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Activity 1 — Describing Enterprise Risk Management 

Questions Answers 

1. Defined by some as the discipline by 

which an organization in any industry 

assesses, controls, exploits, finances, and 

monitors risks from all sources for the 

purpose of increasing the organization’s 

short- and long-term value to its 

stakeholders? 

 

2. What is the responsibility of the chief risk 

officer? 

 

 

 

 

3. In an ERM context, this is a combination 

of risks. 

 

 

 

 

4. Who are the stakeholders in an 

organization and who are the external 

stakeholders? 

 

 

 

 

5. An organization with a fully integrated 

ERM program develops this that to move 

information throughout the organization. 

It includes dialogue and discussions 

among the different units and levels within 

the organization. 

 

 

6. What are the three main theoretical 

concepts that explain how ERM work? 

 

 

 

 

 

7. What is perhaps the single largest 

impediment to successful implementation 

of ERM? 

 

 

 

 

8. What parties may be on a board risk 

committee? 

 

 

 

 

9. What is represented by the acronym 

COSO? 

 

 

 

 
 



 Enterprise Risk Management—Activities 2 

 

Copyright American Institute For Chartered Property Casualty Underwriters 

Answers to Activity 1 — Describing Enterprise Risk Management 

Questions Answers 

1. Defined by some as the discipline by 

which an organization in any industry 

assesses, controls, exploits, finances, and 

monitors risks from all sources for the 

purpose of increasing the organization’s 

short- and long-term value to its 

stakeholders? 

ERM 

2. What is the responsibility of the chief risk 

officer? 

The CRO’s responsibility includes 

helping the enterprise to create a risk 

culture in which managers of the 

organization’s divisions and units, and 

eventually individual employees, 

become risk owners. 

3. In an ERM context, this is a combination 

of risks. 

A portfolio. 

4. Who are the stakeholders in an 

organization and who are the external 

stakeholders? 

 Organization—employees, 

management, the board of directors, 

and shareholders 

 External—customers, regulators, and 

the community. 

5. An organization with a fully integrated 

ERM program develops this that to move 

information throughout the organization. 

It includes dialogue and discussions 

among the different units and levels within 

the organization. 

Communication matrix  

6. What are the three main theoretical 

concepts that explain how ERM work? 

 

 Interdependency 

 Correlation 

 Portfolio theory 

7. What is perhaps the single largest 

impediment to successful implementation 

of ERM? 

The traditional organizational culture 

with its entrenched silos 

8. What parties may be on a board risk 

committee? 

May consist of: 

 The full board 

 Audit committee, or a dedicated risk 

committee 

 Some public companies have formed 

an executive-level risk committee to 

assist the board in its risk oversight 

function 

9. What is represented by the acronym 

COSO? 

Committee of Sponsoring Organizations 

of the Treadway Commission 
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Risk Classifications 

Activity 1 — Describing Risk Classifications and Quadrants of Risk 

 Answers 

Questions 
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1. This type of may be quite different from the actual 

underlying risk that is present. 

    

2. Although a credit risk is particularly significant for 

banks and other financial institutions, it can be relevant 

to any organization with accounts receivable. 

    

3. These risks arise from trends in the economy and 

society, including changes in the economic, political, 

and competitive environments, as well as from 

demographic shifts. 

    

4. The perceived amount of risk based on an individual’s 

or organization’s opinion. 

    

5. This risk is not highly correlated and can be managed 

through diversification, or spread, of risk. 

    

6. These risks fall outside the hazard risk category and 

arise from people or a failure in processes, systems, or 

controls, including those involving information 

technology. 

    

7. This risk is correlated—that is, their gains or losses tend 

to occur simultaneously rather than randomly. 

    

8. A chance of loss or no loss, but no chance of gain.     

9. Systemic risk is the potential for a major disruption in 

the function of an entire market or financial system. 

    

10. Uncertainty over the size of cash flows resulting from 

possible changes in the cost of raw materials and other 

inputs (such as lumber, gas, or electricity), as well as 

cost-related changes in the market for completed 

products and other outputs. 

    

11. This risk arises from property, liability, or personnel 

loss exposures and is generally the subject of insurance. 

    

12. A chance of loss, no loss, or gain.     

13. These risks arise from the effect of market forces on 

financial assets or liabilities and include market risk, 

credit risk, liquidity risk, and price risk. 

    

14. The measurable variation in uncertain outcomes based 

on facts and data 
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Answers to Activity 1 — Describing Risk Classifications and 
Quadrants of Risk 
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1. This type of may be quite different from the actual 

underlying risk that is present. 

 S   

2. Although a credit risk is particularly significant for 

banks and other financial institutions, it can be relevant 

to any organization with accounts receivable. 

S    

3. These risks arise from trends in the economy and 

society, including changes in the economic, political, 

and competitive environments, as well as from 

demographic shifts. 

   S 

4. The perceived amount of risk based on an individual’s 

or organization’s opinion. 

 S   

5. This risk is not highly correlated and can be managed 

through diversification, or spread, of risk. 

  D  

6. These risks fall outside the hazard risk category and 

arise from people or a failure in processes, systems, or 

controls, including those involving information 

technology. 

   O 

7. This risk is correlated—that is, their gains or losses tend 

to occur simultaneously rather than randomly. 

  N  

8. A chance of loss or no loss, but no chance of gain. P    

9. Systemic risk is the potential for a major disruption in 

the function of an entire market or financial system. 

  N  

10. Uncertainty over the size of cash flows resulting from 

possible changes in the cost of raw materials and other 

inputs (such as lumber, gas, or electricity), as well as 

cost-related changes in the market for completed 

products and other outputs. 

S    

11. This risk arises from property, liability, or personnel 

loss exposures and is generally the subject of insurance. 

   H 

12. A chance of loss, no loss, or gain. S    

13. These risks arise from the effect of market forces on 

financial assets or liabilities and include market risk, 

credit risk, liquidity risk, and price risk. 

   F 

14. The measurable variation in uncertain outcomes based 

on facts and data 

 O   
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ERM Drivers 

Activity 1 — Describing ERM Drivers 

Questions Answers 

1. What are the major external drivers 

for ERM? 

 

 

 

 

2. Many organizations have begun to 

include risk evaluation as an 

essential part of this, and to realize 

the advantages of the broader view 

of risk management that ERM 

provides. 

 

 

 

 

 

 

 

 

 

3. Describe internal drivers.  

 

 

4. Describe SAS 115.  

 

 

5. What is risk appetite?  

 

 

6. Finish this sentence: 

By using ERM, an organization 

enhances its ability to … 

 

 

 

 

7. This is the amount of uncertainty an 

organization is prepared to accept in 

total or more narrowly within a 

certain business unit, a particular 

risk category or for a specific 

initiative. 

 

 

 

 

 

 

 

8. These agencies are now evaluating 

organizations’ ERM programs as 

part of their analysis. 

 

 

 

 

9. How does ERM affect the cost of 

capital and capital allocation? 
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Answers to Activity 1 — Describing ERM Drivers 

Questions Answers 

1. What are the major external drivers 

for ERM? 

 Legislation 

 Regulatory requirements 

 Risk management standards 

 Credit rating agencies 

 Investors 

 Social responsibility 

 Catastrophic events 

2. Many organizations have begun to 

include risk evaluation as an 

essential part of this, and to realize 

the advantages of the broader view 

of risk management that ERM 

provides. 

Strategic planning 

3. Describe internal drivers. Internal drivers include the desire for a 

comprehensive approach to managing risks 

that threaten an organization as well as 

recognition of ERM’s value in strategic 

planning. 

4. Describe SAS 115.  Requires external auditors of public 

companies to focus on a corporation’s 

internal controls.  

 Emphasizes the importance of risk 

assessment and the correlation between 

business risk and the entity’s strategy and 

objectives.  

 Identified deficiencies or material 

weaknesses must be reported in writing to 

management. 

5. What is risk appetite? Total exposed amount that an organization 

wishes to undertake on the basis of risk-return 

trade-offs for one or more desired and 

expected outcomes.  

6. Finish this sentence: 

By using ERM, an organization 

enhances its ability to … 

…select the most appropriate methods of 

deploying capital  

7. This is the amount of uncertainty an 

organization is prepared to accept in 

total or more narrowly within a 

certain business unit, a particular 

risk category or for a specific 

initiative. 

Risk tolerance  
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Questions Answers 

8. These agencies are now evaluating 

organizations’ ERM programs as 

part of their analysis. 

Credit rating agencies  

9. How does ERM affect the cost of 

capital and capital allocation? 

 Cost of capital—Reduce the overall cost 

of capital 

 Capital allocation—Optimize capital 

allocation by evaluating the positive and 

negative aspects of risk in all major 

decisions. 

 


