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ERM - MAXIMIZING ORGANIZATIONAL PERFORMANCE
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Overview of Enterprise Risk Management
(ERM)

In today's fast-paced and rapidly changing business
environment, organizations face numerous risks and
opportunities that can significantly impact their
performance and long-term sustainability. Effective risk
management through application of the COSO ERM
Framework is crucial to navigate these challenges and
achieve strategic objectives.

ERM is defined as the culture, capabilities and practices,
integrated with strategy setting and performance, that
an organization relies on to manage risk in creating,
preserving and realizing value. The board of directors,
and the enterprise
management team (ERMT) are key stakeholders

senior management, risk

responsible for overseeing and implementing ERM.

Significant benefits of utilizing the ERM

ERM involves the identification of events that has negative
impact on an organization’s objectives. It helps
organizations manage risks, achieve strategic objectives,
ensure compliance, protect their reputation, optimize
financial performance, improve operational efficiency, build
resilience, and foster stakeholders’ trust. ERM is important
to organizational performance for the following reasons:

e Improved Resource Management - By deploying
resources based on the severity and priority of risk,
ERM helps organizations their
management processes and eliminate redundant or
overlapping activities. This strategic resource allocation
ensures that resources are used effectively; minimizing
wastage and maximizing returns. By investing resources
in risk areas that have the potential for significant
impact, organizations can enhance their profitability.

streamline risk
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o Improved decision-making: It assists in identifying

and evaluating external as well as internal risks,
allowing organizations to anticipate possible
occurrences that can obstruct the accomplishment
of their objectives. By adopting a proactive strategy,
decision-makers can effectively allocate resources to
mitigate risks and emphasize areas for
improvement.

Improved risk identification and management: ERM
helps improve risk identification and management
by integrating ERM practices throughout the whole
organization starting with strategy selection process
through to the performance result process. It allows
organizations to identify and assess risks
comprehensively, provide a framework for
evaluating the likelihood and potential impact of
each risk, allowing organizations to prioritize them
based on their significance, and emphasizes the
importance of regular monitoring and review of
existing risks.

Decreased performance variability: Management
can make better choices in protecting and enhancing
enterprise value by setting performance tolerance
that aligns with strategy, business objectives and
risk  appetite.  Integrating enterprise  risk
management with business activities and processes
results in minimizing the potential for deviations in

performance, losses, incidents, or failures, and enables
the firm to understand and respond to deviations in
performance more quickly and consistently.

-




> od - -

Strategy
development

Business
Objective
Formulation

Enhanced
Value

4

Performance Review
& Revision

—_— > O T———

Governance
& Culture

Strategy &
Objective-Setting

Figure 1: Components of ERM — 2017 COSO Standard
Source: COSO
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Key Components of an Effective ERM

System

o Performance — This involves risk identification,
assessment, prioritization, response, and portfolio
development. The performance of an organization,
which includes more than just risk management,
determines its overall success. To effectively identify

An effective ERM system is comprehensive and
integrates various elements to identify, assess, manage,
and monitor risks across an organization. The following
are the key components of an effective ERM system:

e Governance and Culture - Provides direction on
board oversight functions, operational frameworks,

and analyze risks, organizations categorize these
risks using a risk profile, which is a comprehensive

desired behaviors that shape the entity's culture,
leadership style, and attracting, nurturing, and
retaining talents, which lays the groundwork for the
other components like the strategy and objective
setting, performance, information, communication
and reporting, and review and revision.

Strategy and Objective Setting - This
component focuses on how the organization can
make strategic plans while understanding how both
external and internal factors affect risk. This
component offers guidance on understanding the
business context, defining risk appetite, and
developing objectives at various levels that align and
support the business strategy.

description of an organization’s exposure to various
risks at a given point in time, their likelihood,
potential impacts, and the organization’s capacity to
manage them.

Information, Communication, and Reporting
Organizational risk, culture, and performance are
captured, processed, managed, and reported on
through the application of systems. Effective
communication channels like formal reporting lines
as well as informal networks should be established
to ensure relevant risk information is shared across
the organization.

Review and Revision — During this phase, the
organization evaluates any modifications that have
occurred and seeks improvement of the process.



ERM Best Practices Organizations Should
Adopt for Enhanced Performance

Clear goals and policy manual for the ERM program
which should align with the organization’s objectives
should be established. This should define roles and
responsibilities for risk identification and establish
processes for ongoing risk assessment and
monitoring.

Conduct Comprehensive Risk Assessment - Assess
the likelihood and financial impact of potential risks
such as operational, financial, strategic, compliance,
and reputational risks across all aspects of the
organization to prioritize them effectively.
Implementing a standardized risk reporting system
is crucial for improved risk identification. By
utilizing consistent risk reporting formats,
companies can enhance communication and
understanding between different business units and
senior management.

Continuous Risk Monitoring and Reporting. Key
risk mitigation strategies should be monitored to
ensure they are effective and adjusted as necessary.
Periodic risk reports should be maintained to keep
stakeholders informed about risk status and
mitigation efforts.

Link Risk Management to Performance Metrics -
Integrate risk management metrics with key
performance indicators (KPIs) to ensure alignment.
Incentives and reward schemes can be introduced to
encourage employees who displays exceptional risk
management qualities in the execution of their job.

This will help to strengthen the risk culture in the

organization and improve organizational performance.

o Continuous Improvement -Conduct regular reviews and
updates of the ERM framework to adapt to changing
risks and improve effectiveness, as this ensures that the
ERM system remains relevant and effective in a
dynamic environment.

How Can an Organization Implement ERM

There are well-established methodologies that can improve
any company’s chances of successfully implementing ERM.
Here is one way on how an organization can implement an
effective enterprise risk management (ERM) framework:

o Leadership Commitment and Alignment

e Create a Strong Policy Framework that should be
comprehensive, addressing all potential risk aspects,
explain the risk management philosophy, objectives,
and tactics of the organization

o Identifying and assessing risks through the
utilization of tools such as SWOT analysis, PESTLE
analysis, and risk heat maps.

o Putting risk response plans into action. The plan
should be based on a careful analysis of how each
identified risk could happen and how likely it is to
happen.

o Monitor and Report

o Training and Development
Monitoring and review of the ERM framework.
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How Can an Organization Implement ERM

Implementing Enterprise Risk Management (ERM) has been shown to significantly enhance organizational performance
by providing a structured and comprehensive approach to identifying, assessing, and managing risks. Its implementation
can improve a firm’s ability to manage risk, make informed decisions, and achieve strategic objectives, ultimately leading
to improved performance and sustainability.

ISO 31000 is the formal recognition of ERM by the international standards organization. It is a risk management
principle and guideline that provides a reference framework that organization can use to design, build, implement and
audit their ERM.

WYZE Comment

At WYZE, we provide ISO 31000 consulting and implementation support. This includes understanding organization
context, risk assessment, policy/documentation support, training, internal audit and management reporting. Through
our expertise, analytics, and leverage on best practices, we can empower clients to build resilience, enhance decision-
making, and drive sustainable growth.

Don't let risks hold your organization back. Embrace ERM to unlock your full potential and maximize performance. Stay
ahead of the competition and achieve your strategic objectives with confidence. Start your Enterprise Risk Management
journey now!
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