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ENTERPRISE RISK MANAGEMENT

— P.S. SubhaPradha *

Abstract:

‘ Enterprzs.e rz‘sk management has emerged as a new paradigm for managing the portfolio of
risks that organizations are vulnerable to, as policy makers continue 10 focus on mechanisms 1o
improve corporale governance and risk management. The nature of risk management has undergone
a rapid and remarkable transformation over the past few decades, from a primitive defensive

approach to the cotemporary strategic and dynamic approach.

Enterprise risk management encompasses an overall risk management approach 10 business
visks. The term succeeds earlier approaches to risk management like corporate risk management,
pusiness risk management, holistic risk management, strategic risk management and integrated
visk management. Although these terms differ in their focus to a small extent, the general concepls
are quite similar. The emergence of Enterprise Risk Management can be attributed to i) the enhanced
scope of corporate governance that covered all risks that a firm takes following many high profile
focus of modern strategic planning on shareholder value concepls

corporate failures and ii) the
! role.The present paper discusses

derived from finance theory, where risk plays a prominen

enterprise Tisk management and its relevance in the present context.

Keywords: Enterprise Risk Management, Corporate Governance, Risk Management ity

customer service, Competitive Advantage, Customer loyalty.

INTRODUCTION

The Risk Environment
Jment, business entities are exposed to greater risks

The global crises and the resulting competitive
al and growth. These measures

agers and investors in recent
heir businesses. It is therefore

In the modern competitive business enviror

along with opportunities in their quest for value creation.
environment have compelled businesses t0 take up many measures for surviv.
varied from employee lay-offs, office shutdowns etc. These have led man

times to pay more attention t0 managing the risks inherent and emerging int

* Associate Professor, Aurora's P.G. College, Uppal
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esent both

Need for Enterprise Ris
forced businesses t0 P
{ of risks relating to
anagement

lace

The recession has

more focus on the managemen
businesses. Such m

all aspects of their

is broadly defined as "Enterprise Risk Management"
ERM, which describes the set of activities that
businesses undertake 1 deal with all the diverse
risks that face it in 2 holistic/strategic/integrated

Lod. These risks include financial, strategic,

met!
ance risks,

opcrat'\ona\. hazardous, and compli

,Pa:m:ng tthugh the organization. Many of such
risks have significant i ili

el ! mpact on the profitability,

‘ L: :nm.an reputation of business enterprises

|‘\ t \‘L 21st century. there are several critical factors

that have consider i

dk wve considerably driven the need for enterpri

risk mang i car
agement, which today is referred tl:)

as

drivers of ERM. this i
KM, this .
(ollowing includes increase in the

Great
er tre .
Corpor; shsparency ‘hl’()ugh b
ate Governance ctter

antage of

Financial disclosyy
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control requiremen i

Security and technology |
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Business continuity apq i
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Focus from rating agenc;
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Regulatory compliance |,
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" Globalization in a : "

environment COnunu(,uSly Cop, .

IWHF‘

NDERSTANDING ENTE '
MANAGEMENT RPRIs

The renowned father f
m()dr

management, Peter Drucker quotes "a docic:
does not involve risk, probably is not acdlsm
Thomas Stewart says, "Risk - let's get thigec.lSi(.m.
up front - is good. The point of risk mar-]asualg},
isn't to eliminate it: that would eliminate rewaijmm
manage it - that is, to choose whe-rﬂz
place bets, and where to avoid betting ahOgen:m
We see the same school of thought in the wOrd:r.
Dan Borge, former director of Bankers Trusf
"Many people think that the goal of risk managemm;
is to eliminate risk - to be as cautious as possii
not so. The goal of risk management is to achie
the best possible balance of opportunity and ris
Sometimes, achieving this balance means exposig
w risks in order to take advantageo}
" Again, Peter Drucker
mpt to eliminate risk
A business has

point is to

yourself to ne
attractive opportunities.
makes it clear what an atte

completely would lead to;

minimize risk. But if its behaviour i governed b
the attempt to escape risk, it will end up taking U
greatest and least rational risk of
nothing."DrVedpuriswar adds that r1s
be avoided nor eliminated completely:
of risk management 1S clearly high[ightcd as (t‘}e
minimization of risk in a bid 1© keep it “'itrf'"
controllable limits, as well as the acceptance Ofr.’Sk
definition © a i
o in g1
tic paturé

all: therish of doing
k can pelther
The thene

it - :

1 other to gain reward - the

appetite . . s

iI petite. Uncertainty in business and

S sai ST .
aid to exist due to the futur’s

gen
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OU[COI"CS‘ The outcomes of business Operations
L : " N . ¥ S '“.C

o be reached at sometime in the fygype afler ;l
n nerfor \ aer the
(asks have been performed. G, Monaly ¢

. an a )rccS
in his work stating that busine s %

this . . ot Sses face risk gye
othe uncertainty of possible outcomes of't

qaken in the course of doing their business.
i situation W hc'_‘c a high level of certainty exists
owards the achievement of positive Outcomes, g
sudden disastrous event may occur to chapge ti1is
e, Barton I L. et. al. sheds light o theb"rigk?
debacles which the business community ha;
witnessed that have resulted in considerable
Jecrease in shareholder value, financial loss, damage
of company reputation, so on. They point out th:t
such events may include environmental disaster
mergers destroying shareholder value, organisation;
trading in complex derivative instruments without
the understanding of the risks involved, traders
lacking oversight and have inadequate controls for
the enormous risks they assume, etcetera, while
lacing emphasis on the attention and handling of
such risks. G. Monahan argues on the notion that
risk is the same as uncertainty, by defining risk as
anything that produces a distribution of various
probabilities for various outcomes. COSO on the
other hand, defines uncertainty as that which
presents both risk and opportunities, with potentials
to erode or enhance value. Risk is the possibility
that the occurrence of an event will adversely affect
the achievement of objectives, and opportunity is
the possibility that an event will occur and positively
affect the achievement of objective.

he actions
And evep

What is Enterprise Risk? Currently, the need
for corporate governance, internal control (as well
as the compliance to rules and regulations) and risk
management have been of critical concern to
businesses as experts call for the integration of all
three with a single management approach referred
to as the integrated GRC. However, the solution
came as "Enterprise Risk Management?, as it
emphasizes on all three aspects within its process
of application. Experts point at the recent financial
crisis and the related economic downturn, and the
failure of risk management to help the situation as

S ——

Enterprise Risk Management

:‘(l:::('l\w‘;,l.:i,:c“ng for the rccvulnlmi(m nf'l!w discipline
. HAnge to a more co-ordinated (wider scoped)
f‘lSk Management approach that recognizes the
Interdependencies of risks. Again, Enterprise Risk
Management is described as the solution to this
challenge, Enterprise risk is the aggregate of all
functional and process risks a business entity faces
In the course of carrying out its business activities.
Such risks would include the types described by
(?asualty Actuarial Society listed below: 1. Hazard
F!Sk 2. Financial risk 3. Operational risk 4. Strategic
f‘lSk Enterprise Risk Management (ERM) approach
1S a first attempt to recognize the interdependencies
among risks and the treatment of risks across all
business operations. About Enterprise Risk
Management (ERM) The holistic approach that
characterizes the present trend of risk management,
referred to in some text as enterprise-wide risk
Mmanagement, enterprise risk management (ERM),
strategic risk management, or integrated risk
Mmanagement, is aimed at dealing with uncertainty
for the organisation. The rationale behind this
approach is that value is maximized when the
decision-makers sets strategy and objectives to strike
an optimal balance between growth and return goals,
and the related risks, and efficiently and effectively
allocate resources in pursuit of the entity?s
objectives. Barton et. al. stated that the goal of this
new approach is to create, protect, and enhance
shareholder value by managing uncertainties that
could influence the achievement of organisational
objectives. Enterprise Risk Management is clearly
distinguished from risk management and financial
risk management in the RIMS Executive Report,
2009. While risk management is described as a broad
term for the business discipline that is concerned
with the protection of the assets and profits of
anorganisation by either reducing the potential
before it occurs, mitigating the impact of a loss if it
occurs, and the execution of a swift recovery after
a loss occurs; Financial risk management is the term
often used by non-financial institution to describe
the mitigation process for their financial exposure;

Enterprise Risk Management on the other hand, is

—
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The Limitations of ERM

The COSO committee clears the air by statin
the observed limitations, discussing the misguide§
potion that with embedded internal controls, the
Organisation will achieve its objectives. ln, the
viewpoint of COSO, there are three distinct concepts
that must be regarded: 1. Risk relates to the future
which is described as being inherently uncertain. 2?
ERM can only provide reasonable assurance, and
does not provide that the objectives must be met. 3.
ERM cannot provide absolute assurance of
outcomes with respect to any one of the objectives.

Conclusion

ERM provides guidance for the leaders of
organizations t0 identify, assess, and manage risk
while at the same time growing the business.
Because the risks in the global economy constantly
change and evolve, ERM is a never-ending journey.
ERM requires strong commitment from C-level
executives and an effective process tailored to each

S ——

Enterprise Risk Management

organy,

ation' :
s umique culture. A company's

] ‘ .

I::(?\h:(;:'\‘:mm-] C.ﬂ‘n benefit from the ERM

(CMAS)La»ndlalﬂ(] ertified Management Accountants

to the proces0 [er ﬁna.nce professionals can bring

i "S.b n.thelr quest to "drive business
! . businesses should exploit the true

potential of ERM.
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it possible to analyse large volumes of unstructured
textual data from. Machine learning can draw
conclusions from large, disparate and complex data
sets and help make high-quality predictions from
operational data. Many companies are using
cognitive technologies to generate insights that can
help reduce costs, improve efficiency, increase
revenues. improve effectiveness, or enhance
customer service. Here are some industry examples:

Health: Clinical decision support systems that
propose diagnoses, suggest medical treatments, or

recommend patients for clinical trials are examples
of this.

Finance: Cogpnitive applications automatically
read and filter news and data to highlight information

that may influence a financial advisor's view of an
asset class or stock.

Retail: Many companies we work with are
using machine learning and cognitive analytics to
improve sales effectiveness and boost revenue. One
approach taken is automatically classifying
customers using a predictive algorithm into categories
that are likely to have similar needs or buying
patterns. The resulting categories can be used to
prioritise sales efforts and tailor promotions resulting
in substantial additional revenue.

Cognitive Analytics and Social Media
Analysis

Cognitive analytics helps companies to
improve their marketing and customer service.
Through the use of a social media sentiment
monitoring tool it is able to track and understand
what consumers are saying about the company and
its competitors. The tool, which incorporates natural
language processing technology, automatically
identifies salient topics of consumer chatter and the
sentiments surrounding those topics. These insights
influence the organization's decisions on setting fees
and offering consumer perks, and how customer
service representatives should respond to certain
customer inquiries about services and fees.
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TURE
FU OF FINTECH FOR FINANCIAL INCLUSION

-T Kiran'*

what i financial Inclusion?

tisthe action or state of including or of being

, cluded within a group or structure.

nthey have been selected for inclusion in the
1 other words a body or particle of distinct
composition embedded in a rock or other material.
[nclusion is a way of thinking and acting that
Jemonstrates universal acceptance and promotes a
sense of belonging for all learners.

scheme"-h

what is fintech

nancial technology FinTech for short
describes the evolving intersection of financial
services and technology.The term can refer to
startups, technology companies,or even legacy
s. The lines are blurring, and it's getting
harder to know where echnology ends and financial
services begin. computer programs and other
technology used to support or enable banking and
financial services. nfintech is one of the fastest-

growing areas for venture capitalists” Origin

Fi

provider

Future of Fintech for Financial Inclusion:

Seven Trends

Nearly four years ago, when Accion Venture
Lab made its first investment, W€ set out to fill @
seed-stage funding gap for innovative financial

inclusion startups around the world. Venture Lab

was a new initiative of Accion, our parent

Associate Professor, Aurora's PG College: Uppal.

organization that has worked for 50 years to builda
financially inclusive world. We believed then (as we
do n9w) that those startups could play a significant
role in leveraging technology to improve the quality
of and access to financial services for the
.underserved. Since then, Venture Lab has invested
in 24 startups worldwide. We've built 2 diverse
portfolio of companies covering a range of
.Services?-?including credit, payments, savings, and
insurance?-that are soid both directly to consumers
and small businesses, and to existing financial
institutions to increase their reach and efficiency.

The increasing importance of a meaningful

and delightful customer experience.

We believe customer experience is going to
become a key differentiator for fintech startups
focused on the underserved, particularly in a more
connected world with an increased number of
choices. Startups can succeed on this front by
financial products that
g. For example, savings
financial tool used
a lot of

designing sleek, simple
customers actually enjoy usin
circles are an age-old informal
by communities around the world. We see
power from these ubiquitous financial instruments,
however there ar¢ a qumber of bottlenecks to
making them more transparent and easy to
participate in- Digitized savings circles hold promise
of both recreating and simplifying this tool using
mobile phones and social networks, especially to
reach younger and more tech-savvy customers.

L —
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Innovative ways to 'social'-ize financial
products and services.

We're interested to see how this trend
translates to emerging markets. In some ways, it
isn't a new concept at all?-?microfinance institutions
have been using group lending models for decades
and. as mentioned above, savings circles have been

a common means of accessing capital around the
world.

Engagement as a two-way street between
financial institutions and their customers.

This creates a way for providers to get to
know and increase loyalty among their existing
customers as well as for newly banked customers
to build their financial capabilities. for example,
provides financial service providers with a mobile-
based conversation platform that engages customers

with content via SMS to build both trust and financial
capabilities)

The shift away from only increasing financial
access and toward improving financial health.

What does that mean for what we'll see in
fintech? New product offerings may, for example,
help individuals build financial capabilities in new
and interesting ways or manage their existing debt
better (our portfolio company, CreditMantri in India,
is doing that today by serving as a credit coach to
help consumers improve their credit scores; Digit
provides an automated savings tool that uses an
intelligent algorithm to identify small amounts of
money based on spending and income patterns).

An increasing emphasis on partnerships with
financial (and non-financial players) for scale.

Much of fintech's rise has been driven by a
belief in the "unbundling of banks"- that startups can
take on banks by leveraging technology to more

effectively and efficiently offer specific products
or services.

Using Blockchain technology in ways that 2o
beyond use of cryptocurrencies.

—

We will explore new opportunities in utilizing
blockchain technology to serve the underbanked?.
9whether that is to optimize internal processes, make
and verify transactions, or to improve data
management and security practic?s. Some POt?ntial
examples include providing an easier way to maintain
land rights data which can then serve as collatera|
for accessing credit

Continued experimentation around creating
and using alternative data to advance financial
inclusion.

We continue to be excited about the new
ways companies are leveraging data to personalize
financial services for the underbanked. For example,
there has already been a great deal done using
data?-%e.g., telecom data, utility payments,
government records, small business transactions?-
?for real-time, predictive credit scoring, but as recent
studies have shown, there are limits to certain forms
of data and the field is still learning what works and
what doesn't.

Future of FinTech and Banking -
Accenture

Global investment in financial technology
(FinTech) ventures tripled to $12.21 billion in 2014,
clearly signifying that the digital revolution has
arrived in the financial services sector. It is still
unclear whether this presents more of a challenge
or an opportunity for industry incumbents, but
established financial services players are starting to
take bold steps to engage with emerging
innovations.Embracing these themes and creating
the right foundations will allow banks to disrupt their
own business model rather than sit on the sidelines
watching challenger models disintermediate them.
But these themes also create challenges when it
comes to the rate of change and approach to risk
hardwired into the way banks currently adapt to
innovation. Anticipating this, banks are creating new
businesses within their existing structures that adapt
and collaborate to meet these challenges and make
better use, faster, of their enduring source of
competitive advantage-customer insight.
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Venture investing has always been at the
heart of the start-up innovation model. Now, more
than ever, established financial services firms are
taking this route to try and generate innovation for
their business.

Forging a bright future for Fintech and
Startups

The Union Budget 2017-18 came across as
a big push in India's transformation from a cash-
dependent economy to a truly digital economy. India
had been swift in its adoption of smartphones,
overcome the US to became the second-largest
market for these devices at end of 2015. However,
the country had not exhibited a similar agility in digital
adoption. The Finance Minister announced a string
of measures to fortify the digital infrastructure,

fasten digital adoption and facilitate financial
Inclusion,

Fu
ture of Fintech for Financial Inclusion

Money at

Your Fingertips
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ay is the
Aadhaar gy,

. abled p
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Payments from ¢y
With this app, eve
mobiles or e.ygj|

merchant version of the
ayment System. Merchants
ay would be able to receive
tomers just with their fingerprint.

n people who do not have cards,

ets would be able to make dio;
‘ % e digital
payments, This would boost fi y

= inancial inclusion and
ln.ucasc the tax base, Simpler payment practices
\\fl” eas‘e the effort currently involved in making
tr ansactlo'ns. Moreover, it would become easier fo:
small businesses to apply for loans and for fintech
lenders to tie loan repayments to payment receipts.

It was encouraging to see the rapid adoption
of the BHIM app. In roughly a month, this digital
payment app has been downloaded by almost 125
lakh people. The Finance Minister announced two
new schemes related to this - one providing cashback
to merchants using BHIM and the other as a referral
bonus to consumers recommending the app. As more
merchants are encouraged to use BHIM and
consumers play a role in spreading awareness of
the app, more transactions will become digitalized.

Building the Infrastructure

Without infrastructural support, no amount of
incentives can cause change. In recognition of this,
banks have been asked to launch 1 million new PoS
(point-of-sale) terminals by March and 2 million
Aadhaar-based PoS terminals by September. Apart
from banks, post offices and fair price shops will be
promoting cashless transactions, taking digital
payments to the grassroots. All duties have been
waived for manufacturers of PoS devices,
fingerprint readers, iris scanners and other biometric
payment devices. Additionally, 10,000 crores have
been allocated to Bharat Net, a project that is taking
high-speed broadband to Gram Panchayats in India.
All these strategically-designed measures would
strengthen the resilience of India's digital economy.
The ramp in digital payments would not only increase
the tax base but would help small business secure
more loans for their working capital needs. Fintech

459



e e |

S %
ervice Sector in India - Challenges and Issues

C\"]. A ] CS WO infi )
annrove 0 W ¥ A y A
. l TOVE '\ ans ¢\ on t“\ ‘C‘ {N\(l ( ”CI' ay (ll'itl Ur

hnm.\cml products based on frequency and type of
receipts., '

Discouraging Cash

While encouraging digital transactions,
Budget 2017-18 simultaneously discourages cash
transactions. Transactions above 3 lakhs are no
longer permitted to be made in cash.

The Finance Minister announced a reduction
of presumptive tax for SMEs with the annual
turnover of up to 2 crores, from 8% to 6%.
However., this reduction is valid only for receipts by
non-cash means.

Moving Online

The seriousness of the government to take
everything online is quite evident, from the FIPB
(Foreign Investment Promotion Board) permitting
the e-filing of FDI applications to the withdrawal of
service charge on e-tickets booked through IRCTC.
GST, which the Finance Minister announced would
be implemented as per schedule, would allow
registration and payment online.

Advantage Digital India

The government is targeting over 2,500 crore
digital transactions for FY18 through BHIM
Aadhaar Pay, IMPS and debit cards. The
importance of the success of digitalization can be
sensed by the tax figures released. Of 4.2 crore
people in the organized sector, only 1.74 crores filed
tax returns and of 13.94 lakh companies, only 5.97

lakh have filed returns.

These figures indicate how skewed the
system currently is. The initiatives being proposed
by the government will increase the tax base, the
tax rate can be reduced without impacting
government revenue. A further reduction in the tax
rate would be beneficial for businesses and the

economy: thus beginning a virtuous cycle of growth.

Digital India Means a Stronger India

Most businesses struggle to survive, not
because they can't be profitable, but because they
face severe cash-flow constraints for their daily
operations. While these businesses struggle,
traditional banks are reluctant to offer loans.

Budget 2017-18 has tried to address this by
doubling the lending target 1o 2.44 lakh crores. This
is in addition to the increase in government credit
guarantees for SMEs from | crore to 2 crores, as
announced by PM Modi in December 2016,
Moreover, the Finance Minister proposed tax
concession on provisions for non-performing assets
(NPAs) and 10.000 crores of recapitalization for
state-owned lenders.

While these measures are welcomed,
digitalization and the use of new-age technology are
most critical to alleviating the problem. The RBI
has already included lending NBFCs that are
powered by cutting-edge lending platforms into the
CGTSME (the credit guarantee scheme for SMEs).
Similar initiatives need to be taken to equip FinTech
lenders to help meet the unfulfilled credit demand
of over $250 billion among SMEs.

The provisions in the Union Budget 2017-18
appear startup and fintech friendly. An ever-
increasing number of startups are technology-
dependent. These startups are likely to experience
greater ease of doing business due to the heavy
emphasis on the Budget on digitization. Furthermore,
technological services will result in digital footprints
of SMEs and consumers, which Fintech lenders can
leverage to create and offer customized credit

solutions.
Conclusion

Based on the topic here I have to find money
is very important but using cash less money also
play vital role i.¢ using fintech service. To customer
gravience and easy to transfer Money with use of
technology such as Mobile Apps.quick transfers

.online bookings.
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