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“ERM HAS REPLACED ACCOUNTING ISSUES AS
THE TOP CONCERN FOR BOARD MEMBERS, AND
DIRECTORS HAVE BECOME A LOT MORE ENGAGED.”
—James Lam, president, James Lam & Associates
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Reflections on
ERM Inflections
2009 is poised to be a pivotal year for enterprise risk management as ratings houses
take the strategy into account across all industries. BY B.G. YOVOVICH

First in a Three-Part Series

No one can deny the surge in activity in enterprise risk management over the
past 18 months, thanks in part to the bond agencies, which are now taking into
account ERM programs when assigning debt ratings to companies outside the
ﬁnancial sector.
At Continental Airlines Inc., for example, an ERM program helped the company uncover big exposures in the airline’s
business-continuity plans. And at Cisco Systems Inc., the ERM program is being used as a tool for management in
deciding whether a merger or an acquisition makes sense for the technology giant.
All of which is to say that leading-edge companies are expanding the use of ERM in innovative ways beyond the
“cookie-cutter” compliance and regulatory framework imposed by the Sarbanes-Oxley Act of 2002.

Admittedly, past predictions about the progress
of enterprise risk management often have proven
overly optimistic, but there’s plenty of evidence
that suggests that ERM really has reached a key
inflection point in its development.
Consider, for example, the observations of ERM
pioneer James Lam, president of James Lam &
Associates, a consulting firm in Boston, whose
comments echo those of many other long-time
members of the risk management community.
“I have been involved with ERM since the early
1990s, and the level of interest in ERM has never
been greater,” reports Lam, whose hiring as chief
risk officer at GE Finance in 1993 is often cited as
the first-ever appointment to a CRO position.
To support his view of ERM, Lam points to
findings from a stream of surveys, studies and
reports that document the growing interest. This
includes, for example, a survey in mid-2008 by
Crowe Chizek and Co. LLC based on responses
from more than 780 chief financial officers, audit
committee members and chief audit executives,
which uncovered the following:
As many as 70 percent of audit committee
members and more than 65 percent of the
CFOs ranked ERM as the No. 1 challenge for
their organizations over the next 12 months,
overshadowing worries about improving financial
reporting and internal controls.
The survey also found that 21 percent of the
finance teams reported that they will devote much
greater attention to companywide risk management

in the coming year, with 75 percent expecting to
devote at least moderately more attention to ERM.
Corroboration of this growing interest in ERM
comes from a separate study released in mid-2008
by KPMG and the National Association of Corporate
Directors. The study was based on a survey that
found that audit committee members ranked
risk management as their top priority, replacing
accounting judgments and estimates, which had
been the top concern in 2007.
“ERM has replaced accounting issues as the top
concern for board members, and directors have
become a lot more engaged,” adds Lam. “My recent
calendar has been filled with a lot of board work,
and it involves both consulting and training.”
One development that definitely has contributed
to the surge of interest and activity connected with
ERM was Standard & Poor’s announcement in May
2008 that the ratings agency will begin to explicitly
use ERM as a ratings factor not just for financial
firms, but also for all nonfinancial businesses whose
creditworthiness it evaluates.
During the third quarter of 2008, S&P began
to incorporate ERM into its analysts’ ratings
discussions with management. Going forward, S&P’s
plans are to first add ERM commentary as a part of
its credit reports, then, during 2009, to implement
formal ERM scoring of companies that will be used
to determine company credit ratings.
The direct impact that S&P’s ERM scoring
could have on company credit ratings certainly
has grabbed the attention of boards and senior

management—and has spurred ERM activity.
At Continental Airlines Inc., for example, the
managing director of risk management, Peter
Fahrenthold, says, “When S&P first floated the
possibility out there last November (2007), I gave
a presentation to the board in which I talked about
what it would mean for us.”
After S&P issued more details in May 2008 on
the criteria it would be using in its evaluations,
Continental’s board decided to aim for its ERM
program “to get beyond just acceptable (rating)
and to hit one of the higher levels—strong or
excellent—that would indicate that S&P felt our
system was providing the proper level of review,”
says Fahrenthold.
And, prior to Continental’s first ERM-inclusive
meeting with S&P analysts last month, Fahrenthold
reported, “We are working madly to be ready.”
More generally, risk professionals across the
country and across all industries report that the new
ERM evaluations by S&P have spurred a surge in
board and senior management interest and activity
in preparation for those first meetings.
However, the new S&P ratings are only one
part of the story of ERM’s rising profile. Top-level
interest in ERM has been building in recent years,
and the move by S&P is part of a set of converging
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developments that appear to be
coming to a head.
Although it is widely used
in the insurance and financialservice sectors, ERM began to get
increasing attention at nonfinancial
firms in 2003 through 2005 as
companies looked for ways to
respond to a wave of new challenges
and disruptions that had arisen
during the previous five-year span.
These included the Sept. 11,
2001, attacks; two wars; a string
of major hurricanes, earthquakes
and tsunamis; new risks arising
from outsourcing and globalization;
many corporate scandals and
failures; and new risk management
requirements stemming from
Sarbanes-Oxley.
And, as the first wave of early
ERM initiatives have evolved,
matured and multiplied, they have
reached a critical mass that now is

triggering a chain reaction of new
initiatives.

ERM VERSION 2.0

“When we have asked people,
‘What is the biggest driver of ERM?’
they tell us that it comes from
requests from boards, and often
those requests are a result of crossfertilization from outside board
members who have seen the benefits
of ERM at other companies within
which they are involved,” says Ellen
S. Hexter, who leads The Conference
Board’s ERM work. “The risk issues
might be different at different
companies, but the underlying ideas
still apply.” Although the initial
impetus for many ERM programs
arises in connection with SOX and
other compliance efforts, successful
programs expand their roles.
“When we asked, ‘What are you
doing differently now that you are
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Reflections on ERM Inflections:
A Three-Part Series
Admittedly, predictions about the progress and the promise of enterprise risk
management often have proven overly optimistic, but there’s plenty of evidence to
suggest that ERM really has reached an inflection point in its development as more
companies and boards push to adopt the strategy as a way to approach risk in a
holistic way. Could 2009 truly be a turning point in the development of ERM, or will it
be just another year of false starts?

January/February 2009
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Part 1: ERM’s Turning Point
Former chief risk officers and top managers reveal experiences dealing with the use of
ERM by Standard & Poor’s and other agencies to rate companies over the last couple
of years. Many successful ERM programs have had a major impact on a company’s
bottom line. Other companies have been less successful in implementing the strategy,
leaving risk managers there frustrated and skeptical. Risk managers from Continental
Airlines Inc. and Cisco Systems Inc. focus on the impact that ERM programs have had
so far … and what they have not done.

March 2009
Part 2: Lessons Learned From the Banking Meltdown
The financial meltdown of 2008 is the poster child of the breakdown in ERM and how
the strategy failed a number of companies in a specific economic sector. With ratings
agencies looking at insurance companies and assigning their ratings based in part on
the soundness of ERM strategies, what lessons are to be learned from AIG and its
billion-dollar government bailout?

April 1, 2009
Part 3: ERM, Careers of Risk Professionals and the Future
The role of chief risk officers and risk management professionals continues to evolve,
as will the future of ERM as a strategy to protect companies from risk. What’s ahead
for the CRO and risk professionals because of the changes in ERM? What skills
will they need to progress in their careers in their future, both in the insurance and
nonfinancial sectors? What new opportunities will ERM provide for risk managers
for direct access to top management, and what “risk-reward” considerations do risk
executives face when considering the implementation of ERM initiatives?
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“As a risk manager, ERM is an opportunity to get out of the
insurance pigeonhole.”
—Peter Fahrenthold, managing director of risk management
and the ERM team leader, Continental Airlines Inc.

Flying the Circuitous
Route to Enterprise
Risk Management
Peter Fahrenthold, managing director
of risk management and the enterprise
risk management (ERM) team leader at
Houston-based Continental Airlines Inc.,
did not take a direct route to his present
role.
“I started out in public accounting,
got a CPA, did financial reporting, some
auditing, and then I ran the benefits
department of a company for a couple of
years,” says Fahrenthold, who now has
been involved with risk management for
nearly 20 years.
His early risk management positions
were in the services sector and with a
manufacturing firm, and he has been with Continental Airlines Inc. for 11 years. He
also serves as vice chairman of the RIMS ERM Development Committee and is the
chairman of the AFP Risk Newsletter Editorial Advisory Board.
Fahrenthold’s involvement with Continental’s ERM program began even before the
initiative was launched three years ago.
“I had been discussing it with my boss and with the CFO, off and on,” says
Fahrenthold. However, as has been the case at many other companies, the ERM
effort at Continental did not get traction until a member of the company’s board of
directors raised the issue.
“That was the catalyst,” says Fahrenthold. “One of the members of our audit
committee had it set up at his organization, and he asked about the level of progress
on ERM that we had made here.”
As the ERM effort began to get rolling at Continental, says Fahrenthold, the
question was whether ERM would belong to the risk management department or the
internal audit department.
“Internal audit is more of a process to make sure that the procedures that are in
place are being followed,” he says. “My view was that ERM encompassed new ideas
and new procedures that we had not formalized yet, so it needed a little more of a
flexible approach than an audit procedure might take.”
Fahrenthold’s view prevailed and ERM moved to his department, and his financial
experience has helped him with his work on the ERM initiative.
“To be successful in an ERM role, you have to have some financial skills,
which is something that a lot of people in risk management might not have,” says
Fahrenthold. “In the end, everything hits the financial statements, so my background
helps me get there.”
The Continental Airlines risk manager sees ERM as a big opportunity for himself
and for other risk managers.
“It certainly increases the exposure that I have to certain aspects of the
business,” says Fahrenthold. “As a risk manager, ERM is an opportunity to get out
of the insurance pigeonhole. You get more opportunity to get involved in strategy,
and it puts you in a position to look at the broad expanse of what is going on in the
company—and key areas where something could go wrong.”
“You get to provide input into areas where risk exists, but no one had really
gotten a hold of it in a very formal way, and it enables you to provide some input
up the reporting chain,” says Fahrenthold. “ERM is a real excellent opportunity for
anyone who is a risk professional to jump in there and expand what they are doing.”
At Continental, for example, “I report to the treasurer, and the report that we
produce is presented to the audit committee of the board,” says Fahrenthold. “That
report continues to evolve and improve, and a more formal ERM report will be
presented to the full board beginning in early 2009.”
—B.G. Yovovich

using ERM?’ the answer at the top of
the list was, ‘We are better at M&A,’”
says Hexter. “They tell us, ‘We have
more process around M&A. We are
better at walking away from deals. We
are better at pricing our deals, and we
are better at selecting deals on which
we should be focusing.’”
At Cisco Systems Inc., for example,
the ERM initiative is becoming
increasingly involved with the
company’s M&A efforts. Initially,
ERM was used to do post-merger
risk assessments of a couple of

large acquisitions by Cisco—first, of
Scientific Atlanta, a manufacturer of
cable television, telecommunications
and broadband equipment, and,
subsequently, of WebEx, a provider
of on-demand collaboration, online
meeting, Web conferencing and video
conferencing applications.
More recently, says Phil Roush,
who heads the ERM team as vice
president of internal control services,
“We’ve been asked to put together a
template for our M&A specialists so
that they can use a risk lens to help

evaluate M&A opportunities (before
the transaction).” (Read more about
Cisco at our Web site.)
Companies also often report that
their ERM efforts have enabled them
to identify previously unrecognized
vulnerabilities, with supply chain risk
a particularly common application.
For example, in the course of
implementing its ERM process, multiindustry Textron Inc. discovered
that its Cessna line of aircraft was
crucially dependent on a single-engine
manufacturer, a finding that enabled
the company to take appropriate
measures to deal with the supply
chain risk.
Or consider Continental, which
provides a classic example of how
ERM can uncover a systemic problem
with a company’s business-continuity
plans that would have been difficult to
identify without an ERM-type of crosssilo assessment. “When we were doing
business continuity planning,” says
Fahrenthold, “we divided our business
functions into three tiers”—based
on how urgently the functions were
needed in order for the airline to
resume operation.
When the ERM analysis dug
a little deeper into the recovery
process, it found key functions being
performed by seemingly lower-priority
operations—which, if they failed,
could put the entire recovery at risk.
As a result, says Fahrenthold, “We
looked at those bottlenecks, spent a
little extra time on the controls that
they are using and looked at the ways
that the exposures can be mitigated.”
“If you look at a situation on a
stand-alone basis, if something goes
wrong, the interdependencies might
result in a much bigger problem than
you had realized,” the risk manager
says. Scans of ERM programs at
various companies indicate that the
focus of initiatives tends to vary from
enterprise to enterprise.
“ERM is not a cookie-cutter,
check-the-box activity,” emphasizes
Carol A. Fox, senior director of risk
management at Convergys Corp.
and chairwoman of the Risk and
Insurance Management Society
Inc.’s ERM Development Committee.
“ERM truly is something that has to
be embedded in the organization for

“WE’VE BEEN ASKED TO PUT TOGETHER A TEMPLATE FOR OUR M&A
SPECIALISTS SO THAT THEY CAN USE A RISK LENS TO HELP EVALUATE
M&A OPPORTUNITIES.”
—Phil Roush, vice president of Internal Control Services, Cisco Systems Inc.
the organization to get the true value
out of it. The way that Convergys
approaches ERM will be different from
what happens at another company,
but we can talk about those common
elements and attributes.”
Hexter adds, “People are all along
the learning curve, and even the
people who have been doing this for

a while can learn from the people
who are new and asking the right
questions.”
For instance, a firm just beginning
ERM “might point you to a different
kind of approach to a particular risk,”
says Hexter, “or it could show you a
different approach structuring your
organization or how you are going to

report on risk to your board.”
As ERM goes through a period
of rapid growth and evolution, says
Hexter, “It is always valuable to hear
what is going on in other companies.
B.G. YOVOVICH has written for national
trade publications for more than 20 years. He
can be reached at riskletters@lrp.com.

WHAT WE LEARNED FROM THE FIRE AT BALL PACKAGING EUROPE MEANS OTHER COMPANIES ARE NOW ABLE TO REMAIN

A true story: It was April 2006. A major ﬁre swept through
Ball Packaging Europe’s can-manufacturing plant in Germany.
FM Global was immediately on the scene finding ways to
minimize the company’s loss of production. The experience has
helped FM Global work with other corporations on better ways to
protect against fire, too. So it’s more than the true story of one
factory fire. It’s the story of many businesses that are better
protected today because of it. To read more true stories, visit
fmglobal.com/insuranceevolved
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