Risk Management Made Simple

Welcome to the FREE Online Newsletter about Systematic Risk Management

for executives and management professionals

from Risk Wise Inc. and Diana Del Bel Belluz

March 2010

In this issue...

e Feature Article: How to Avoid Becoming Roadkill on
the Enterprise Risk Management Highway

e Bonus Resource: New Compendium on ERM
e Special Offer: 40% discount on new risk books (page 4)

"I've been doing risk
management for 5 years, and
I maintain that Diana is the
only one who knows how to
explain it clearly!"

(page 1)
(page 3)

Sylvie Moreau
Office of Integrated Risk
Management
Health Canada."

FEATURE ARTICLE: How to Avoid Becoming Roadkill on the Enterprise

Risk Management Highway

By Diana Del Bel Belluz, M.A.Sc., P.Eng.

Every year, several large consulting firms issue findings
of their latest ERM surveys. They highlight the growing
number of executives who now recognize they need to
start or accelerate their organization’s ERM journey.

Unfortunately, these studies don’t probe the ‘dark side’ of
ERM because they don’t answer two critical questions:
How many organizations have abandoned their ERM
journey and Why did their ERM initiatives fail?

ERM failures teach us that to gain traction, you must
confront the barriers that can temporarily stall or
permanently defeat your ERM initiative.

In this article, I share my observations about the rarely
discussed barriers to ERM success. These insights are
drawn from two sources. The 20 years I have spent
helping organizations to implement systematic risk
management give me direct from the trenches
experience in what works and what doesn’t. For the
past decade, I've organized The Conference Board of
Canada’s ERM conference and it gives me a unique
window into the broader practice of ERM in the
corporate, government and nonprofit sectors.

BARRIER #1. Complacency.

You'll miss the onramp for the journey towards
systematic, integrated and proactive management of
enterprise risks if your leadership team is not bothered
about the gaps and weaknesses in its current approach.

To overcome this barrier, build and sell the business
case for ERM.

First, figure out what will motivate your leadership
team to adopt ERM so you can build a compelling
business case. Did you know the reason your organization
decides to pursue ERM is a good predictor of your
program’s future success?

Are you motivated by external requirements, e.g.,
Sarbanes-Oxley legislation for publicly listed companies,
the banking sector’s Basel accords, Standard and Poors’
requirements for nonfinancial entities, the Treasury Board
of Canada’s integrated Risk Management policy, or
Accreditation Canada’s Qmentum program? Or are you
primarily responding to demands from your Board of
Directors for assurance that the organization is
managing enterprise risks appropriately? Either way, you
may run out of gas before you get very far.

The programs with the most staying power are
developed by executives who are driven to
continually improve their firm’s performance. They use
ERM both as a defensive mechanism and to deliberately
exploit the upside potential of risk.

The second critical thing you need to do is find ways to
have your people experience the benefits of ERM.
Nothing ‘sells’ ERM better than having your people
experience success with it by applying the concepts in
your decision making and strategic planning processes.
For tips on how to accomplish this, see the past e-zine
articles about building the business case (July 2008),
winning buy-in (December 2007), and mobilizing
your people (May 2008).

Continued on page 2...
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BARRIER #2. Resistance from executives

If executives don’t understand or trust risk analytics, at
best they’ll imagine that ERM will undervalue their expert
judgment and at worst they’ll fear it will diminish their
control over strategic decisions. If your ERM tools are
difficult to learn and apply, managers will perceive ERM to
be too much work.

To overcome this barrier, build compact ERM
processes and tools that add value and inspire
trust. This means designing risk analytics that deliver a
marked improvement in the quality of risk
information brought to strategic decisions. It also means
designing an ERM program that integrates with your
existing decision and reporting processes rather than
adding an extra layer of management.

For example, I recently helped the executive team of
a healthcare organization develop simple ERM
assessment tools that supplement their balanced
scorecard process. The methodology provides clarity
about the factors that drive risk. This enables a more
conscious discussion at the executive table about how to
best allocate resources to ensure achievement of
near-term corporate objectives and build resilience to
sustain the organization over the long-term. The
transparency of the analysis enables the executive to
provide strong evidence to the Board that the risks
being taken to advance the organization’s mission are
both well understood and managed appropriately.

A caveat about political resistance... Based on his
experience at several financial firms and with multiple
CEOs, John Fraser, VP Internal Audit and Chief Risk
Officer at Hydro One Inc., concludes “"ERM will not work in
every company. The success of ERM is dependent on a
number of factors, including the desire by the board
and the executive for transparency. If you have an
autocratic CEO, who has all the answers, that person
does not particularly welcome or need your input or a
whole bunch of democratic-type discussion. In a company
like that, you can push all you want but ERM isn’t going
to be successful.”

BARRIER #3. Lack of ERM know-how.

Proficiency in the ERM discipline is required to conduct (or
oversee) the design of ERM processes and tools that will
produce meaningful risk information. If the person tasked
with developing your ERM framework has only weak ERM
knowledge and skills, they’ll produce poorly constructed
tools and processes that don’t effectively manage
your risks. This can permanently destroy the
credibility of the whole initiative.

To overcome this barrier, tune-up your ERM
knowledge. This means both acquiring knowledge and
building the skills of the ERM discipline. To get a good
education in ERM, use a mix of the following:
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¢ Publications. Visit the Risk Wise website for a
Reading List and the many free publications and
newsletters featured on the Resources page. Risk
management practitioners in over 30 countries
subscribe to this E-Zine to get tips on implementation.

Public courses. Some professional associations and
educational institutions offer excellent introductory
training on risk topics. But be careful, all publicly
offered courses suffer from the same weakness.
Because they serve a broad audience, they have to
stick to generic principles and ignore the important
nuances of adapting ERM tools to work in your firm’'s
particular business context.

¢ In-house training. Don't forget that the rest of the
executive team needs skills in using the ERM tools. At
Risk Wise, we specialize in delivering in-house
training tailored to the specific needs of our clients
(e.g., Bombardier, Toronto Transit Commission).

e Conferences. Visit the Risk Wise website for a
listing of Events that will help you keep abreast of the
latest developments in the field and to build your
peer support network.

BARRIER #4. Lack of experience in leading change.
How you roll out the ERM framework and tools will make
or break your program. It is common for executives who
have not previously implemented ERM to be defeated by
classic challenges in organizational change such as
resistance, competing priorities and cultural inertia.

To overcome this barrier, get help from someone
with experience. If you try to go it alone, you will waste
precious resources going down blind alleys. Either recruit
a change expert from within your organization to
manage the change process for you or seek advice from
an experienced ERM coach. The research shows that
adding coaching to training puts you in the ERM fast lane.

For example, six years ago I coached the executive team
at a nonprofit agency on how to sequence and pace the
introduction of the components of their ERM program.
They used the template to both avoid the people
issues that typically stymie technical risk experts
and to maintain momentum on their ERM journey.

£ 3

The Risk Wise bottom line... Technical and people
challenges on the ERM journey have made roadkill of
many executives. If you want to make ERM an integral
part of your organization’s culture, learn how to
tackle the most common barriers to ERM success.

*

To explore your best strategy to start or accelerate
your ERM journey, contact Diana Del Bel Belluz at
Risk Wise: (416) 214.7598 Diana.Belluz @ riskwise.ca
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BONUS RESOURCE: New compendium on Enterprise Risk Management

If you want to learn about enterprise risk
management from some of the leading academics
and practitioners of this methodology, Enterprise
Risk Management: Today's Leading Research
and Best Practices for Tomorrow's Executives
is the book for you.

Through in-depth insights into what practitioners of
this evolving business practice are actually doing
as well as anticipating what needs to be taught on
the topic, editors John Fraser and Betty Simkins
have sought out the leading experts in this field
to clearly explain what enterprise risk
management is and how you can teach, learn,
and implement these leading practices within
the context of your business activities.

Enterprise Risk Management introduces you to the
wide range of concepts and techniques for
managing risk in a holistic way that correctly
identifies risks and prioritizes the appropriate
responses. This invaluable guide offers a broad
overview of the different types of techniques: the
role of the board, risk tolerances, risk profiles, risk
workshops, and allocation of resources, while
focusing on the principles that determine
business success.

The book explores the culture and practices of
enterprise risk management without getting
bogged down by the mathematics surrounding
the more conventional approaches to financial risk
management. Filled with helpful tables and
charts, Enterprise Risk Management offers a
wealth of knowledge on the drivers, the
techniques, the benefits, as well as the pitfalls to
avoid, in successfully implementing enterprise risk
management.

I was asked to author the chapter on
Operational Risk Management. Here's how the
editors describe my contribution to the book:

“Diana explains the fundamentals of risk
management in an operational setting and how
operational risk management can be used to
capture the full performance potential of an
organization. She explores what is meant by
operational risk and why it is important. She
frames her explanations around questions such as:

e How do you align operational risk management
with enterprise risk management?

ENTERPRISE
RISK
MANAGEMENT

Today's Leading Research and Best

Practices for Tomorrow's Executives

John Fraserand Betty J. Simkins, Editors

KOLE SERIES IN FINANCE

Essential Pers pootives

e How do you assess operational risks?

e Why do you need to define risk tolerance for
aligned decision making?

e What can you do to manage operational risk?

e How do you encourage a culture of risk
management at the operational level?

This chapter provides a well-rounded introduction
to a topic that is becoming of increasing interest.”

Enterprise Risk Management is an informative
guide that will help you unlock the incredible
potential of enterprise risk management, and your
potential to deliver solid management.

For details and to order the book, visit:

http://ca.wiley.com/WileyCDA/WileyTitle/product
Cd-0470499087,descCd-tableOfContents.html

Special 40% discount for Risk Management Made Simple E-Zine subscribers when you order
this title along with another risk management book recently published by John Wiley & Sons.
(See page 4 for details).
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Special Offer for Subscribers Only

40% discount* on Two New Risk Management Books

Risk Wise has teamed-up with John Wiley & Sons to bring subscribers to the Risk Management Made
Simple E-Zine a special 40% discount when you purchase BOTH of these recent Wiley publications:

1. "Enterprise Risk Management: Today's Leading Research and Best Practices for
Tomorrow's Executives"”, John R.S. Fraser and Betty J. Simkins, Editors, December, 2009.
http:/ /ca.wiley.com/WileyCDA/WileyTitle/productCd-0470499087,descCd-tableOfContents.html

2. "The Failure of Risk Management: Why It's Broken and How to Fix It" by Douglas W.
Hubbard, April 2009.
http://ca.wiley.com/WileyCDA/WileyTitle/productCd-0470387955.html

When you subscribe to our free E-Zine/online newsletter, Risk Wise will send you the special
code for the 40% discount.

The special discount code has been emailed to all Risk Management Made Simple E-Zine subscribers.
Subscribers who wish to receive the discount code again, may send an email to Diana.Belluz @ riskwise.ca

* This offer is valid until March 31, 2010.

Pass it on! Please share this E-Zine with people in your network.

Diana Del Bel Belluz, M.A.Sc., P.Eng., is a risk
management advisor who helps executives in
complex organizations to implement systematic R ] S K w I S E
and sustainable risk management practices. Since v
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government organizations.
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management by teaching university courses and Suite 1801
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