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Huge Management Challenge

Increasing Risks and Complexities

Economic S Supply Chain
Downturn Impact T~ R KL Sustainability Issues

Management and
Talent Retention

Issues
Uncertain
Legislative/Regulatory I Challenges in
Environments \ Industry
Explosion of Technology
_ Needs
Security and Global Footprint;
Safety Political Unrest

concerns
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How confident are you that organization’s
leadership uses this to drive strategy of the
organization?

1 2 3 4 5
Not at Very
All Confident
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| evel of Satisfaction B

Report on the Current State of

1 O O % Enterprise Risk Oversight:
Ca

3rd Edition
n Bahalt of the Anberican Institate

7504 P— 43% are unsatisfied with the
nature and extent of the

500% |— reporting of key risk indicators
to senior executives regarding
2506 |— the entity’s top risk exposures

0% t—
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48%

Describe their Risk Oversight as
Very Immature or Developing
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Real Question

Is Risk Management viewed as a

S

Compliance Strategic
Exercise? Tool?
Loss Value
Prevention? Creation?



NC STATE UNIVERSITY COLLEGE OF w
ANAGEMENT

MANAGEMENT

Most Fall to See Value

S

Compliance Strategic
Exercise Tool
Loss Value
Prevention Creation?

Only 11% say their enterprise’s risk oversight is
extensively or mostly providing strategic
competitive advantage
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Entities Moving to Ensure ERM Is Value-Adding

Range of
Possible

Strategic Time
Objectives Performance Later
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Enterprise Risk Management Approach

ERM is a process, effected by an entity’s board of
directors, management, and other personnel,
applied in strateqgy setting and across the enterprise,
designed to identify patential events that may affect
the entity, manage risks ta_be within its risk appetite,
to provide reasonable assurance regarding the
achievement of entity objectives:
-Committee of Sponsoring Organizations of the

(COSO 2004) (see www.c0S0.0rg)
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Step 1. Really, Really Understand Business

What are the current drivers
(“crown jewels”) of Increased

business?
Revenues \

-Unique Products or Services? Profitability
-Value perceptions of customers?
-Historical market leader?

Expense

-Unique talent/expertise?

-Outstanding Brand? Savings
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Analyze Critical Factors Supporting Value

1. What must continue going right for
existing core driver to retain its value to
the business?

—_

—  Market conditions that must remain?
—  Key technologies and operations that must continue?

People critical to process? Risks

2. What assumptions are we making about
the long-term value of crown jewel?

—  Likely to change over time?

—  How monitored? _,

Page 12
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Step 2. Really Understand New Strategic Initiatives

Pursue
Acquisitions

Build Value
Proposition Increased

» Revenues \
Develop New

Froducts Profitability

Expand ~
Internationally /Expense /

Pursue l Savings
Operational
Excellence

Strengthen
Talent Base

Page 13
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Understanding New Strategic Initiatives

1. What must go right for strategy to be
successful?

—  Critical steps to success of each strategy?

—  What is hardest aspect of this strategy?

—  How long will it take before we know if these strategies

were the right ones? R
Risks

2. What assumptions are we making?

—  How developed?

—  Likely to change over time?

—  How monitored? |

Page 14
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Step 3: ldentify Most Important Strategic Risks

Potential | ™ crown Jewel #1
Risk

Increased
Funding

Potential j Crown Jewel #2

Risk T
Crown Jewel #3 Profitability

N W

Potential <
Risk

New Strategic

Initiative #1 Exp_ense
Potential Savings
Risk New Strategic )

Initiative #2
Potential New Strategic
Risk Initiative #3

Page 15
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Think About The Following:

« To what extent are emerging strategies
addressing already existing risks?

« How might the success of one strategic
Initiative
Create risks for another strategy?

Undermine the value of a “crown jewel”?

« To what extent are strategies within our
overall appetite for risk taking?

Page 16
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Step 4. Create an Enterprise Strategic View of Risks

Strategic Strategic Strategic Strategic
Key Risks Identified Initiative #1 Initiative #2 | Initiative #3 | Initiative
Strategies H #4
A
Risk #1 / x\ X
Risk #2 / \ X X
Risk #3 X X
Risk #4 o X || X X
Risk #5 H Risks .
Risk #6 X X
Risk #7 x| X
Risk #8 X
Risk #9 \ / X
Risk #10 X X
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Step 5: Develop Metrics to Monitoring Risks

Potential | | Strategic
KRIs 7 Risk ™\ Initiative #1

- Strategic Increased
KRIs =~ E?;Entlal % Initiative #2 Funding \
. Strategic Fulfill
KRIS A EQtEnUaI _~ Initiative #3 Mission
IS
Strategic Expense 7
) Initiative #4 Savinas
i Potential g
KRIs Risk Strategic
Initiative #5
KRIs -~ Pptentlal Strategic
Risk J| Initiative #6
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KPls vs. KRIs
1 |

Historical _
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Proactive Management of Emerging Risks

/

Range of
Uncertainty

0\

‘ Trigger Points ‘

KRIs

KRIS |5

Trigger Points

H Time
Initial Revise Revise
Strategies Strategies Strategies
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Goal: Expand Value Proposition
of Risk Oversight

S

Compliance Loss Strategic
Exercise  Prevention Tool

Traditional Enterprise
Risk Management E— Risk Management

Page 21
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www.erm.ncsu.edu

Mark Beasley
919.515.6064

mark _beasley@ncsu.edu
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