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The basis of corporate finance is the concept of creating value in excess of your cost of 
capital or alternative use of that capital. In an uncertain world, Management marshals the 
resources of the company and taps the market, sets objectives for how to create value, and 
delivers on those objectives. Success is not guaranteed, which introduces risk: risk is any 
uncertainty that could lower value and diminish success of the enterprise. Value is what 
matters to the organization, such as mission, financial goals, customer satisfaction, etc.

The CFO role in risk management is recognized at the board level. Already, 89% of CFOs 
report to the board on risk topics, and for 31% of companies, the Audit Committee is the 
primary location for risk oversight.1  The CFO is the steward of company’s capital resources, a 
role that once focused solely on control and accurate reporting of assets, and now has grown 
to the forward-looking deployment and re-deployment of capital to grow value. 

As a direct report of the CFO, FP&A already provides numerous risk management activities: 
seeding the strategy throughout the organization through budgets, forecasts, investment 
analysis, operational analysis, and performance reporting. As Peter Drucker wrote:

“Strategic planning is the continuous process of making present entrepreneurial (risk-taking) 

decisions systematically and with the greatest knowledge of their futurity; organizing 

systematically the efforts needed to carry out these decisions; and measuring the results of 

these decisions against the expectations through organized, systematic feedback.” 

FP&A is a natural connect to risk management because we constantly deal with volatility, 
uncertainty, complexity and ambiguity from efforts to forecast and project financials forward. 
The coronavirus crisis has highlighted the importance of integrating fast, informed planning to 
strategically and tactically align finances and operations to react to risk events.

Trends in risk management also bring FP&A and risk closer together. In recent years, the risk 
management field has been moving in a similar direction to finance, broadening its scope 
from event-driven losses to a forward-looking view of risk as anything that obscures the 
pursuit of value. 

“Finance people are good business people, not just bean counters,” says Paul Sobel, Chair of 
COSO. Both FP&A and risk can seize this opportunity to create two significant benefits: 

• FP&A can improve their craft by incorporating risk management principles

• FP&A can contribute to the risk management process.
 

FP&A IS ALREADY IN THE “RISK” GAME 1
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RISK MANAGEMENT AND FP&A ARE GROWING CLOSER

Risk management is a structured program that balances the pursuit of value against the potential for loss.

RISK FP&A

Two well-known risk management methodologies have updated their 
language in recent years to explicitly tie risk and value creation: 

COSO 20172: “Risk is the possibility that events will occur and affect the 
achievement of objectives.”

COSO’S ENTERPRISE RISK MANAGEMENT FRAMEWORK: INTEGRATING 
WITH STRATEGY AND PERFORMANCE describes enterprise risk 
management as the culture, capabilities and practices, integrated with 
strategy-setting and performance that organizations rely on to manage 
risk in creating, preserving and realizing value.

ISO 31000 RISK MANAGEMENT3 defines risk as “the effect of uncertainty 
on objectives,” and emphasizes that managing risk can assist organizations 
in setting strategy, achieving objectives, and making informed decisions, 
and that it is critical to manage risk when decisions are being made, rather 
than after the fact.

FP&A definition of risk, per the AFP FP&A Certification study materials: 

“Risk is embodied in the degree of volatility in factors that can affect the 
organization’s key measures of value, which may include earnings per share, 
cash flows, return on capital and the value of portfolios of financial instruments. 
Both risks and opportunities must be recognized and managed.

“Making strategic decisions with an awareness of risk is to engage in trading 
the possibility of loss or the possibility of gain. Without risk, there can be no 
gain. The ‘trick’ of managing risk is to minimize the downside risk of loss while 
maximizing the upside risk (gain).”

The discipline of risk management can help a company in many ways, including:

• Increase the probability of successful execution

• Mitigate uncertainty around activities

• Deal with risk in a rational and cost-effective manner

• Be more efficient, profitable and transparent

• Maintain compliance with laws and regulations

• Secure external capital

Risk and finance are focused on the same operational business partner. 

Risk management processes are evolving and moving closer to the front 
line of the business. 

In jargon, risk organizations are transferring the ownership of risk to the 
business owners, called the first line of defense, and support them with 
structure, training and oversight provided by the second line, which lay out 
the guidance and plans. The second line includes individuals such as risk 
managers, legal and regulatory compliance groups, etc. Internal Audit is the 
third line of defense, providing independent and objective assurance that 
policy, procedures and processes are followed appropriately. 

The evolution of the CFO has created the need for FP&A to become a trusted 
advisor to the business, contributing to decisions and providing insight. 
Capital reallocation, increased forecast frequency, real-time reporting and 
analytics all contribute to the need for finance to partner with the business 
and proactively contribute to the team.

Tactically, partnership may include the following: 

• Business owns the forecast/budget, FP&A facilitates the process and 
provides effective challenge to the business

• Collaborative, integrated planning across the entire enterprise

• Financial and operational planning cycles are in sync; capital and 
operational expenses are linked in financial outlook.

Structurally, FP&A often aligns itself with the business through decentralized 
teams embedded in the business and a centralizing corporate team.

2
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Risk and finance pursue value by focusing on business objectives.

RISK FP&A

In the past, risk might have been seen as an adverse event in a variety of 
areas, including credit risks such as counterparty non-delivery of obligations, 
market risks such as changes in interest rates, or incidents such as floods, 
broken machinery, or regulatory non-compliance. The typical response was 
to “lay off” the risk via insurance or hedges, increase financial reserves, or 
institute process checks. 

The definition of risk has expanded to operational risk that relates to people, 
technology, internal processes, external events, and really anything else not 
otherwise categorized. 

With the focus on meeting business objectives and creating value, risk has 
moved to board-level discussions. In a recent survey by the National Association 
of Corporate Directors, the second and third most common concerns among 
boards were strategy (63%) and strategy development (61%).4  

The term “CFO” was rarely used until the 1970s because finance was 
synonymous with accounting—the recording of financial transactions, 
reporting the financial position of an entity, and ensuring that capital 
controls are in place so that money is available when called upon. 

The CFO’s role has evolved to apply the financial acumen towards forward-
looking activities by partnering with the business to drive decisions and 
create value for customers and shareholders. FP&A is an outgrowth of this 
need for finance to specialize in future allocation of capital and resources 
to their most productive use. 

Enhance 
enterprise value

Prevent
operational
failures

Reduce event severity

Drive 
decisions to 
shape events 
and create 
value

Forecast 
what will 
happen

Explain why 
it happened

Record 
of what 
happened

Change in Risk over time

Strategic Planning Cycle

Change in Finance over time

Performance Strategy

Business
Analysis

Goals and 
Objectives

RISK MANAGEMENT AND FP&A ARE GROWING CLOSER2
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Define and apply risk appetite and risk tolerance.

RISK FP&A

A risk appetite statement describes the nature and amount of risk that a 
company is willing to accept. It should guide the board and management 
decisions, and apply to both upside growth or downside loss that a 
company is willing to accept in pursuit of its objectives. Risk tolerance is 
the defined limits of the risk appetite as applied to different risk classes in 
the taxonomy (below).

As Lucy Nottingham, Director, Marsh & McLennan Insights explains: an 
organization’s risk appetite is influenced by various parameters, including 
financial structure, economic volatility and market competition. It is 
important that board and the management have a discussion and common 
view about how volatility and risk the company will accept and what 
shareholders will bear – both upside and downside. There can be a risk on 
the upside, such as ability to meet success or shareholders setting ever 
higher expectations. 

Risk appetite shapes the risk profile of the organization—the growth or 
diminishment of products, services, markets, infrastructure and yes, even 
risk management investments. 

Risk appetite parameters can be expressed qualitatively or quantitatively, 
generally or with specificity in various categories of risk. This implies the 
need for a risk taxonomy, discussed below. As enterprises define risk in 
more detail, they can create threshold and limit around their key drivers, 
such as return on capital or cash generated. 

FP&A is best positioned in the company to apply the risk appetite 
throughout the company. Corporate FP&A can ask, does the plan align 
with the limits imposed by the board for different classes of risk? Does the 
consolidated forecast show us attaining the plan? 

Decentralized FP&A teams can break down the goals for business and 
product lines, and measure frontline progress. Knowing the tolerance 
for risk in different areas assists in selecting projects and composing the 
optimal portfolio. 

Management reporting should align with risk appetite and related 
tolerances, highlighting acceptable variation in performance and 
opportunities to rebalance the risk-return tradeoff. 

HOW CAN RISK METHODOLOGIES IMPROVE FP&A?3
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Link risks and performance to financial commitments and flexibility.

RISK FP&A

Companies pursue value for their stakeholders, and risk is any uncertainty that could lower that value. The following image shows that the forecast is the 
expected future earnings from company activities; upside or downside events will impact the ability to meet various commitments and pursue and deliver 
value to stakeholders.

5 Source: Oliver Wyman, Unlocking the True Potential of Enterprise Risk Management

HOW CAN RISK METHODOLOGIES IMPROVE FP&A?3
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Leverage risk taxonomy and risk identification to forecast.

RISK FP&A

A risk taxonomy is a comprehensive, common and stable set of 
risk categories that is used within an organization. By providing a 
comprehensive set of risk categories, it encourages those involved in 
risk identification to consider all types of risks that could affect the 
organization’s objective.6 It allows the business to ask, What types of risk 
do we want to accept or defend against? It also allows the organization to 
consider risk drivers that may accelerate risks across categories.

Finance can tap into this taxonomy and gain several benefits. The hierarchy 
and structure can allow FP&A to gain a broader understanding of where 
risk can impact the company and the nature of the impact on specific 
business units. Identified and agreed-upon risks can inform sensitivity and 
scenario analysis, and threats to the plan. 

As the first line operational team becomes more fluent in the lexicon of 
risk, they can share the same language with FP&A, which can enhance the 
ability to become a good business partner. FP&A have discussions with the 
business on specific risk areas where they can contribute, and demonstrate 
operational understanding. 

Especially in organizations where the risk function is not well defined, FP&A 
may be the one to demonstrate the value of leveraging the risk taxonomy 
for risk identification, mitigation, and action planning, working hand-in-hand 
with the operational teams to embed risk managing activities. 

HOW CAN RISK METHODOLOGIES IMPROVE FP&A?3



7 AFP GUIDE: Increasing FP&A’s Effectiveness by Integrating Risk Management

Identify and quantify risks. 

RISK FP&A

Here is an example of how a risk team approaches an operational risk:

Company X has a warehouse and is subject to several Occupational Safety 
and Health Act (OSHA) rules to protect the safety of its employees. Failure 
to satisfy these rules could lead to various types of sanctions, ranging from 
fines to shutting down the warehouse. This risk is an example of operational 
risk, and is a cost of doing business; that is, the business accepts this risk 
if it wants to continue its warehouse department. The potential sanction is 
called the inherent risk, because it is involved in doing business, and if it is 
quantified, is going to be some factor based on the likelihood of sanctions 
and the impact of the sanctions. However, this risk does not exist in a 
vacuum; Company X has put several internal controls in place to mitigate 
the likelihood and severity of sanctions, such as training for all staff, internal 
safety operators, and process audits to ensure that safety procedures are 
followed. These mitigating factors lead to a residual risk, the impact that 
cannot be managed away, that is less than the inherent risk.

In addition, many risk teams create risk registers or event databases that 
collect historical events and the impacts to the organization. 

Finance can leverage the extensive research and experience that risk has 
performed in several ways. Event databases can provide documented 
exposures for various projects; risk quantification can be factored into 
models and forecasts, and expert examinations can lower risk in projects.  

For example, as one risk manager at a large company noted, “I can add a 
lot of perspective on new product launches, but I want to be brought in six 
months ahead of time. It is a challenge to get a full review if I only know of it 
in the last six weeks.”

KEY POINT OF DIFFERENTIATION: There is a significant difference in how 
risk and finance quantify risk events. Most risk managers view the world 
through the lens of “what can go wrong, and how bad it could be.” They 
are trained (and incentivized) to protect against negative events. 

Finance thinks of “risk and reward,” that every dollar spent either creates 
or destroys value. Finance should be careful not to accept all risks and 
controls at face value, as that may overstate the exposure and lead to 
excessive conservatism and costs. 

HOW CAN RISK METHODOLOGIES IMPROVE FP&A?3
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The financial forecast is the current value of expected performance, including risk impacts. 

RISK FP&A

Driver-based planning requires understanding the business and can make reforecasting efficient.

Driver-based modeling and planning use operational drivers to predict 
financial results. “The core idea is to identify independent variables that allow 
you to plan and forecast the dependent variable or outcome measures,” 
Philip Peck, Vice President, Finance Transformation and Advisory Services 
at Peloton, explained. “Focusing on those operational drivers enables an 
organization to understand, plan around and influence those critical elements 
that have the greatest impact on financial performance.” 

In his presentation at FinNext 2020, Pete Geiler, Supply Chain Business 
Director at Stanford Health Care, noted how a proliferation of drivers can 
distract from the key business drivers while increasing the burden of data 
collection and analysis. “I was on a team where operations management 
proposed FP&A build forecasts around 17 drivers; this would have required 
additional FTE employees to accomplish! Instead, FP&A calculated the 
mean, standard deviation and coefficient of the variation for the data set and 
narrowed it down to one.”

FP&A distills the risk universe into forecasts at multiple levels of the entity 
(corporate, unit, product/services, etc.) that summarize the collective 
understanding of risks and controls. The forecasts identify levers of financial 
flexibility should they occur are net of reserves, insurance, hedges, etc. 
It could also include range forecasts instead of single point estimates to 
indicate uncertainty and unknowable elements. This will help the company 
manage volatility.

Risk teams develop the universe of potential risks that could happen 
across the business. The risks are broad and often conceived on a 
“worst-case” scenario. 

In a 2013 report, Oliver Wyman noted that “more than 80% of volatility in 
earnings and financial results comes from the top 10-15 highest-impact 
risks facing a company. Focusing on managing those risks and integrating 
information across functional areas improves the strategic benefits and can 
reduce the cost of an ERM program.”

TACTICAL AREAS OF INTERSECTION4
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STRESS-TESTING: Sensitivity analysis and scenario analysis expands thinking beyond expected environment and models.

RISK FP&A

Probabilistic and risk-adjusted analysis expand thinking by showing multiple potential outcomes.

Analysts build models to estimate outputs relative to inputs; sensitivity 
analysis should measure the effect on outputs when various drivers and 
inputs are changed. 

Scenario analysis measures the effect on outputs when multiple input values 
are changed simultaneously, allowing you to examine the complexity and 
interdependencies of various stimuli. Scenarios are expressed as stories that 
describe realistic, contrasting and relevant potential business conditions 
and countermeasures. Done correctly, they spur integrated planning among 
a broad team that can share risk awareness and response plans across 
departmental silos to counter potential challenges.

The purpose of stress testing is to ensure enterprises “have sufficient capital 
to continue operations throughout times of economic and financial stress 
and that they have robust, forward-looking capital-planning processes that 
account for their unique risks.” Federal Reserve, Comprehensive Capital 
Analysis and Review. 

Sensitivity analysis evaluates the impact of specific independent events on the 
overall value or key drivers. The threat is examined in isolation to understand 
extreme examples. 

Scenario analysis is “a systematic process of obtaining expert opinions 
from business managers and risk management experts to derive reasoned 
assessments of the likelihood and loss impact of plausible high-severity 
operational losses.” – The U.S. Rule for Risk Based Capital Standards: 
Advanced Capital Adequacy Framework, 2007

Deterministic or spot forecast implies that the output is a direct correlation 
to the inputs. The challenge is that we may not know all the inputs, estimate 
them precisely, or understand how they change over time. Even when we do, 
we risk adding a veneer of science over the art of estimation. 

DJ Masson, FP&A, CTP, Professor of Finance at the Kelly School of Business 
at Indiana University, in his FinNext 2020 presentation, noted that there 
are alternative approaches that are non-deterministic. “FP&A has been 
responding to deterministic forecasting with probabilistic forecasting. For 
example, Monte Carlo simulations conduct multiple (e.g., 10,000) trial runs 
of a model and tweak the variables based on a probability distribution. 
The intent is to show the most likely output, but also a range of potential 
outputs.” He also demonstrated how decision trees and option valuation 
could produce a range of answers differ from a NPV, which assumes only one 
pre-determined path on a set of single-point inputs.

Single point does not show the possible outcomes and may hide the 
downside potential. “A risk can have multiple ‘consequences,’ each having 
its own impact assessment. Some of it will be financial in nature – such 
as operational losses for instance, but others might be qualitative like 
reputational consequence,” says Thomas Frénéhard, Senior Director, Finance 
and Risk Solutions, for SAP. “The intent of risk management is to reconcile 
these inputs through human expertise and also more advanced/mathematical 
methods (e.g., Monte Carlo simulations) to provide executives with an overall 
exposure to make an informed response to the question: ‘Is the overall cost of 
the risk above the risk appetite?’” 

TACTICAL AREAS OF INTERSECTION4
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KRIs and KPIs overlap in relation to goals and reporting.

RISK FP&A

Forecast frequency and forecast process excellence can lead to fast updates and proactive responses to actual, unexpected results. 

ROLLING FORECASTS: The obvious reason for rolling forecasts is to view 
opportunities and challenges beyond the current fiscal year and emphasize 
long-term, value-maximizing behavior over short-term, bonus/target-based 
decisions. All business models, and especially those based on customer 
lifetime value and recurring revenue recognize, benefit from a forecast that 
reflects the expected value. 

RE-FORECASTING: Budgets and forecasts grow stale as new data becomes 
available. A company should reforecast in accordance with its ability to make 
decisions and take actions in the marketplace. 

EVENT DRIVEN FORECAST: Achieving the operational rhythm and 
organizational muscle to develop good forecasts becomes more important 
when either negative or favorable events happen and FP&A is called on to 
create an out-of-cycle forecast. An economic shock can reverberate for 
months or years, and finance should be ready to generate a new forecast 
that contributes to the organizational response. 

Key performance indicators (KPIs) answer the question, “How are we 
tracking against our goals?”

FP&A’s portfolio of indicators keeps expanding and includes a mix of 
performance measures, metrics and key metrics. These are generally a mix 
of leading and lagging; input, process and output; internal and external to 
the enterprise. 

Key risk indicators (KRIs) answer the question, “How will we know if a risk 
event is occurring or imminent?” 

KRIs are indicators used to measure risks that the business is exposed to, like 
an alarm that goes off when the company’s risk exposure exceeds tolerable 
levels. In this way, KRIs help you take early action to prevent or mitigate 
crises. Examples might include:

• FINANCIAL KRIS: economic downturn, regulatory changes

• PEOPLE KRIS: high staff turnover, low staff satisfaction

• OPERATIONAL KRIS: system failure, IT security breach

Strategy is almost always a long-term vision, with objectives in the current 
fiscal year, medium-term and long-term, and so the forecast should roll out 
to continuously measure against these different time frames.

Scheduled reforecasts during the year can be seen as part of the overall 
performance measurement efforts against objectives.

In addition to likelihood of occurrence and residual impact, risk often thinks 
of events with vectors of velocity (speed of impact to the business) and 
duration of the event.

TACTICAL AREAS OF INTERSECTION4
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FP&A can join risk groups at the appropriate levels in the enterprise, senior (strategic) and operational (tactical).

RISK FP&A

FP&A should recognize the various levels of risk management and 
engage accordingly. 

At senior levels, FP&A and the CFO can inform strategy, and also seed 
the strategy and risk appetite into the business plan, performance 
targets, and investments. They can then enforce the risk tolerance.

At operational levels, FP&A can gain valuable information and insight 
from the risk view and risk data. For companies with existing risk teams, 
they can get involved with the working groups, the business line CFO, 
and the operational teams. 

In the absence of a risk organization, Finance is often the de facto leader. 
It is then incumbent on FP&A to apply risk thinking to their activities.

Risk management happens at different levels in the organization. For 
example, Barbara Landes, former CFO, Treasurer and SVP of Corporate 
Services of Public Broadcasting Service (PBS) began with strategic 
risks at the top of the house: “Our risk process was both qualitative and 
quantitative. It started at the senior management level with questionnaires 
to define potential risk areas, and also included confidential individual 
interviews with about what could threaten their ability to meet their 
objectives. Each high impact risk required a thoughtful mitigation plan with 
expected cost to which had to balance against the growth opportunities 
that we saw.” These plans factored into the business plans performance 
targets and investments.

Audit

Legal

Regulatory Compliance

Risk

Operations

Supply Chain

Other

Senior Level 
Risk Steering 
Committee

HOW FP&A AND RISK CAN WORK TOGETHER5
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Align the risk and planning calendars.

RISK FP&A

Combine finance and risk presentations at the board level.

Landes continued: “We changed our board meeting calendar to better align risk and planning calendars. The output of the  risk meeting with the Audit 
committee and Board informed strategic planning which informed  budget and business planning meetings.” The board process can be represented as follows:

Risk
Analysis Strategy

Plan 
(long term, 
short term) 
and targets

Results
Measure,
adjust,
reforecast

The first two steps of the risk process below feed into the first steps of the planning process where the business determines what value to pursue and what 
threats can inhibit that value. The third steps also align as the Risk Response is included in the Finance Plan, and monitoring, measuring and reporting match 
the ongoing steps as well:

Risk
appetite

Risk 
identification

Risk 
assessment,
response, 
controls, 
residual

Monitoring
Measure,
and 
reporting

77% of companies schedule enterprise risk at least once on their board meetings’ agendas over the past year.7  However, as Lucy Nottingham noted, the risk 
and finance presentations can become disconnected on the board agenda. While a risk leader may deliver the message to the board, FP&A should team with 
them on crafting that message and the board should know of FP&A’s role/involvement.

HOW FP&A AND RISK CAN WORK TOGETHER5
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Quantify the control structures.

RISK FP&A

Help risk break out of silos.

Speaking the language of risk means understanding the control structures 
that are in place, and especially the cost efficiency of those controls. 
FP&A can add value to the risk and operations teams by analyzing the 
cost-benefit trade-off that comes with layers of controls. It is possible to 
spend more on controls than the risk being avoided or mitigated!

Risks will always exist, and it is possible to create additional layers of 
internal controls through review, process checks, and other forms of 
oversight. However, these can come with additional costs in the form of 
slowed processing, additional staff, or software automation. At some point, 
the cost of controls can outweigh the benefits and stifle growth. 

“Rarely is the cost of a control documented,” said Thomas Frénéhard from 
SAP. “For a risk manager, the cost of control is zero, but the personal cost 
of a risk occurring on their watch is tremendous. This leads to duplicate 
controls…at one client, we found 48 percent of controls were redundant!” 

FP&A has both a business unit and central corporate view, and can help 
to bridge different parts of the business, data and reporting. 

While ERM strives to work across the business, in many places it is still 
heavily siloed. Data repositories are often spreadsheets in different 
departments, and manual reporting limits aggregation and analysis. Paul 
Sobel, Chair of COSO, notes that “it is important to look holistically at 
the business and take a portfolio view of risk; some risk could influence 
others, and you may find natural hedges that help in other parts of the 
organization.” Finance is in a position to assist this effort.

HOW FP&A AND RISK CAN WORK TOGETHER5
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A risk-based audit plan should include FP&A.

“Assuming it is a risk-based audit plan, then an audit of FP&A recognizes 
and publicizes how important FP&A is to effective risk management. An 
audit is a good thing!” opines Paul Sobel, Chair of COSO. 

FP&A is the department assigned the role to manage the planning, 
forecast, financial analysis, and some management reporting processes. 
It should be staffed with qualified professionals using appropriate tools. 
FP&A should report to the CFO, not to accounting, in order to maintain 
its forward-looking perspective on the business. 

Recognize the important role that FP&A plays in risk management and 
include this group in the audit plan. 

COSO advises companies to establish operating and organizational 
structures. Risk management frameworks focus on the need to develop 
“operating structures in the pursuit of strategy and business objectives.” 

Boards can fulfill their risk and fiduciary duties by making sure that 
their FP&A teams are well structured, qualified, and working closely 
with risk teams.

Creating an accessible, single source of truth.

RISK FP&A

Finance often struggles with disparate data systems and manual 
transformations, but the creation of new enterprise/corporate 
performance management software platforms aims to address these 
challenges. A well-designed and implemented performance management 
platform can mitigate the need for unnecessary controls in FP&A that may 
exist because legacy planning, reporting, and analysis activities depend 
on fragmented, disparate Excel solutions where errors, omissions, and 
incorrect results may be outcomes. In this environment, organizations 
often put in place manual workarounds and then extensive reconciliation 
and validation controls that would not be needed in an environment 
where a robust solution existed.

At the operational level, Risk often struggles with disparate data and 
manual event databases (spreadsheets) that are maintained in each 
department. The creation of new governance, risk and compliance (GRC) 
software platforms aims to address these challenges.

HOW FP&A AND RISK CAN WORK TOGETHER5
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“Our risk management process is indistinguishable from our regular operations,” says Mike 

Powers, Senior Manager, Treasury & Risk at Abt Associates. Abt analyzed its business 

operations and determined a set of broad categories (currently 4 in total) where they take 

actions to achieve their company mission “to improve the quality of life and economic 

well-being of people worldwide.” 

The four categories are business generation, human capital, operations and compliance, and 

finance. These areas are currently disaggregated into eight goal statements and 21 specific 

measurable targets. All are reviewed for relevance and subject to change over time. In some 

cases, the targets look like risk indicators with specific guardrails, for example, “no more 

than X% of revenue from a single customer.” In other cases they are simple metrics, such as 

time to fill positions. In all cases, they are what the company uses to determine its long-term 

stability and ability to achieve its goals.

“It took about six or seven years to get here,” says Powers. “We started with a risk 
taxonomy, although that is a scary word, so let’s just call it a common language of risk.” The 

CFO led an effort to talk about the business with a common vocabulary and drive that into 

metrics and individual goals. Over time, it became more structured. 

Then, it became part of the planning cycle. “We start our planning cycle with a five year 

long range plan, and the budget is the first year of that plan.” As Abt models the plan and 

subsequent forecasts, they model the impact on the same set of targets and review them 

throughout the year at each quarterly business review. 

The effort was initiated by the CFO and enacted through FP&A. “The FP&A Team was 

already considered a trusted partner in the organization – in effect the official scorekeeper. 

Getting the FP&A team involved help to keep stakeholders focused on assessing risk as 

opposed to challenging the data.” 

Powers noted that he has seen a few paths to failure. “Risk programs will fail if they 
are just a ‘check the box’ exercise where managers go through the motions instead of 

really analyzing their operations. This tends to happen when risk is considered a simple 

compliance task rather than really integrating it into their business.”

CASE STUDY: MAINSTREAMING RISK IN ROUTINE PROCESSES6

> A sample risk reporting template available to download HERE.

https://www.afponline.org/publications-data-tools/data-tools/afp-member-only-tools#riskreport
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COSO Enterprise Risk Management (ERM) 
Key Principles

FP&A Maturity Model FP&A Certification KSAs Related to Risk
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E 1. EXERCISES BOARD RISK OVERSIGHT
—The board of directors provides oversight 

of the strategy and carries out governance 
responsibilities to support management in 
achieving strategy and business objectives.

2. ESTABLISHES OPERATING STRUCTURES
—The organization establishes operating 

structures in the pursuit of strategy and 
business objectives.

3. DEFINES DESIRED CULTURE
—The organization defines the desired 

behaviors that characterize the entity’s 
desired culture.

4. DEMONSTRATES COMMITMENT TO CORE 
VALUES
—The organization demonstrates a 

commitment to the entity’s core values.

5. ATTRACTS, DEVELOPS, AND RETAINS 
CAPABLE INDIVIDUALS
—The organization is committed to building 

human capital in alignment with the strategy 
and business objectives.

FP&A, through the CFO, reports risk to the 
Audit Committee. 

ORGANIZATIONAL DESIGN
Structure matches maturity. FP&A is a recognized 
department and discipline within finance with a 
defined value proposition.

ETHICAL CONDUCT
A commitment to Competence, Confidentiality and 
Integrity. Lead by example. 

 
Company-specific response

TALENT MANAGEMENT 
A plan for the planning team. FP&A actively manages 
talent and has a plan for each stage. Education is 
continuous process, with a focus on current and 
future needs.

AFP STANDARDS OF ETHICAL CONDUCT FOR 
ALL CERTIFICATION HOLDERS: 
A commitment to Competence, Confidentiality 
and Integrity.

APPENDIX: A COMPARISON OF COMMON RISK AND FP&A FRAMEWORKS 7
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COSO ERM Key Principles FP&A Maturity Model FP&A Certification KSAs Related to Risk
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G 6. ANALYZES BUSINESS CONTEXT
—The board of directors provides oversight 

of the strategy and carries out governance 
responsibilities to support management in 
achieving strategy and business objectives.

Included in PLAN AND FORECAST DEVELOPMENT 
AND FINANCIAL ANALYSIS:
• FP&A monitors the external environmental (political, 

economic, social, technological, legal/regulatory, and 
environmental), raises awareness as appropriate, and 
incorporates impact on value drivers through plans, 
forecasts, and investment activities.

I.A.10 KNOWLEDGE OF FRAMEWORKS to ensure 
quality business and strategic decisions (SWOT 
[strengths, weaknesses, opportunities, threats] analysis; 
Porter’s five forces; growth-share matrix; root cause 
analysis; five whys; etc.)

I.A.11 KNOWLEDGE OF BASIC MICROECONOMICS 
CONCEPTS (marginal costs; pricing; price elasticity of 
supply and demand; etc.) 

I.A.12 KNOWLEDGE OF BASIC MACROECONOMIC 
CONCEPTS USED IN FINANCIAL PLANNING (consumer 
price index, gross domestic product, exchange rates, 
interest rates, inflation rates, economic indicators, etc.)

II.A.7 ABILITY TO PERFORM COMPETITIVE ANALYSIS 
(internal or external benchmarking; peer group analysis; 
ratios; etc.)

II.B.4 ABILITY TO IDENTIFY THE INTERRELATIONSHIPS 
BETWEEN BUSINESS DRIVERS and account for their 
effects on financial statement

7. DEFINES RISK APPETITE
—The organization defines risk appetite in the 

context of creating, preserving, and realizing value.

FINANCIAL ANALYSIS:
• Structured decision and financial analysis. FP&A 

applies financial expertise and business understanding 
through modeling, pro-formas, and analysis. FP&A and 
the business actively partner. Capital released through 
gating process and reallocated throughout the year.

8. EVALUATES ALTERNATIVE STRATEGIES
—The organization evaluates alternative strategies 

and potential impact on risk profile.

Included in PLAN AND FORECAST DEVELOPMENT:
• The planning/budgeting process includes the 

development of multiple scenarios and sensitivities 
(“what-ifs”), and considers potential contingency plans

II.A.9 ABILITY TO PERFORM A SENSITIVITY ANALYSIS

II.A.10 ABILITY TO PERFORM A FINANCIAL RISK 
ANALYSIS

II.A.11 ABILITY TO CREATE “WHAT-IF” SCENARIOS

II.B.5 ABILITY TO DEVELOP AND EVALUATE 
ALTERNATIVES FOR BUSINESS DECISIONS

9. FORMULATES BUSINESS OBJECTIVES
—The organization considers risk while establishing 

the business objectives at various levels that 
align and support strategy.

PLAN AND FORECAST DEVELOPMENT:
• Strategic alignment. Connect long-term strategy to 

current and anticipated operational activities, financial 
performance, and risk framework.

I.A.1 KNOWLEDGE OF TYPES OF SHORT AND LONG-
RANGE PLANS/BUDGETS/FORECASTS (zero-based 
budgets, annual budgets, rolling forecasts, etc.) and 
their application

I.C.7 KNOWLEDGE OF CORPORATE GUIDANCE 
(organizational goals, strategies, etc.) and its impact 
on planning/ projections

APPENDIX: A COMPARISON OF COMMON RISK AND FP&A FRAMEWORKS 7
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COSO ERM Key Principles FP&A Maturity Model FP&A Certification KSAs Related to Risk
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E 10. IDENTIFIES RISK
—The organization identifies risk that impacts the 

performance of strategy and business objectives.

11. ASSESSES SEVERITY OF RISK
—The organization assesses the severity of risk.

12. PRIORITIZES RISKS
—The organization prioritizes risks as a basis for 

selecting responses to risks.

13. IMPLEMENTS RISK RESPONSES
—The organization identifies and selects risk 

responses.

14. DEVELOPS PORTFOLIO VIEW
—The organization develops and evaluates a 

portfolio view of risk.

Included in PLAN AND FORECAST DEVELOPMENT:

• Forecasts are frequent, honest appraisals of expected 
performance, independent of budget. They contain 
the current understanding of potential opportunities 
and downside events.

• FP&A distills the risk universe into forecasts at 
multiple levels of the entity (corporate, unit, product/
services, etc.) that summarize the collective 
understanding of risks and controls. The forecasts 
identify levers of financial flexibility should they occur.

• Implied in multiple activities, including scenarios 
planning, sensitivity testing, environmental scanning, 
and model-building.

I.A.3 KNOWLEDGE OF GENERAL FINANCE 
PRINCIPLES AND FINANCIAL CONCEPTS, including 
common financial formulas (time value; opportunity 
costs; debt structures and covenants; earnings per share; 
cost of capital; etc.)

I.A.7 KNOWLEDGE OF RISK FACTORS AND RISK 
MANAGEMENT CONCEPTS (value at risk, hedging, 
insurance, interest rate risk, diversification, etc.)

15. ASSESSES SUBSTANTIAL CHANGE
—The organization identifies and assesses 

changes that may substantially affect 
strategy and business objectives.

16. REVIEWS RISK AND PERFORMANCE
—The organization reviews entity performance 

and considers risk.

17. PURSUES IMPROVEMENT IN 
     ENTERPRISE RISK MANAGEMENT

—The organization pursues improvement of 
enterprise risk management.

MANAGEMENT REPORTING:
• The right stuff. The mix of business understanding and 

finance skill to design and deliver the right information 
to the right person and the right time in the right format. 
Reports provide value, and business units reference 
them in making decisions. Insight guides action.

PERFORMANCE MEASUREMENT:
• Metrics are SMARRT: specific, measurable, 

automated, relevant, reviewed, and timely to 
create high trust and utility to manage business 
performance. Metrics are documented.

I.C.3 ABILITY TO IDENTIFY, MONITOR, AND 
REPORT BUSINESS METRICS (including financial and 
nonfinancial key performance indicators)

II.B.7 ABILITY TO ANALYZE TRENDS IN DATA SETS 
(patterns, outliers, seasonality, shifts in a business or 
industry, etc.), including identifying trends, determining 
their causes/drivers, and accounting for their effects

II.A.1 ABILITY TO CREATE FINANCIAL STATEMENT 
PROJECTIONS (income statement, cash flow 
statement, balance sheet, etc.)

II.A.6 ABILITY TO PERFORM A FINANCIAL RATIO 
ANALYSIS (debt/equity, accounts receivable days, 
liquidity ratios, etc.)

II.B.4 ABILITY TO IDENTIFY THE INTERRELATIONSHIPS 
BETWEEN BUSINESS DRIVERS AND ACCOUNT for 
their effects on financial statements

II.A.8 ABILITY TO PERFORM VARIANCE ANALYSIS 
AND REPORTING (actual versus prior periods; actual 
versus plan; actual versus forecast; etc.) 
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COSO ERM Key Principles FP&A Maturity Model FP&A Certification KSAs Related to Risk
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G 18. LEVERAGES INFORMATION SYSTEMS
—The organization leverages the entity’s 

information and technology systems to 
support enterprise risk management.

DATA PLANNING:
• Good data, today and tomorrow. Data is actively 

managed so that trusted data is accessible to all at 
minimal effort. Growth of data and tools is anticipated 
and planned in partnership with business and IT. Vision 
and standards describe how data interacts with systems.

MODELING TOOL SET:
• Networked and connected. A fully integrated, purpose-

built, enterprise modeling and planning platform, 
deployed across the organization. Automation facilitates 
the process and generation of the plan/forecast; easy to 
re-run and update, consolidate and report.

REPORTING:
• Automated-The invisible hand. A standardized, 

enterprise reporting platform, seamlessly integrated with 
a common data repository. Automated data gathering, 
report generation, and dissemination. Customized per 
individual with self-service and exploration.

ANALYTICS:
• Predictive and prescriptive analysis facilitates the 

exploration and explanation of data, data science 
approach, robust computation and visualization to 
consider what may happen and provides options. 
Teams can iterate quickly through the process.

I.B.2 KNOWLEDGE OF THE ATTRIBUTES/LIMITATIONS 
OF SYSTEMS (business intelligence, enterprise resource 
planning, general ledger, etc.) for storing and providing 
access to financial data, including routine data and large 
data sets

I.B.3 KNOWLEDGE OF THE ETL [extraction, 
transformation,and loading] process in data warehousing

I.B.4 KNOWLEDGE OF BASIC DATA MINING 
CONCEPTS AND COMMON ALGORITHMS 
(such as for data clustering)

I.B.5 KNOWLEDGE OF INFORMATION CONTROL 
CONCERNS (internal governance, regulatory issues, 
accountability, information security standards, etc.)

I.B.6 KNOWLEDGE OF FP&A SYSTEM TESTING 
PROCESS AND TOOLS (testing scripts, test plans, etc.)

APPENDIX: A COMPARISON OF COMMON RISK AND FP&A FRAMEWORKS 7
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COSO ERM Key Principles FP&A Maturity Model FP&A Certification KSAs Related to Risk
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G 19. COMMUNICATES RISK INFORMATION
—The organization uses communication channels 

to support enterprise risk management.

BUSINESS PARTNERING:
• Highly credible, trusted advisor. Sought for input 

and collaboration, Finance has a seat at the 
decision-making table based on ability to add value 
to strategic and operational decisions. Demonstrates 
business understanding and delivers insight; builds 
partnerships with individuals and teams. Upholds the 
perspective of the CFO while supporting and serving 
the business. Strong integrity, accuracy, and reliability.

INTERPERSONAL AND COMMUNICATION SKILLS:
• Has frequent, clear communications with business; 

presents persuasively. Leads with insight, 
supported by strong analysis, based on consistent 
data and presentation. Communicates clearly in 
formal and informal settings.

I.C.4 ABILITY TO UNDERSTAND CORPORATE 
STRUCTURE/ HIERARCHY AND FUNCTIONS, including 
the roles and interrelationships between components 
of the financial structure (FP&A, accounting, investor 
relations, etc.) 

I.C.5 ABILITY TO IDENTIFY RELEVANT STAKEHOLDERS 
FOR PARTNERING

I.C.8 ABILITY TO DETERMINE WHEN A SITUATION 
REQUIRES INTERVENTION (stakeholder involvement, 
escalation, etc.)

II.C.1 KNOWLEDGE OF EFFECTIVE COMMUNICATION 
AND PRESENTATION TECHNIQUES for explaining 
complex financial issues and their underlying logic to 
various stakeholders (including determining appropriate 
tone, level of detail, and presentation techniques for 
various audiences)

II.C.2 KNOWLEDGE OF COMMON DATA VISUALIZATION 
TECHNIQUES/CHARTS AND THEIR APPROPRIATE 
USES/APPLICATIONS IN COMMUNICATING RESULTS 
OF ANALYSIS (including data mining)

II.C.3 SKILL IN INTERPERSONAL COMMUNICATION 
(interviewing, influencing, asking appropriate questions, 
building alliances, negotiating favorable outcomes, 
maintaining positive relationships, resolving communication 
issues, etc.)

20. REPORTS ON RISK, CULTURE, AND PERFORMANCE
—The organization reports on risk, culture, and 

performance at multiple levels and across 
 the entity.

Included in MANAGEMENT REPORTING, PERFORMANCE 
MANAGEMENT, AND BUSINESS PARTNERING 

APPENDIX: A COMPARISON OF COMMON RISK AND FP&A FRAMEWORKS 7
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The topics in this guide are intended for education and reflect the state 
of practice for corporate finance. While not intended as study materials 
for the Certified Corporate FP&A Professional exam, it does relate exam 
knowledge domains. 

To see the full PDF of knowledge domains, view them HERE.
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