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Figure 2. Financial and operational surprises are most likely to have disrupted performance in the past, but finance
executives are most likely to be concerned about market, technology, and financial factors over the next year.

In the past three years, has your company’s performance been disrupted in a substantial way by surprises in any of the
following categories? In your opinion, which of the following categories poses a substantial cause for concern at your
company over the next year?
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flowing from growing business complexity as companies

concern for finance executives.

prepare to enter new markets and expand their business
operations around the world.
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The finance function’s risk
management mandate

Primary responsibility for developing risk management
strategy appears to be distributed between the office
of the CFO and the broader executive team. Sixty-four
percent of respondents say the CFO and the corporate
finance function take a leadership role in developing risk
management strategy; 62% say the C-suite executive

teamtakesaleadershiprole. Business-unit management
also plays a key—if not a leadership—role in devel-
oping risk management strategy: 50% of respondents
say business-unit management is a “key contributor.”
(Note: Not all respondents who took our survey come
from companies with dedicated risk management func-
tions; this may explain the relatively low contribution
figures attributed to risk management.) (See Figure 3.)

Figure 3. Development of risk management strategy is led by the CFO and corporate finance function and/or the
broader C-suite executive team at many companies.
What role do the following stakeholders play in developing your company’s risk management strategy?
CFO and corporate 1%
finance function
3%
C-suite executive team 62% 25% I
Chief risk officer and 2o | 6 |
independent risk 23% 7 % | 6% 52%
management function
Board of directors 19% 25% 39% | 8% | 8%
Business-unit management 16% 50% 26% 5%| |3%
Audit committee 14% 25% 30% 1% 20% |
Internal audit function EFA 23% 31% | 12% | 28% |
External auditors/third-party |
consultants [k 50k 45% 2% 9%
T T T 1
0% 20% 40% 60% 80% 100%
[ | Leadership role | Key contributor roled Supporting role OLittle or no role CIDon’t know/Does not apply
Percentage of respondents
Note: Percentages may not total 100%, due to rounding.
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Indeed, survey results suggest that the finance func-
tion is coming under pressure from the very top to
increase the resources it allocates to risk management.
We asked respondents whether the finance function at
their companies had increased the resources it devotes
to risk management over the past year, in response to
pressure from a range of company constituents. Respon-
dents are much more likely to say finance has increased
the resources it devotes to risk management (at least
to some extent) in response to pressure from C-suite
management, compared with other groups. Survey
results suggest that pressure from the board of directors
and the audit committee (and to a slightly lesser extent,
from business-unit management) is also likely to have
caused finance to increase its resource commitment to
risk management at many companies. (See Figure 4.)

The finance function is coming
under pressure from the very top to
increase the resources it allocates
to risk management.

These results, taken together, suggest that finance
increasingly derives its risk management mandate from
senior operating managers, the board, and business-unit
management—all company constituencies with a keen
interest in managing operating and other nonfinancial
risks. Survey results indicate that this broadening risk
management mandate is manifesting itself in finance’s
risk management priorities over the next year.

Figure 4. The pressure on finance to increase its resource commitment to risk management comes from the top.

Over the past year, to what extent has the finance function at your company increased the resources it devotes to risk
management efforts in response to requirements or requests from the following groups?

Requirements/Requests from...

C-suite management h 48% 37% |
Board of directors 30% | 58% |
Audit committee _ 30% | 58% |
Internal audit function ‘ 29% | 63% |
Business-unit management 34% | 59% |
Cealaors e ] |
Investors E 17% | 78% |

;% 2;)% 4;)% 6;)% 8‘0% 100%

B Substantial increase

Percentage of respondents
Note: Percentages may not total 100%, due to rounding.

[JSomeincrease [JNoincrease/Limited increase
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N ew p |"| (@) r|t| es) likely to say that improving financial forecasting would

be a “high priority” at their companies (54%), followed
new c h a“.e n geS by improving corporate governance (34%). These priori-

ties were, of course, closely in line with the massive
Three years ago, CFO Research Services surveyed a group efforts companies were undertaking in 2005 to comply
of 160 senior finance executives on the actions they with new and expanded regulatory schemes in an envi-
thought would be most critical to reduce business risk at ronment of heightened investor scrutiny. (See Figure 5.)

their companies. Respondents to that survey were most

Figure 5. Respondents to a 2005 CFO Research Services survey most often said improving financial forecasting and
corporate governance would be critical to reduce business risk at their companies.
Which of the following are most critical to address in order to reduce business risk at your company?
More timely and accurate
X . . 37% I 9% |
financial forecasting
governance
Tighter IT controls 48% | 19% |
Better information 47% | 21% |
security/privacy
Improved production 43% I 32% |
Improved fulfillment 41% | 34% |
Better inventory planning 34% | 43% |
Improved procurement 45% | 34% |
Better management of
outsourcing relationships
Better outsourcing strategy m 40% | 47% |
1 U
0% 20% 40% 60% 80% 100%
B High priority [C] Moderate priority [[] Low priority
Percentage of respondents
Note: Percentages may not total 100%, due to rounding.
Survey results for a study among senior finance executives conducted in 2005 by CFO Research Services; n=160
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For this study in 2008, we asked respondents a similar
question, using a slightly revised list of possible actions
to reflect the current business climate. This year,
improving production and operating processes tops the
list of critical actions, with 412 of respondents listing it
as a “high priority” for reducing business risk, followed
by more timely and accurate financial forecasting (37%
cite this as a high priority). Meanwhile, only 12% of
respondents in this year’s survey say improving corpo-
rate governance is a high-priority action for reducing
business risk. (See Figure 6.)

These results reflect, of course, the massive investment
of time, attention, and resources that companies have
poured into regulatory compliance in recent years. They
also suggest that investor scrutiny—and the attendant

pressure to produce timely, accurate financial reports—
remains intense. But these results also confirm finance’s
awareness that the current risk management frontier
lies in operations. This may be one reason respondents
to our survey anticipate that their finance teams will
devote greater attention to companywide—not just
financial—risk management in the coming months;
74% of survey respondents say they expect their finance
teams will devote at least moderately more attention to
companywide risk management in the coming year.

But even as finance executives recognize the growing
imperative to address nonfinancial risk, they seem to
acknowledge that doing so will be exceptionally diffi-
cult. When queried on a range of risk-related activities,
finance executives most often cite “managing risk across

according to respondents to this year’s survey.

Improving production and
operating processes

Figure 6. Improving production and operating processes tops the list of critical actions to reduce business risk,

In your opinion, which of the following are most critical to address in order to reduce business risk at your company?

More timely and accurate
financial forecasting

Better inventory planning

Better information

security/privacy

Better enterprise software
for finance and accounting

Improving corporate
governance

Better outsourcing
strategy

Better management of
outsourcing relationships

2% HEZ
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Percentage of respondents
Note: Percentages may not total 100%, due to rounding.
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for their organizations in the next 12 months.

Managing risk across the
entire company

Improving financial
reporting

Improving internal controls

Complying with regulation

Adopting International Financial
Reporting Standards (IFRS)

Developing a fraud
prevention program

Monitoring whistle-blower
process

Complying with Foreign Corrupt
Practices Act (FCPA)

Other

Figure 7. Survey respondents most often say “managing risk across the entire company” will be a particular challenge

Which of the following activities do you believe will be particularly challenging for your organization in the next 12 months?

65%

0% 10% 20%

30% 40% 50% 60% 70%

Percentage of respondents

the entire company” (65%) as an activity that will be
particularly challenging in the next year, followed some-
what distantly by “improving financial reporting” (47%).
(See Figure 7.)

Respondents’ assessment of the impediments they face
when trying to improve risk management sheds further
light on these challenges. We asked respondents to
select the three greatest obstacles to improving risk
management at their companies from an extensive list
of possible barriers. Aside from the lack of time, atten-
tion, and resources—always a top barrier to any set of
improvement initiatives—respondents are most likely
to cite a “lack of shared understanding and approach to
risk” (35%) and the “perception of risk management as
an unnecessary interference with business activities”
(35%) as top obstacles to improvement. (See Figure 8.)

A lack of shared understanding and
approach torisk is a top barrier to
improving risk management.

These results again provide evidence of the tensions
that develop as finance—under increasing pressure
to contribute to both financial and nonfinancial risk
management—seeks to develop and implement risk
management strategies, policies, and processes across
the company while winning the engagement, and even
the confidence, of operating managers.
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Figure 8. Scarce resources, lack of shared understanding and approach to risk, and the perception of risk management
as an unnecessary interference are the most frequently cited barriers to improving risk management.

In your opinion, what are the greatest obstacles to improving risk management at your company?

Lack of time, attention, and resources 48%

Lack of shared understanding and approach to risk
management across business units/departments

Perception of risk management as an unnecessary
interference with business activities

Lack of dedicated risk management resources

Lack of tools, frameworks, and decision-making
structures for risk management

Organizational resistance

Lack of internal expertise

Lack of senior management commitment

Overly complex corporate structure

Inadequate or overly complex technology
and information systems

Lack of independence of risk function

Lack of strength and capabilities in
the internal audit function

Other

0% 10% 20% 30% 40% 50%

Percentage of respondents
Note: Respondents were asked to select their top three answers.
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A call for closer
collaboration

At many companies, it appears that the CFO is already
closely collaborating with many individuals and
groups—including the chief compliance or chief risk
officer (40% say there is a “very close collaboration®),
general counsel (40%), head of internal audit (38%),
and external auditor (36%)—to meet finance’s responsi-
bilities to the board’s audit committee. But these results
lead to other questions: Is this widely distributed set of
collaborators merely evidence of the breadth of resources
that CFOs must bring to bear to meet finance’s responsi-
bilities? Or does this wide distribution suggest that CFOs
are looking everywhere—and to everyone—for help?

The most forceful and frequent advice that respondents
offer their colleagues in an open-ended question on
effective risk management is to collaborate more closely
with other stakeholders in the company—C-level execu-
tives, operating managers, tax managers, internal audi-
tors, suppliers and vendors, insurers, external auditors,
and more. In some cases, respondents recommend
broader training in risk management practices and poli-
cies to help instill a common approach to risk across the
business. “Actively and regularly engage all functions in
the process. Start [these] efforts with risk management
training, because the knowledge gap is larger than most
people assume,” writes one respondent. “Engage the
C-suite and make risk management a regular topic of
C-suite discussion. Without C-suite involvement, a CFO
will have limited ability to identify risks—and almost no
ability to mitigate [against them],” writes another.

One respondent’s comments seem to sum up this
advice: “You need full collaboration from the rest of the
organization, a robust communication process, and a
formal risk management system,” writes the executive.
“You cannot do it alone.”

Internal audit as contributor to risk

management efforts

Many of the finance executives who respond-
ed to our survey highlight the positive role
that internal audit can play in instilling risk
consciousness throughout the organization.
As one respondent writes, internal audit is
“well-suited to pursue, unearth, and identify
exposures.” Another respondent advocates
working closely with the internal audit team,
“as it can be an ally in locating both financial
and operational risks [the finance function]
may not see.”

Respondents emphasize that companies
should be careful not to allow traditional, nar-
row perceptions of internal audit to get in the
way of these efforts. One executive notes that
“the [internal] audit process should be a key
agent in spreading the word on incorporating
risk management into day-to-day activities,
by structuring audits to look for [risk].” But in
order for that to happen, one finance executive
writes, finance executives should be prepared
to “eliminate all adversarial relationships with
[the internal audit function].” In the words of
another, “Treat [IA] as a partner, not as police.”

Respondents describe a variety of good prac-
tices for working with internal audit to man-
age risk. Most notably, they suggest that
internal auditors should prepare regular risk
assessments with operating divisions, work
toward a thorough understanding of the busi-
ness, coordinate their work more closely with
operations, and focus more of their efforts on
working with operating managers to improve
and bolster processes—all while retaining the
objectivity and independence required of their
primary mission. As one finance executive re-
minds his colleagues, “both functions have
the same goal”—the financial well-being of
the company.
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Sponsor’s Perspective

The Major Challenge
Marshaling limited resources to manage
risk across the organization

By Jonathan Marks, CPA, CFE, and Rick Julien, CPA, CIA

Several years after passage of the Sarbanes-Oxley Act,
businesses still have a long way to go in effective risk
assessment and management. It is critical to be vigilant by
monitoring the management of key risks to prevent them
from burgeoning into catastrophic losses.

well as seize opportunities related to achieving manage-
ment and strategic objectives. Risk can be measured in
terms of likelihood, magnitude of impact, and speed of
onset (that is, when the event is expected to occur).

In a separate survey of audit committee members,
conducted by Crowe we found that 70% identified ERM as
their most challenging issue in the next 12 months. Our work
to date confirms that the biggest challenge for CFOs and
other company leaders will be starting a practical yet effec-
tive multiyear ERM journey. (See Figure B.)
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Enterprise risk management (ERM) has become a high- Figure A.
priority item for chief financial officers, as this survey indi-
cates. This finding is supported by other Crowe surveys
conducted in 2008 involving internal auditors and audit
committee members.
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One strategy for building momentum for and during the
journey is to make better use of existing resources, partic- ]onathan Marks is an executive

ularly the chief audit executive (CAE). A properly staffed specializing in risk management with
internal audit group has a strong entitywide perspec- Crowe Chizek and Company LLC in New
tive that should prove invaluable in identifying risks

throughout the enterprise. While internal audit should YOi’k. He can be reached at 916-464-5621
not take any direct responsibility for making risk manage-  Of Jtmarks@croweCh'ZEk-com-

ment decisions, it can help management with the ERM

approach, risk assessment, and monitoring of the risk  Rijck Julien is an executive specia[izing in
response strategy. risk management with Crowe Chizek and

To do their jobs effectively, senior managers must assess Company LLCin Oak BrOOk’ Illinos.
and manage the organization’s risk exposure, and the He can be reached at 630-586-5280 or
audit committee must provide proactive oversight and rjulien@crowechizek.com.

report results to the entire board of directors. The CAE is

well positioned to help audit committee members under-

stand the company’s ERM journey and related processes.

To improve risk management, CEOs and CFOs need to
set the appropriate tone at the top. The CAE is an often-
overlooked resource for improving ERM and enhancing
governance. If the capabilities of current auditors are
perceived as inadequate, then it is up to company leaders
to support upgrading skills, hire a more experienced CAE,
seek outside assistance, or take other steps to address
this critical business issue in 2008 and 2009.

Crowe
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