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ABSTRACT

Enterprise riskmanagement (ERM) is a relativelynewconcept for a project-basedorganization
thanforafunctionalorganization.Aproject-basedorganization,ingeneral,facesseveraldifficulties
intheimplementationofERMduetothediversityofriskassociatedwithseveralprojects.Froma
systemthinkingperspective,aproject-basedorganizationneedsanintegratedapproachtointerrelate
the isolatedprocesses of diverse projects.The issues are related to fuzzypicture of integration,
suchas,thedifferencebetweenERMandPRMprocesses,howtointegratethetwoconcepts,what
happensifintegrationprocessgoeswrong,aswellasissueswithrisktechnologiesandchangein
riskculture.ThearticleprovidesinformalandformalapproachestointegrationofERMandPRM.
Successfulintegrationrequiresnotonlyanunderstandingthevalueofintegration,improvementin
riskculture,butneedsalearning-basedapproachtoimproveriskexpertise,interaction,teambuilding,
anddecisionmaking.
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1. INTRodUCTIoN

IntegratingProjectRiskManagement(PRM)intoEnterpriseRiskManagement(ERM)isamulti-year
progressivejourneywithalong-termvaluetoallstakeholders.ERMisabroadandcomplexconcept
whichrequiresunderstandingofaninterrelatednessamongintegratedriskswithinanorganization
(Agarwal&Ansell,2016).

ERMandPRMdifferfundamentallyonthebasisoftheuniquepointofviewofanalysingrisk.
ERMisaholisticapproachtomanagerisksuchasoperationalrisk,marketrisk,projectriskand
manyothersbyinvolvingallseniormanagementintheorganization.Projectriskmanagementrather
providesamoregranularapproachtoassessandmanagerisksataprojectorportfoliolevel.Fora
project-basedcompany,possibilityofaggregationofprojectrisksislikelyduringvolatileandcrisis
situation.Currencyfluctuations,economicsanctions,andliquidityissuesinparticulareconomymay
leadtoseriesofmid-termdelays,costoverruns,andcancellationofprojects.Insuchsituations,a
proactiveapproachtointegratePRMintoERMismorebeneficialthanareactiveapproachofdealing
withissues(Virine&Trumper,2007,VirineandTrumper2013,Hillson,2003).

Riskmanagementisconsideredasanessentialandkeydisciplineofprojectmanagement.It
enablesmanagerstoeffectivelyidentify,assessandcontroltherisksofprojects(Kutsch&Hall,2010).
Aproject-basedcompanyisexpectedtomanagerisksbothatthecorporatelevel(macrolevel)andat
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theprojectlevel(microlevel).Atthemacrolevel,riskmustbeaggregatedtoprovideholisticview
whereasatthemicrolevelprojectspecificoperationalriskshouldbegivenpriority.

In the last twodecades, there is a shift in thinkingof theway risk tobemanaged.A large
numberofprofessional institutions, consultancycompanies suchKPMG,E&Yandcredit rating
agenciessuchasStandard&PoorhavestartedthediscussiononERMframeworks,standardsand
providedthepracticalguidefortheimplementationofERM.ERMisabroadertermwhichextends
EnterpriseProjectManagementasitenablestheboardofdirectorsofthecompaniestomanagerisk
anduncertaintyattheenterpriselevel(Dinsmore,1999).Managingriskattheenterpriselevelis
differentthanmanagingrisksattheprojectlevel.

ERMconsidersallrisksinaholisticmannerconsideringorganizationalobjective(Bromiley,
McShane,Nair,&Rustambekov,2014;COSO,2004).Underthisapproacheachofriskclasssuch
asmarketrisk,operationalrisk,reputationalriskorcomplianceriskisapartoffirm’soverallrisks
portfolio(Beasley,Clune,&Hermanson,2005;Hoyt&Liebenberg,2011;Nocco&Stulz,2006;
Pagach&Warr,2010).

MultiplereportingofsimilarrisksfromdifferentprojectstoCFOofthecompanyisoneofthe
majorreasonswhyERMcameintoexistenceandovercomeoneofthedrawbackofPRMtomanage
risksin‘silos’.Forinstance,everyprojectmanagerisexpectedtoreporttoCFO/CROproject-specific
risksandcorporaterisks.Corporaterisksareusuallycommonacrossprojectsandrepetitiveinnature.
ERMsupportsacollectivedecisionmakingbytheboardofdirectorsandseniormanagementofthe
company.Itimprovesfromseparatistapproachtocollectiveapproachofrisk-baseddecisionmaking.

SomeorganizationsadoptERMasacontinuousdevelopmentapproachwithanaimtoenhance
theirorganizationriskcultureandrisk-basedcapabilities.Forexample,toreduceriskconcentration
inoneparticulargeographysuchasEMEA,acompanywouldliketopromoteitsnumberofprojects
inanewmarketsuchasAsia.Insuchacase,acompanyneedstoimproveitsrisk-basedcapability
andknowledgeinnewgeography.Ifprojectmanagersareinvolvedintheplanningstage,theyfeel
moreownership.Oncetheriskisincludedinorganizationalstrategicdecisionmaking,itbecomespart
oftheculture.ExpertadvicefromCROorHeadERMaddsvalueinevaluatingprojectriskatmore
strategiclevel.Moreover,inculcationofsoundriskcultureprovidesvisibilitytothevalueofERM.
Italsopromotesengagementofprojectmanagersinplanning,implementationofriskmanagement
notonlytopreventandminimisetheriskbutalsotorealisethegainsandopportunities.Thereafter,
ERMisnotseenasanadministrativeburdenratherERMisintegratedwithstrategicdecisions.At
this level,anorganizationwelcomesinternalandexternalauditswithanapproachtocontinuous
improvement(DiscussedinSectionI).

Section 2 of the paper highlights what ERM is, its framework and components. Given the
ambiguityandthediversityofERMdefinitions,thissectionpresentstwohighlyciteddefinitionsof
ERMandimportantelements.Section3brieflydiscusseshowprojectandportfolioriskmanagement
becomeasasubsetofERM.Projectandportfolioriskmanagementisthepracticeofidentifying,
analysing,planning,monitoringandcontrollingproject risks.ERMhasa larger scope including
managingrisksrelatedtooperation,finance,andgovernance.Managingprojectsunderuncertainties
ischallengingandtherefore,discussedinthesection3withseveralreal-lifeexamples.Thisisfollowed
byadiscussionoftheinvolvementofstakeholdersandriskclassification.Issuesandopportunities
inintegratingPRMintoERMincludingseveralillustrationswillbediscussedinsection4.Section5
providesdetailsofstagesofintegrationofPRMintoERM.Thissectionisclosedbybravelymaking
recommendationstointegratePRMintoERMineffectivemanner.

2. ERM dEFINITIoN, FRAMEwoRK ANd CoMPoNENTS

ThereisnouniversallyaccepteddefinitionofERM,howeveranumberofrecurringthemes/terms
appearinanERMcontext.Termslike‘holistic’,‘integrated’,‘top-down’,‘strategicapproach’and
‘value-driven’consistentlyappearinthevariousdefinitionsfoundinERMliteraturewidelyavailable
today.
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