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The global financial crisis, the Iceland volcanic ash
events, and the oil spill in the Gulf of Mexico have
alerted us once again to the nature of risk, including
both the opportunities and the potential impacts it can
have on the business. In response to the demands of the
modern dynamic business world and to general uncer-
tainty in a global environment, businesses are seeking to
formalize a risk-based approach to business (also called
enterprise risk management — ERM) because of the
importance of risk to profit and cash flow.

Aimed at a wide business audience, the accompany-
ing Executive Report brings practical experience to
the implementation and management of a risk-based
approach in order to realize a range of business bene-
fits and, in the process, embed durability and resiliency
within a business to manage its known risks and to
respond effectively to unknown risks.

RISK-BASED APPROACH TO BUSINESS

A risk-based approach to business is a mainstream
and comprehensive solution for best practice that for-
malizes many current business activities to improve
all aspects of a business. A risk-based approach is
about a business deciding to accept a risk and manage
the consequences should a risk be realized or to make
some investment in risk mitigation and/or impact min-
imization. It is through these risk management, risk

mitigation, and impact minimization activities that the
benefits of a risk-based approach are seen. 

For instance, the implementation of meals deemed
“Healthy Choices” by McDonald’s is an example of
how mitigation of the risk of brand damage due to an
association of fast food with obesity has increased sales
and profits. Similarly, the strategic decision by News
Corporation to implement a “pay wall” around much
of its online news content is part of the company’s
strategic risk mitigation for the risk the business faces
due to changes in technology. Rather than investing
significant amounts in technology to try and catch
up with competitors when ATMs were introduced,
Bankers Trust mitigated its risks by selling off its retail
banking operations and returned value to shareholders.

Pragmatic risk mitigation measures include process
revision, adoption of education and training, amend-
ment of performance metrics, and effective use of
maintenance regimes. In addition to managing risk,
such risk mitigation activities provide other business
benefits; for example, a proactive skilled workforce.

Mitigation of the risks that shape the long-term deci-
sions of a business often involve complexities and inter-
dependencies between risks, requiring a reasoning of
objectives, strategy, and risk before solution implemen-
tation. Consider a publishing house and the strategic
risk it faces due to changes in technology that are driv-
ing the e-book consumer trend at the same time that
printing and distribution costs are increasing. The best
response for shareholders may entail the publishing
house selling off parts of its operation while adjusting
the core of its business to publish on new technologies.

Mitigation or impact minimization of risks having high
impact but low likelihood of occurrence (called resil-
ience risks; e.g., loss of a building) is also part of a 
risk-based approach to business. Managing resilience
risks often requires significant planning, preparation,
and resourcing, which can be used as a way to drive
change management and identify cost savings. Having
the capability to route calls between call centers with
cross-trained staff is good for business as well as
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being part of a business continuity solution should a
call center building be lost.

The implementation of a risk-based approach to
business often involves a formalization of existing
business activities and the addition of other capacities
and capabilities, as detailed in the report. While the
basics of a risk-based approach capability can be readily
implemented through an initial change management
program, it is the ongoing cultural change and empow-
erment of management that delivers continuing busi-
ness benefits from a risk-based approach. Adoption
of a risk-based approach into all areas of a business is
likely to be implemented in phases with development of
the capacity and capabilities over time and in response
to specific risks. Integration of risk into other business
areas especially the strategy, budgeting, planning, and
performance process is required. Part of a risk-based
approach is the necessary governance structures for risk,
including board ownership and responsibility of risk, an
executive responsible for risk (chief risk officer), revision
of performance metrics, and management of risk at the
source as part of everyday business activity. The capac-
ity and capability to manage issues (realized risks) is
also part of a risk-based approach.

BUSINESS BENEFITS

A risk-based approach also allows businesses to uti-
lize risk and its cross-organizational impacts to drive
organizational governance, performance management,
and change management. High-cost and high-risk
operations are often synonymous, with inefficiencies
in business processes being the source of increased
risk and cost; for example, errors from the rekeying of
data between systems. A risk-based approach allows

opportunities for new markets and products and serv-
ices to be realized; for example, the use of Web 2.0
technologies and iPhone applications for new services.
Other benefits to be seen from a risk-based approach
include brand preservation, cash-flow management,
protection of revenue, cost savings, brand manage-
ment, and improved customer service. A risk-based
approach is only as effective as the management that
uses risk to achieve better outcomes.

CONCLUSION

The report is aimed at a general business audience to
illustrate a risk-based approach to business, including
how to implement and how to achieve business bene-
fits from such an approach. Relevance of the report to
the following roles are as follows:

Business managers will be able to use the approach
outlined as a tool for adopting a risk-based approach
to business.

Auditors will identify areas of practice risk for risk
management to be integrated within audit activities
to realize business outcomes.

Risk practitioners will be able to identify opportu-
nities for achieving better business outcomes from
current risk management practices.

Executive leadership may use the report as a tool
to see that value is being derived from risk manage-
ment activities.

Project and program managers may extend program
and project risk management to include risk to
business from project and program delivery.
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