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Over the last decade, risk management has been an obsession of
executives in a number of industries, as well as Boards of Directors in
public companies — from banking and insurance, through to the
resources sector and including a number of consumer industries. Many
corporations now have sizeable departments devoted to the management
of risk, using an array of risk register techniques, assessment tools and
audit processes. Yet as we look at the financial and industrial landscape
littered with the train wrecks of the last two years, we have to ask how
much benefit has all this investment in people, process and systems
really created for companies? How much better are executives and
corporate Boards at managing the significant risks in the business than

they were a decade ago?

How could the financial crisis stemming from a number of
uncontrolled financial practices have occurred if financial institutions
were implementing sound risk management practices? Why are many
capital projects in the resources sector and information technology
projects generally significantly late and massively over budget? Why did
North American automobile companies fail to address the risks in their
business that have resulted in their catastrophic decline? Why is risk
management not dealing with the major risks that bring corporations to

the knees?
Apart from the fact that risk derives from uncertainty, and as such

there are certain kinds of uncertainty that are not predictable and for

which risk can neither be reasonably identified or evaluated (e.g. rogue
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employees in renowned financial institutions behaving in bad ways
precipitating a global economic meltdown of a magnitude that
economists confidently assert is impossible in a modern economy), we
believe that the way risk management has been approached in many
corporations has been misguided. Risk management has been
departmentalized and compartmentalized, one step removed from the
heart of the business. Executives have delegated the function of
identifying and managing risk to a group of specialists, often with a
narrow perspective and little appreciation of wider business issues, such
as strategy, competitive advantage, and positioning. When executives do
get involved with risk management, it is often through a broad brush risk
identification exercise, with very little thought about risk mitigation and

contingency.

The result has been that risk management in many organizations has
evolved to become a technocrats dream, complete with the mandatory set
of quantifiable tools and jargon. Line managers increasingly view risk
management as yet another level of compliance and bureaucracy, and not
as a tool to help them run their business more successfully. We hear
numerous complaints from business-unit level managers that corporate
risk management protocols have very little impact on mitigating the
significant risks in the business, but instead create delay, lack of
responsiveness and lost opportunity — all of which result in additional
risk to the business through a loss of competitive position. As one
banking executive commented, “in our company, when it comes to loans,

we do not manage risk any more — it’s all about risk avoidance... ”
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We feel that the time has come for a sober re-assessment of risk
management as it is practiced in many companies, and also time to start
to use a dynamic, continuing strategic planning process as a truly
effective risk management process, which it can certainly be. One of the
key roles for senior executives is the development and execution of
strategy, and for the Board the oversight of strategy in the business. A
dynamic strategic planning process, the game plan for change in any

organization, can also be a most potent risk management tool.

The old model of strategic planning, still embraced by many
executives and corporatios is centered around a static, annual event,
bound up in due process and paperwork, which often develops a vague
sense of vision which is not grounded in sound tactics and action plans
that are reviewed and updated on a continuing basis. In fact, we are
continually surprised by the number of executives who tell us that their
company has not had a real strategy session in several years, and that it is
actually very difficult to have an honest and creative strategy discussion

in the firm.

In today’s world, the strategy process has to be dynamic, with a longer
term overall perspective (3-5-10 years), but with very short cycle review
and update. Every 60 days is probably too short a period in most

companies for significant developments, but every 6 months is certainly

Table 1

too long between review and update. In the leading-edge companies that
we deal with, we often see the strategy process designed around three or
four dedicated days a year to re-think and re-prioritize the strategy; a day
or so a month to review progress, update implementation and develop a
number of specific action plans to drive key initiatives over the next 100
days; and an hour a month to review progress on the action plans. This
process is implemented at both the corporate level and in each business

unit.

Part of this continuing strategy discussion is about risk, risk
mitigation, and contingencies. Part of the annual strategy discussion is
devoted to identifying significant risks in all areas of the business — such
as competition, marketing and sales, finance, human resources, as well
as health, safety, environment, and community. Some kind of risk
evaluation can be performed ranking impact on the business against
probability of occurrence. Where appropriate, contingencies and risk
mitigation strategies can be developed either in the workshop or during

follow-up sessions.

On a quarterly basis, executive teams at both the corporate and
business unit levels meet for a day or so to review the strategy, using an

agenda similar to the one shown below (see Table 1).

Agenda for a Quarterly Strategy Update Workshop

1. How do we feel about our strategy?
2. What are our achievements over the last 100 days?

3. What has been accomplished?

4. What has changed in the environment and the business?
5. What are our implementation issues?

6. How are we doing against our time line?

7. What are our next 3 months’ goals and priorities?

8. What are the key risks we face in the next 3 months?

9. What are our next 3 months’ key action plans?

10. What contingencies do we need in place?



This agenda includes a specific review of the significant risks by the
executive team on a quarterly basis. Risk is not discussed as something
abstract out in the future, but as specific issues that could be faced over
the next 100 days, within the context of the longer-term risks to the
business developed in the annual planning activity. In addition, as part
of the action planning agenda undertaken at the end of the workshop,

contingency items for the risks identified are developed.

As an illustration, during October 2008 at the height of the financial
debacle emerging around the world, we participated in four quarterly
strategic planning reviews held by executive teams in industries as
diverse as mining, engineering, and banking. All these companies had
strategies in place that were focused around significant profitable
growth opportunities over the two or three following years. However, in
each workshop, a full and candid discussion of the financial crisis and
its impact on the company, its business and its markets took place
which resulted not in any significant change to the overall vision and
ambitions of the company, but a significant re-shaping of strategic
priorities over the next twelve to eighteen months. New risks that were
not a major prior concern prior to the crisis, such as the inability of
customers to pay and cancellation of contracts, were identified and
action plans and contingencies were put in place to address them. In
other words, real-time risk management occurred. As a footnote, all
four companies significantly out-performed almost all their competitors
over the next 12 months, and were well positioned to take advantage of

the up-turn in their markets in late 2009.

If you really want to manage the risk in your business, then adapt your
strategy process to the reality of the world as it is today. Big change no
longer happens on an annual basis, or once every few years, if it ever
did. Major changes are happening in the business environment on an
almost continual basis that affect the strategy of any business and which
change the nature of the risks it faces. Design your strategy process to
be one that engages all executives — at both corporate and business unit
levels — in a comprehensive update of the strategy of their business at
least every one hundred days. Review the risks in your environment and
the company as part of this agenda. Develop specific, practical action
plans — with individual accountabilities- to address what needs to be
changed and the contingencies that need developing. You will find that
your level of preparedness to manage risk increases substantially, and
there will be less ‘unpleasant surprises’ of the kind that are hard to
explain to your customers, your employees, your Board, and your

shareholders.
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