…operational risks

Capacity 

Change integration 

Reputation (negative public 

relations)

Regulatory, contractual obligations



Financial Risks/market

 Risks from volatility in foreign currencies

 Price (e.g. asset value, interest rate, commodity)

 Credit risk e.g. default, downgrade

 Liquidity risk e.g. cash flow, call risk, opportunity cost

 Market risk

 Inflation/purchasing power



Hazard Risk

 Risks that are insurable, such as natural disasters 

 Various insurable liabilities eg theft, fire

 Impairment of physical assets 

 Terrorism

 Property damage

 Windstorm and other natural perils

 Business interruption

 Disease and disability (including work-related injuries and diseases)

 Liability claims

 War



Evolution of Risk Management

Today

Enterprise Risk Management

1990's

Hazard Financial Operational Strategic

1980’s

Hazard Credit Market

1970’s

Hazard
Credit



Enterprise Risk Management

Enterprise risk management is a process, effected 

by an entity’s board of directors, management and 

other personnel, applied in strategy setting and 

across the enterprise, designed to identify 

potential events that may affect the entity, and 

manage risk to be within its risk appetite, to 

provide reasonable assurance regarding the 

achievement of entity objectives-(COSO)



…ERM

Enterprise Risk Management is the 

discipline by which an organization in 

any industry assesses, controls, 

exploits, finances, and monitors 

risks from all sources for the purpose 

of increasing  the organization’s short 

and long-term value to its stakeholders



From definition ERM is….

 A process, ongoing and flowing through an entity

 Effected by people at every level of an organization

 Applied in strategy setting

 Applied across the enterprise

 Designed to identify potential events that, if they occur, will affect the entity

 Able to provide reasonable assurance to an entity’s management and BOD’s

 Geared to achievement of objectives in one or more separate but overlapping 

categories



ERM is about

 Aligning risk appetite and strategy 

 Enhancing risk response decisions 

 Reducing operational surprises and losses 

 Identifying and managing multiple and cross-

enterprise risks 

 Seizing opportunities 

 Improving deployment of capital 



1. Aligning risk appetite and strategy 

Evaluating strategic 
alternatives

Setting related 
objectives

Developing mechanisms 
to manage related risks



2. Enhancing risk response decisions 

AvoidanceSharing

Reduction Acceptance



3. Reducing operational surprises and 

losses

Identify potential events 
and establish responses

Reducing surprises and 
associated costs or losses



4. Identifying and managing multiple 

and cross-enterprise risks

ERM facilitates effective response to 

the interrelated impacts, and 

integrated responses to multiple risks.



5. Seizing opportunities

By considering a full range of potential 

events, management is positioned to 

identify and proactively realize 

opportunities



6. Improving deployment of capital

Obtaining robust risk information allows 

management to effectively assess 

overall capital needs and enhance 

capital allocation



Overview of Enterprise Risk 

Management

Treat/

Exploit

Risks

Assess/ 

Prioritize

Risks

Analyze/

Quantify

Risks

Identify

Risks
Establish

Context

Monitor & Review

Mitigate



Conceptual Framework

ERM Framework

Types of Risk

Process Steps Hazard Financial Operational Strategic

Establish Context

Identify Risks

Analyze/Quantify Risks

Assess/Prioritize Risks

Treat/Exploit Risks

Monitor & Review



Components of ERM Framework

Set strategy 
and objectives

Identify risks

Assess risks

Treat risks

Control risks

Communicate 
and monitor



Implementing ERM



ERM Critical Success Factors

Management Buy-In

Leadership

Follow up



Management Accountant as 

a Risk Champion



Changing role of the management 

accountant

Burns and Scapens (2000)

Management 
structure

Competition Technology



THE ROLE OF THE MANAGEMENT 

ACCOUNTANT IN ERM

The management accountant can make major 

contributions to moving the organization 

from silo risk management (or no meaningful 

risk management process at all) to an 

integrated and holistic approach.
(Statement of Management Accountants SMA).



HOW?

 Serve as a champion for ERM, supporting the change from 

risk management in silos to ERM

 Help to resolve conflict between supporters of ERM and 

traditional risk management approaches

 Educate others in the organization of the ERM process

 Provide expertise to operational management on the 

organization’s ERM framework and process



…continued

 Serve on cross-functional and diverse ERM committees

 Assist executive and operational management in analyzing 

and quantifying the organization’s risk appetite and risk 

tolerances for individual units

 Assist in implementing ERM within the finance function

 Provide information to operational management to assist 

in risk identification



…continued

 Perform benchmarking studies for use in risk identification

 Gather best practice information on ERM

 Assist in quantifying impact and likelihood of individual 

risk on risk maps

 Assist in identifying and estimating costs and benefits of 

various risk mitigation alternatives, and coach 

management in responding to risks



…continued

 Design reports to monitor risks and develop financial and 

nonfinancial metrics to evaluate the effectiveness of risk 

mitigation (treatment) actions

 Advise management on integrating ERM with the balanced 

scorecard and budgeting process

 Participate in development of business continuity (crisis 

management) plans



THE END

QUESTIONS?

 Contact person: nicholas.githinji@yahoo.co.uk


