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The folks who helped you weather SOX 404 now face their own
moment of truth: Is COSO ERM just what the doctor ordered?

man of that mouthful formally called the

to lumber away from its five parents (a biological marvel!) and gather dust when it finally comes to earth.
“I’m afraid its monstrous size [230 pages] and tedious
prose…will condemn it to the dust shelf,” he continued.
“But because of the sheer volume of interest today in risk
management…COSO’s version will receive broad distribution. It doesn’t deserve it.”
Kloman is hardly alone in his criticisms. Some consultants say that COSO ERM is intrinsically flawed because
it was built on the 1992 Internal Control—Integrated
Framework.
“I don’t want to be a naysayer. The original COSO ’92
was a great piece of work 15 years ago,” notes Tim Leech,

Committee of Sponsoring Organizations of the

principal consultant and chief methodology officer at

framework to be used in building an enterprise risk management initiative? Maybe
not—at least not yet.
But more than 20 months after the model
was introduced, it’s limping along in its effort
to gain credibility within the senior ranks
and boardrooms of Corporate America.
Overseas, the effort’s gaining traction much
more quickly. “The reluctance within U.S. corporations to adopt COSO ERM is true,” admits
Larry E. Rittenberg, the current unpaid chair-

Treadway Commission, which gave birth to

COSO ERM. “It’s growing more overseas.”
Adds James Lam, president of risk consulting firm James Lam & Associates in
Wellesley, Mass., and author of the bestselling Enterprise Risk Management: From
Incentives to Controls: “I get this question all the
time. ‘What do you think of COSO ERM?’ The
fact that this question is out there really shows
the level of skepticism in the industry.”
There are stinging indictments, too. Editor
Felix Kloman wrote in the December 2004 edition of Lyme, Conn.-based newsletter Risk Management Reports: “The beast [COSO] has at last
produced its expected offspring. Given a gestation period of over three years, we might logically expect something that could go forth and
be useful, but, alas, this creature is preceded by
smaller, clearer-eyed, and more nimble adversaries [lesser-known ERM models], leaving it

Paisley Consulting, author of the just-released book

Sarbanes-Oxley: A Practical Guide to Implementation Challenges and Global Response, and now a key advisor to the
Institute of Management Accountants (IMA®) as it prepares to launch its own internal controls assessment model,
designed to complement COSO’s models. “Unfortunately,
basing COSO ERM on COSO ’92 was a mistake. Would
you want to use the same computer today that you used in
1992? A lot of progress has been made since then around
the world that is worth recognizing.”
Corporations have also started chiming in more
recently. A senior finance executive at a major household
products company says that “Our concerns with COSO
ERM revolve around our need to deal with the pervasive
risks that can jeopardize a company. I’m not convinced
COSO ERM is equipped to deal with these. The challenge
COSO ERM presents is that it’s very vague, and that’s
why implementation of it carries a high degree of risk. If
you use the model, there’s a real chance of a company
missing its real objective for ERM.”
July 2006
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As a member of the board of the Institute of Internal
Auditors (IIA), one of COSO’s five sponsoring organizations, Warren Malmquist, vice president of global audit and
ethics at Molson Coors Brewing Co., reviewed various
COSO ERM drafts. His perspective? “Obviously there needs
to be a sell-in to the ‘C-suite’ offices. I don’t think the business community has yet fully accepted the need for ERM—
and by extension COSO ERM—because it has a difficult
time determining or deciding what is different about ERM
from what it does daily in managing operations.
“SOX has brought ERM into the spotlight a
little bit, but the business community
hasn’t fully put its arms around ERM
yet,” he continues. “Regarding operational and strategic risk assessment, I’m
reluctant to say companies are strongly
embracing ERM and COSO ERM as a means
of dealing with those.”
Few statistics exist about how many companies are
using COSO ERM in part or wholly. A recent
Conference Board of Canada survey found
that if companies in Canada use a
framework, most commonly it’s COSO
ERM. Yet 41% of the respondents had
developed their own. Separately, last
December, North Carolina State’s Enterprise
Risk Management Initiative published a study of 125
companies globally in which 50% said they had implemented an ERM effort either partially or wholly, but they
didn’t indicate whether their programs were based on
COSO ERM.
Surprisingly, neither Miles Everson, a partner in
charge of governance and risk and compliance leader at
PricewaterhouseCoopers, which took the lead in putting

together the COSO ERM and COSO small business models, nor COSO’s Rittenberg can read off a laundry list of
companies using COSO ERM either in part or whole.
Instead, they refer inquiries to North Carolina State’s
Enterprise Risk Management Initiative.
“One of the reasons that companies would be careful
about publicly disclosing is that someone might actually
ask them how they’re doing it,” Everson says. “Their
biggest fear is that someone would ask them to attest that
they’ve done it.”

A BEVY OF COMPLAINTS
Since COSO ERM’s introduction, a wide variety of complaints have emerged, some regarding what the framework does and doesn’t do, others about how it was
44
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introduced and has been marketed. Perhaps most important: Critics say it’s too simplistic and principles based
and includes little implementation guidance.
“COSO ERM hasn’t done anything to help companies
see a way out of the ‘Twilight Zone’ that ERM is,” Peter
Welch, president of Charlotte, N.C.-based risk consulting
firm SOX International Inc., says. “It looks great

on paper; intuitively it makes sense.
But when the rubber meets the road
there just aren’t enough real-world
nuts and bolts there to be helpful to corporations, particularly those who still have a
difficult time getting their hands around why
ERM’s a necessity and why they should be putting together an initiative.”
Just as important, they say that its development by
accountants-only groups has produced a framework
that doesn’t effectively enable them to deal with risks
beyond the numbers-crunching and control arenas.
Indeed, a number of groups—among them, the American Academy of Actuaries—feel strongly that COSO
ignored their comment letters on the ERM draft.
Among the Academy’s concerns: The model focuses
too much on “adverse outcomes” rather than the
potential upsides of risk and pays too little attention to “external risks” that companies face.
Others agree. Notes Craig Raymond, chief risk officer
at The Hartford: “COSO ERM is an accountant’s
approach to risk management. It’s not as broad based as
you need to have, but it’s a worthwhile tool. It’s a very
amenable tool for our internal audit staff.”
Other criticisms include:
◆ The extraordinarily poor timing of its introduction
in September 2004 was long before companies had
wrapped up their obligations under Section 404 of
Sarbanes-Oxley (SOX). “Everybody was just getting used
to COSO ’92 when they came out with COSO ERM, but
after SOX they knew they couldn’t come out with an
entirely different framework, so it appears they may have
added three new layers to the ’92 version,” Rick Funston,
national practice leader of governance and risk oversight
at Deloitte, says.

Adds PwC’s Everson: “Introducing COSO ERM when
they did with SOX 404 still ongoing was like turning on a
second fire hose.”
◆ Most COSO-sponsoring organizations have failed
to work actively with members on how to implement it
“on the ground.” The five founding and sponsoring organizations are IMA, IIA, the American Institute of Certi-

fied Public Accountants (AICPA), Financial Executives
International (FEI), and the American Accounting Association (AAA).
“Somewhere we’ve really got to jump-start this thing,”
Frank Minter, a former IMA president, former vice president and controller at AT&T, and now executive in residence at Samford University in Birmingham, Ala.,

explains: “We’ve got to get information about COSO ERM
out to companies, and I haven’t seen much of that happening. I’m concerned from a corporate point of view that
COSO’s sponsoring organizations aren’t beating the
drum.”
◆ COSO ERM fails to delve intensively into why companies should be implementing it. “COSO falls into the
fatal fallacy of trying to tell us ‘how’ to do it rather than
‘why,’” Risk Management Reports’ Kloman writes.
Prodyot Samanta, one of two ERM directors at Standard & Poor’s, notes: “What a large number of issuers are

grappling with is exactly how they should go about
putting together an ERM program. That’s where there’s a
need for guidance. COSO ERM’s great in terms of documenting what an ERM program should look like, but the
hole is: How do I implement it? It’s needed particularly
by the industrials and energy and utility companies.”
Adds the household products company finance exec: “I
think COSO ERM is tougher even than the internal controls framework to implement. It’s more challenging to
take from the theoretical to the practical, and there’s a
greater diversity of views of how you do it. It needs even
more functional and technical involvement than the
internal controls framework.”
◆ COSO has failed to clearly explain the differences
between its 1992 Internal Control—Integrated Framework (again, used as the backbone of corporate efforts to
come into 404 compliance) and COSO ERM. COSO proponents say that implementing COSO ERM makes sense
as a follow-up to their 404 control efforts—a way to
extend those efforts from the financial arena to the entire
organization. In response, a number of companies have
said that there’s no need to implement COSO ERM; they
can simply build their enterprise risk efforts off the 1992
Internal Control—Integrated Framework.
◆ Finally—and of major importance—companies say
COSO has failed to clearly define what the Securities &
Exchange Commission (SEC) has and hasn’t said about
COSO ERM. To wit, many companies know that the SEC
has mentioned COSO in its guidance, so they think the
agency requires them to use COSO ERM, but nothing
could be further from the truth. Critics also say the SEC

has failed to clearly explain the differences between
COSO ’92 and COSO ERM and what it requires as well.
Interestingly, the agency has no point person on COSO
per se or COSO ERM or risk management in general. “The
reference in SEC guidance is only to the internal controls
’92 framework and then only to one category of objectives,
reliable financial reporting,” PwC’s Everson says. “For the
SEC, you only need to assert that you have reliable financial reports; I think this is a very important point.”
The SEC’s verbiage about COSO ’92 doesn’t give
COSO an exclusive franchise in the framework marketplace: “The COSO [’92] framework satisfies our criteria
and may be used as an evaluation framework for purposes of management’s annual internal control evaluation
and disclosure requirements,” the agency’s guidance says.
“[But] the final rules do not mandate use of a particular
framework in recognition of the fact that other evaluation standards exist outside the United States and that
frameworks other than COSO may be developed within
the United States in the future that satisfy the intent of
the statute without diminishing the benefit to investors.”
According to the SEC, suitable frameworks must be
“free from bias; permit reasonably consistent qualitative
and quantitative measurements of a company’s internal
control; be sufficiently complete so that those relevant
factors that would alter a conclusion about the effectiveness of a company’s internal controls are not omitted;
and be relevant to an evaluation of internal control over
financial reporting.”

FEAR OF NEW REGULATION LOOMS LARGE
Underlying all of these complaints is a huge fear in the
corporate community that companies will be required
either by legislators or regulators to attest that they have
an effective program in place. “Trying to push ERM into a
framework that could be mandated by law could really be
a problem,” the household products finance executive says.
Adds a senior executive at a Fortune 100 chemicals
company: “When COSO was developing ERM, our suggestion was to keep the original COSO as it is and do the
new ERM as an addendum. Most organizations already
had an ERM program in process, and the SEC only mentions COSO rather than requiring its use. We thought
somewhere down the road the agency might say, ‘Why are
we only using the original ’92 framework and not the
new one?’ We even threatened to withdraw our support
of COSO if it didn’t make ERM an addendum. In the
end, though, we didn’t do anything because we didn’t
want to seem divisive.”
July 2006
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Executives disagree on how likely regulation or legislation regarding COSO ERM might be, but Rittenberg dismisses the possibility: “I think there’s practically zero
chance of it being legislatively or regulatorily mandated.
The regulators have said so. They’ve said their intent is to
focus on internal controls; they don’t see the point of
going beyond that in terms of regulation.”
Others aren’t so sure. “If shareholders end up being
impacted by the lack of ERM, there’s probably a chance
for it to be regulated,” Molson Coors’ Malmquist
explains. “Business is reluctant to incur additional costs
unless there are obvious benefits. Otherwise, it waits for
something like this to be legislated.”

A PRESSING NEED TO PAY ATTENTION
Many companies think they can ignore these ongoing
debates about ERM in general and COSO ERM in particular precisely because there’s no regulatory or
legal requirement to heed.
Ignoring them, however, may be at
their own risk. For one thing, ratings
agencies, analysts, and exchanges across the
globe are now focusing on risk management
in their ratings decisions and are aware that
COSO ERM is rapidly becoming the preferred model.
In addition, one COSO-sponsoring organization—
IMA—has recently introduced a new internal controls
assessment model. IMA executives view it as a complement to COSO’s three models because it addresses
what IMA sees as weaknesses in the COSO frameworks
(see CARD ME, p. 47).
In fact, the group briefed a number of SEC executives
on CARD ME earlier this year and hopes that the COSO
board will back a nationwide rollout in coming months.
In the interim, CARD ME is sparking a lively debate
about just how effective COSO’s models are.
But these aren’t the only reasons why companies
should be paying attention.
For instance, COSO, an organization that was created
in 1985 and bills itself a “voluntary private-sector organization dedicated to improving the quality of financial
reporting through business ethics, effective controls, and
internal governance,” says it will soon begin considering
its future—indeed, whether it has one at all.
Rittenberg notes that a number of additional not-forprofit organizations have approached him about becoming sponsoring organizations—not all accounting-related
organizations, he points out.
One interesting part of the discussion: whether COSO
46
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should look at itself as something akin to accounting
standards setters like the Financial Accounting Standards
Board (FASB) and the International Accounting Standards Board (IASB), which issue their pronouncements
and then let the private sector decide how to make them
workable “on the ground,” or more as an association that
might provide additional guidance and other support services at a cost.
Also on the table: how to fund the group. Remarkably,
it has no paid staff and no income other than what it gets
from the sale of its three frameworks. COSO ERM costs
$75 per copy; two printings have been done, the first for
10,000 copies. Its sponsoring organizations contribute no
hard dollars—they contribute services “in kind” instead.
PwC, which co-wrote COSO ERM as well as its other
frameworks (a third one, applying COSO internal controls
’92 to small businesses, will be finalized this year) donated
somewhere between $5 million and $10 million in time
and services on COSO ERM.
Corporations should be following discussions on
COSO’s future because they want additional guidance, but, like the accounting standards setters, the group may decide it isn’t in the
business of doing that.
Chuck Landes, vice president of
professional standards at the AICPA

and its representative to COSO, notes:
“The AICPA is entirely supportive of COSO,
but at the same time we’re more than happy to sit
down and ask, ‘What should COSO be in the future?
Should new organizations be brought into the group?
What are we all about? What should we be doing on a
proactive basis?’ And then we’ll figure out what sort of
budget and funding we need to have. We’re all saying
these are fair questions.”
Molson Coors’ Malmquist sums it up: “The group
might be having an identity crisis.”
Finally, companies may find themselves stuck with
COSO ERM by default—simply because it’s better known
than the other existing models and “made in the USA,”
regardless of whether it’s the model that best suits their
needs, Paisley’s Leech says.
Among the other models are the Australia/New
Zealand Risk Management Standard 4360:2004, favored
by many risk professionals and easy to swallow at 28
pages; Britain’s Risk Management Standard, at 17 pages;
and others, such as Turnbull, at just 14 pages.
“I like the Aussie/New Zealand framework,” says Paul
L. Walker, associate professor at the University of Vir-

CARD ME
xpect a new internal controls
assessment model to be formally
proposed to the COSO Committee by the Institute of Management Accountants within the
next several months. Called CARD ME, for
Collaborative Assurance and Risk Design—
Management Edition, the new model has the
potential to correct what IMA executives perceive to be deficiencies or holes in the three
current controls models of the Committee of
Sponsoring Organizations of the Treadway
Commission (COSO).
Those models are, of course, the 1992
Internal Control—Integrated Framework; its
framework for management of enterprise
risk, COSO ERM, which was issued last year;
and its simplified internal controls framework (modeled after its 1992 work) for
small businesses, now being finalized.
IMA officials state emphatically that CARD
ME isn’t designed to compete with COSO’s
models; rather, they say, it’s rooted in COSO’s
principles and complements them.
“We think the framework we are proposing to the COSO Committee, together with
the existing COSO frameworks, represent
two sides of the same coin,” says Jeffrey C.
Thomson, IMA vice president of research
and applications development and the
association’s representative on COSO’s
board. “On one side are the three control
models that have been developed by COSO
over the past 15 years. We think of these as
useful, principles-based frameworks that
describe elements of good internal control
but are fundamentally audit- and controlcentric. On the second side is the framework we have proposed to the COSO
Committee—CARD ME—which we consider
more management- and risk-centric.”
“Quite frankly, we believe CARD ME’s
risk-based approach will allow corporations
of all sizes to meet their regulatory obligations while adding value and maintaining a
competitive edge,” Thomson concludes. “At
the same time, it fits well within the broadbased principles of COSO’s original internal
controls framework, the COSO ERM framework that followed, and now the new COSO

E

small business guidance work, which is
almost complete. In that sense we have
always described CARD ME as ‘COSO-linked
and derived.’”
Of course, management- and risk-centric
means a keen focus first and foremost on
senior management’s concerns and issues,
particularly from an enterprise risk perspective with direct linkage to business objectives and measurement. CARD ME provides
just that, IMA executives say. “Our framework
is a ‘COSO integrator,’” Thomson maintains,
“since it seems that the COSO internal control products and COSO ERM have never
been rationalized and/or integrated for use
by company management.
“In terms of serving as a generally accepted control-assessment framework for management, COSO ’92 has not kept up with the
times in terms of speaking the language of
management and providing practical, how-to
implementation guidance,” Thomson explains
further in a May 4 letter to the SEC outlining
the new framework. “The language of management is strategic planning, business
objectives, performance and risk management. Controls in [the] context of inherent
and residual risk get at the heart of the
questions ‘How much control is enough?’
and ‘What truly are the ‘key’ controls?’”
Assess first, then plug into controls
CARD ME stands out not simply because it
looks at controls from a “C-suite” perspective up front; it differs, too, because it
emphasizes that risk assessments must be
completed before considering controls
needed or the adequacy of existing controls
design.
“With CARD ME, the control model is
subordinate to the task of evaluating the
acceptability of residual risks that remain
after considering the controls in use,” says
Tim Leech, principal consultant and chief
methodology officer at Cokato, Minn.based Paisley Consulting, which has
licensed the CARD ME framework to IMA.
In addition, Paisley recently agreed to
donate the CARD ME framework to a “suitably funded, structured, and governed not-

for-profit organization,” Leech adds, be it the
IMA, a new industry consortium, or the
COSO Committee. “We’ve done this to avoid
any appearance of conflicts of interests for
Paisley.
“CARD ME’s development was heavily
influenced by the 1991 COSO Integrated
Framework exposure draft,” Leech notes.
“Rather than the model being focused on
the elements of control with the identification of residual risk being a minor component, it’s the reverse with CARD ME. The
framework also borrows from a wide variety
of other controls- and risk-assessment
frameworks—the U.K.’s Cadbury Report,
Canada’s CoCo, the Malcolm Baldrige quality system, and Six Sigma, for instance—and
advancements in the field of safety and
environment.”
COSO’s ’92 framework: failing to do what
the SEC says it should
Beyond these benefits, CARD ME’s development is of vital importance because it follows to the letter the SEC’s own criteria
regarding what an acceptable control
assessment framework should be whereas
the COSO models do not, IMA officials maintain. As a result, they say, the COSO models
have unnecessarily made compliance with
SOX 404 much more complex and enormously more expensive than need be.
“With all due respect, as a founding
member of COSO we don’t believe that
COSO 1992 actually meets the SEC’s own
stated ‘suitability’ criteria for an acceptable
control assessment framework for Section
404,” Thomson says. “Specifically, we do not
believe that it meets the SEC’s stated criteria in its own guidance that a framework
‘must permit reasonably qualitative and
quantitative measurements of a company’s
internal control’ and that it be ‘sufficiently
complete so that those relevant factors that
would alter a conclusion about the effectiveness of a company’s internal controls
are not admitted.’”
In his May 4 letter to the SEC, Thomson
says: “Because of the shortcomings in the
COSO 1992 control framework as a tool to
continues on next page
July 2006
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CARD ME
assess accounting control, the IMA believes
that the Public Company Accounting Oversight Board had no choice but to create
ICoFR [internal controls over financial reporting] assessment guidance in the form of
Auditing Standard Number 2 (AS2), which
describes in a more granular way the steps
that the PCAOB felt were necessary for management as well as the external auditors to
assess ICoFR. Consequently, AS2 became,
by default, the de facto management
assessment for Section 404 compliance
because of the lack of assessment guidance
specifically tailored to company management, CFOs, and business process owners.”
An urgent need to act
Why introduce a new controls assessment
framework now? IMA executives cite the
high costs associated with SOX implementation, discussions about what went wrong
during the initial SOX implementation
process, and COSO’s own board strategically looking at where the COSO Committee is
going long term among the reasons.
“IMA believes there is an urgent and
pressing need for ICoFR control assessment
guidance that is fully in accord with SEC

calls for ‘top-down/risk-based’ control
assessments, assessments that are capable
of achieving the ‘spirit of SOX’ at a cost that
is tolerable in terms of U.S. global competitiveness and enables practitioners to realize
the value in compliance,” Thomson’s SEC
letter says.
“It is our genuine belief that if [our CARD
ME guidance] was officially approved by the
SEC, the PCAOB can get back to doing what
it was charged to—setting auditing standards
for external auditors in the area of financial
statement audit and internal control audit.”
Getting to the finish line
CARD ME has already successfully overcome most of the hurdles needed to
become operational. “The only SEC criterion
that hasn’t been met in terms of becoming
an SEC-approved control model is the need
to expose CARD ME for public comment,”
Thomson adds. “We expect to have this
done within the next 12 months.”
One other major goal has yet to be
accomplished: winning approval of IMA’s
efforts and concerns and an explicit
endorsement of CARD ME from the fivemember COSO board (IMA, FEI, AICPA, IIA,

ginia’s McIntire School of Commerce, who reviewed early

COSO ERM drafts on behalf of the AAA and wrote three
books on ERM, including Making Enterprise Risk Management Pay Off. “It’s more focused than COSO ERM and
doesn’t drag out. It seems to get to the point a little better.” Among his criticisms of COSO ERM: It should have
more measurement techniques and be tied a little more
closely to corporate governance.
According to James Lam, “As a framework, COSO
ERM absolutely needs to be supplemented. The danger is
that COSO ERM or COSO ’92 becomes the de facto ERM
framework. If it gets to the point where control selfassessment—the COSO ERM approach—represents more
than 50% of what a company’s doing in ERM, then the
risk management function has failed.” Lam adds: “At
some companies this problem has already happened. If
control self-assessments represent a significant portion of
a company’s ERM program, then I don’t believe it can be
very successful. They lack risk quantification and metrics,
effective board and management reporting, and clear
strategies on how to optimize risk-return performance.
Frankly, these companies are often drowning in qualita48
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AAA). In fact, IMA and Rittenberg came to
an understanding in January, Thomson says.
“He said he would support the IMA’s development of management-centric guidance as
long as it fits within the intent of the original
1992 COSO framework.”
The bottom line, Thomson notes: “Even
SEC Commissioner Cox, in his opening
statement to the May 10 SEC/PCAOB
roundtable on second-year experiences with
SOX implementation, directly acknowledged
the need for management guidance—and
that, unfortunately, AS2 has become the de
facto standard for management.
“In its follow-up press release,” Thomson
continues, “the SEC also outlined a process
to develop management guidance. So now
there is alignment with the public position
IMA began taking back in September 2005.
“The question?” Thomson asks. “Whether
we’re willing to take bold action and challenge the status quo, which includes the
entrenched interests of the auditing powers,
or take incremental baby steps, which are
doing a disservice to U.S. public corporations and global competitiveness. The clock
is ticking, and the world is watching.”
—Lawrence Richter Quinn

tive information. Without effective risk quantification
and reporting, and tools to translate risk information into
business content, it would be very difficult for ERM to
impact key business processes such as strategic planning
or product development.
“Any framework has limitations,” he notes. “In most
cases, I think a company is better served by integrating
the principles from COSO ERM and other frameworks
and implementing a customized approach. Why force the
company into a framework when you can easily design
one that would best fit the company?”

COSO FIGHTS BACK
Needless to say, those closely tied to COSO ERM fiercely
defend the product, saying no revisions need to be made.
That the framework doesn’t address the needs of specific
industries or professions is exactly the point: It’s designed
to be principles based so industries and individual companies can tailor it to their needs.
For his part, COSO’s Rittenberg seems remarkably
undisturbed by any controversies surrounding the framework. “I don’t think there’s any reason to modify ERM,”

he says. “It’s a pretty powerful framework across multiple
disciplines; there’s no need to reinvent it. A lot of organizations can take individual components such as identifying risk and talk about ways that that can be improved
for them individually. We don’t go to that level of specificity. People can implement best practices over time and
still be consistent with the framework.”
Others are even more forceful in their enthusiasm.
Explains Dan Swanson, president and CEO of Dan Swanson & Associates, an Altamonte Springs, Fla.-based consulting firm specializing in internal audit, governance, and
IT security issues; former director of professional practices
at the IIA; and a member of the COSO small business
task force: “I think COSO has done a wonderful job in

issuing ERM guidance that is relevant, applicable, and useful. Over the last five years, guidance from the FEI, IIA,
COSO, National Association of Corporate Directors
(NACD), and the Big 4 have provided a variety of reference
documents and procedures that enable executives to organize their 404 programs effectively and then decide where
their organizations need to go from an ERM perspective.
“My belief is that COSO has been on the right path for
the past decade,” Swanson says, “precisely because it has
focused first on financial controls. And now it’s saying
risk management is the next wave in terms of what needs
to be tackled, and it’s helping all kinds of executives do
just that. I still think COSO ERM is relevant, appropriate,
and useful.”
Mark Beasley, a professor of accounting at North Carolina State University, director of its ERM Initiative program, and a member of COSO’s board, adds: “The beauty
of the COSO framework is that it has been put together
through due process. So if in the future a company has to
say publicly that it has effected an ERM framework, it will
be able to reference one that is publicly accepted. I give
COSO as an organization an A+ on this.
“It’s way too early to say whether COSO ERM is widely
embraced because people aren’t at the point where they
have to assert publicly what they’re doing against it,”
Beasley says. “Meanwhile, I think it’s important for
COSO’s five sponsoring organizations to help companies
consider an ERM framework.”
Meanwhile, PwC’s Everson, not eager to see the framework trumped by others or replaced, presents an interesting argument for staying the course. “Think about the
alternatives: Is it best for U.S. companies and the capital
markets to have one framework for capital markets and
another one for risk management? I don’t think that
would be particularly helpful, productive, or useful for

companies and their stakeholders. With the interrelationships between risks, there’s too much interdependence to
create separate frameworks. If you do that you create
more problems than you resolve.”
Meanwhile, not everyone in Corporate America is
singing the blues. One supporter: Microsoft. “We’re using
COSO as a framework for ERM,” Marilee Byers, group
manager of the financial compliance group, says. “It’s sort
of a natural extension of what we’re already doing. I look
at the framework not as an end but as a starting point,
and we flesh it out with my own content. It seems to
serve well because it spans the entire spectrum of risks
and subsequent risk-response activities, so there’s a spot
for it in what we’re doing.”
As the debate on COSO ERM continues, expect other
companies to look at it as simply one piece in the overall
ERM puzzle. “We’ve drawn from a number of sources
that have principles very similar to those put forth in
COSO ERM,” Scott Green, director of operational risk
management at Capital One, explains. “We’ve created a
scorecard, a tool, to help our businesses evaluate their
practices against the framework. COSO ERM has been
effective for us in helping us define high-level principles
for effective risk management. The key to success, however, has been in translating those principles into a tailored
approach that meets the unique needs of the company.”

A NEW FRONT IN ERM?
Regardless of how companies are handling ERM today,
those unhappy with COSO’s framework expect alternatives to come along. “ERM is all about integration,” Lam
notes. “Historically, groups like the AICPA, Society of
Actuaries (SOA), and the Professional Risk Managers’
International Association (PRMIA) have all focused on
different types of risks, but now they’re converging, and
many of these associations are collaborating. For
instance, there’s a major ERM symposium in Chicago
every year co-sponsored by PRMIA, SOA, and the
Casualty/Actuarial Society.
“Integration takes time, but at some point you’re going
to see a multidisciplinary group form, and ideally that
would be the platform for developing a more balanced
framework,” he adds. “It’s just a question of time.” ■
Lawrence Richter Quinn has written about corporate risks
for more than 20 years and helps organizations streamline
communications about their ERM and other risk-related
initiatives efforts. You can reach him at
lawrencerichterquinn@gmail.com.
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