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Abstract

Risk in the sense of potentialgagive outcome is inherent taanagerial action. In the last
decade, an increasing focus has been put imttzesowell as practice on the conceptual design
of risk management and risk controlling gmss, even though no clear concept exists up to

now on how a risk controlling should be integinto the existing controllership structures.

Our paper addresses this research gap (1) toprsing the existing literature on risk control-
ling to a comprehensive conceptual framewankl (2) by comparing this framework to a re-
view on the empirical status-quo of risk colitng practice in German organizations from
2003-2007.

The framework is organizedaag the functional structure @erman controllership, which
comprises tasks in the fields of planning, reporting, performance measurement, accounting in-
formation technology and administration of the controllers’ department. For each task we de-

rive the necessary risk-related adaptations.

Contrasting the empirical statgsto of German risk controlling practice to this framework in-
dicates that overall only a low gieee of integration can be sdrved. The resulting deficien-
cies not only reduce controllership effectiesa regarding risk-reled decision-making and
control, but are also a risk themselves as insufficient risk controlling may hinder firms in

achieving their profitabilityand shareholder value goals.



Integration of risk controlling into controllership in Germany:

Conceptual framework and empi rical findings from 2003 to 2007

1 Introduction

Risk is inevitable withn business environments, as undetiaof conditions and outcome is

part of nearly any economic action organizasiaindertake to create profits and shareholder
value. Even though uncertainty can lead to eitiedter or worse results than initially antic-
ipated, in the context of our paper we will follow common business practice and therefore use
the term ‘risk’ only as ‘danger’ in a negative sense, i.e. risk comprises all detrimental future
uncertainties that may prevent a firm from achieving its set of profitability and shareholder

value goals.

In the last decade, the efficient as well Hisative management of business risks has become
an increasing challenge. Developments likeglobalization of the value chain as well as the
capital markets or the growing cross-linkingeoiterprises and customers have augmented the
impact of unforeseen changes and turbulences fvesut of a firm’s influence area. In rare
cases, this may lead to occurrences that aretastaaphic that it is rigpossible for a firm to
recover. But even on a lesser and much monenoon scale, the realiian of risks inherent

to a firm’s action or environment may severely harm its financial and strategic position.

The increased relevance of risk managememtedisas several spectacular crises and balance
sheet fraud cases on the capital markets in 8tey&mars have lead to extensive regulatory ac-
tivities, with which the implementing of rigkanagement systems has been pressed ahead. In
Germany, especially the lawrfoeontrol and transparency management (KonTraG) which

was enacted in 1998 is to be named. This Ewpng other things, explicitly states that risk
management constitutes an integral parthef CEO function. Therefore any person holding
such a function is now legally obliged to implement a risk management system that guaran-
tees the identification of fundamental dangirghe firm’'s existence in time for effective

counteractive measures.

Further legislation in this context is pided by the BilReG, which modernized German
GAAP in 2004. This law requires the disclosurggotls and methods of the firm’s risk man-
agement system as well as an analysis @fitm’s major risks ad opportunities in the man-
agement report, which forms a part of the German set of financial statements. Finally, the

Deutsche Corporate Governance Kodex (DCGM)ich was initiatedn 2002 and reformed



in 2005, commits the firm’s supervisory boardstuperintend the implementation of the risk

management system.

In spite of the intense regulayopressure, until now no specifyuidelines exist on the subject

of exactlyhow an appropriate risk management system is supposed to be implenated (
erichs 2004, 32). Additionally, no begtractice business solution has emerged as extremely
divergent solutionsan be observed\(inter 2007, 120-134Hoitsch et al2006, 72, 77). This
holds especially for the implementatiof a so-called ‘risk controlling’.

From a conceptual point of view, ‘risk controlling’ as a specialized managerial service func-
tion has to be traced back to the conceptanitrollership. Evenhiough the term ‘controller-
ship’ — the collective expression for controffelactivities — has itgoots in the Anglo-
American business practice of the 19th centwontrollers’ roles and tasks in German-
speaking countries have a different scope amexgb to their Anglo-American counterparts
(Weber/Schaffe2006, 3-8). In Germany, controllershipshaeen established after World War

Il as a managerial support function embracirslsaelated to management accounting as well
as divulging into the fields of plammg, reporting and perforance measuremeniierna-

tional Group of Controlling2005, 53-55). Other tasks like financial accounting, tax account-
ing, treasury, internal auditing, administration of human resources or computer services which
are included into controllership in Anglo-American companfggtiony/Govindarajar2004,

105; Roehl-Anderson/Bragg004, 11-18), are not part of thgical Germarcontroller’'s job
description.

To fulfil their tasks, two principal roles are #ttited to controllers iterman organizations:
they provide (1) information for manageriaaision-making and control — not so much from
a technical point of view, but rather from a ceptual perspective, and therefore rely heavily,
but not exclusively, on the management accognsystems — and they (2) act as a manage-
ment’s counterpart, a role which is also desctibe consultant or navigator in the managerial
decision-making and control process, by evahgatnanagerial actionwith regards to the
firm’s set of profitability and shareholdealue goals and also by managing the underlying

planning and control cycles.

Based upon this common understanding of cortrstiip in German-speig countries, risk
controlling is an integral part of controllerstapting as a support function in decision-making
and control for managerial agti under risk. Nevertheless, emgal studies on risk manage-

ment practice in Germany indicate that eWieough both terms — ‘risk management’ as well



as ‘risk controlling’ — are ofteused in practice, they angotcally implemented as independ-
ent functionsifoitsch et al.2006, 69,Chrobok et al2007, 103Diederichs2004, 70), so that
many risks are not adequatedgcounted for in the managerial planning and control cycle.
Additionally, a clear concept on exactly how rntrolling is supposed to be integrated into
controllership in German business is still missi@robok et al2007, 103Ernst & Young
2007, 28;Denk et al.2006, 9, 33Hoitsch et al.2006, 77). Even though since 1998 a substan-
tial body of literature on risk management inr@any dealing with isolated issues in risk
controlling exists, a comprehensive suggestiorthenintegration of risk controlling in con-
trollership is still missing.

Regarding these considerations, paper follows two objectives.

(1) First, a conceptual framework for an integatisk controlling as part of controller-
ship will be derived from the existing body l@gérature on controllership as well as on
risk management. Based on the traditional concept of German controllership, such a
risk controlling function is supposed topport decision-makingnd control in the
managerial risk management process. ihmgortance of the intgation of risk con-
trolling into controllership is implied by éfact, that the overwhelming majority of
listed companies in Germany now descrils& management as part of the group con-
trollers’ responsibilitiesErnst & Young2006, 16) instead of e.the internal auditor’s

department.

(2) Second, we will give an empirical assessmemliich extent such an integrated risk
controlling has already been implementedaarman business practice by reviewing
empirical studies from 2003 — 200 this subject. It is shown that the intensity of in-
tegration of risk controlling into edrollership is still relatively lowErnst & Young
2007, 8;Hoitsch et al.2006, 72), so that many orgaripas might benefit from sug-

gestions in this area.

We restrict our paper to the field of operationsk management in nefinancial businesses,

as the management of financial risks is in Garmrganizations not part of the controller’s
activities but included in the treasurers’ task. Additionally, business practice in financial risk
management — as well as in the financial sewindustries — is disttly different from op-
erational risk management, asks can easily be transferred ather parties by using capital

markets, e.g. via derivatives. However, the framework developed in this paper might be trans-



ferred to the financial services industrie=garding operational risk managemeBiilgler
1998, 206Winter2007, 178).

Our paper is organized as follows. In sectiyrthe theoretical background of risk manage-
ment and risk controlling is presented andbedded in the specifics of controllership in
German-speaking countries. In section 3, theeptual framework for an integrated risk con-
trolling is presented based on the literature sk management and riskntrolling. Section 4
presents a literature review ¢ime empirical status-quo of ristontrolling and controllership

in German businesses. Section 5 closeg#per with a summary and some concluding re-

marks.

2 Theoretical background on risk  management and risk control-

ling in Germany

2.1 Risk management as integral pa rt of the management function

Any firm must determine its ‘risk appetiteGéi/Vause2006, 168), i.e. dafe the amount of

risk that it is willing to undertake. Risk management therefore comprises not only the identifi-
cation of uncertainties that may have a negatmpact on a firm’'s profitability and share-
holder value goals, but also the implementatiomahagerial actions to restrict any excessive

amount of risk that is inected by the firm’s activitieslfiederichs2004, 12-14).

Therefore, risk management cannot be implenteagean isolated functicthat is carried out
independently from manageridecision-making and control. Kiually all mangerial deci-
sions not only lead to a given action, e.g.lthench of a new product or the design of a con-
tract with a supplier or customer, but also yielé given amount of risk that has to be taken
into consideration. Additional risk may also sttm developments after an action has been
taken, e.g. the unforeseen entry of a new congpetit the firm’s markets. In the latter case,
risk is an impulse for additional manageriatid®n-making that has to be coordinated with

the firm’s strategic as well as operating goals.

Since business risk is insepalsa connected with manageriattion, the risk management
system has to be integrated as a sub-systenthe managerial ptening and control cycle
(LazanowskR006, 28). In the literature, the underlyingk management process is typically
divided into the steps risk edtification, risk evaluation, risk aggregation, risk handling and
risk monitoring Heinen 1966, 59; Pollanz 1999, 394; Burger/Buchhart 2002, 29;



Schorcht/BroseR005, 16). This process is accomparbgdther elements, i.e. the determina-
tion of the risk philosoph of the risk strateggnd of the risk policy asell as the implemen-
tation of a corporate risk culture and tmenitoring of the risk management itsefft¢inle et
al. 1997, 364Burger/Buchhar2002, 27). Figure 1 (e.§charpfl997, 7401.1ck 1998, 1926;
Weber et al1999, 1712) summarizes tleesonsiderations.
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Figure 1: Elements of a risk management system

2.2 Risk controlling as mana gerial support function

In German business practice, controllersbgmprises the controllgr tasks in providing
managerial decision support. More formallyistimplies that in the decision-making process
controllers ex ante measure and evaluateptissible courses of action that a manager can

choose and ex post provide thmpeopriate performance measures.

Applying this formal understaimg of controllership conceptliya on risk controlling implies
that risk controlling has to provide suppdor any risk-related dmsion-making by either
evaluating the existing risks irsélf or by giving a comprehere evaluation of a risky action
including the uncertaintpf outcome. This makes measurigd evaluation tasks in all steps
of the risk managemengrocess necessaridgrvath/Gleich2000, 114;Rudolph/Johanning
2000, 18Blihler1998, 214).



With respect to the controllers’ roles, it is moly required that they provide the risk-relevant
information to the managerial decision-makdmst also that they accompany the risk man-
agement process itself as navigattm help the firm’s decisiemakers to achieve the desired
risk position Hornung et al.2000, 157;Schorcht/BroseR005, 28;Burger/Buchhart2002,

58). As risk and risk management is necessantgrent to any managerial action, risk con-
trolling therefore cannot be a seai@ set of tasks besides ttwntrollers’ taditional respon-

sibilities, but has to be integrated into contralep so that all risk-related aspects included in

the decision-making and control process @nsidered in an appropriate fashion.

2.3 ‘House of Controlling’ as representation of the functional structure of

controllership in German companies

To embed risk controlling into the firm’s controllershidojtsch et al.2005, 126;Died-
erichs/Richter2001, 137Mikus 2001, 70\Weber2000, 1934) we use the ‘House of Control-
ling’ as a basic theoretical structure descrikting typical features ofontrollership in Ger-
man organizationslrfternational Group of Controlling/Weil3enberg2006, 21;Lutz 2007,
104).

Essentially, the House of Conliiog (see figure 2) consists diree parts. The ‘foundation’ of

the House of Controlling is the controllers’ rae information providers as well as counter-
parts or consultants in the process of managerial decision-making and control. Only if control-
lers fill both roles, they are able to achiebeir mission that condsin designing and ac-
companying the managerial planning and omintycle and thus lweg co-responsible for
achieving the firm’s stratgc and operating goal$nternational Group of Controllin@005,

p. 53).



Mission:
Controllers design and accompany
the managerial planningand control cycle and thus are
co-responsible for achieving the firm’s strategic and operating goals

Core Activities Secondary Activities

Accounting Administrating
Information the controllers’
Technology department

Performance

Planning Reporting Measurement

Controllers’ Providers of management accounting information ‘

roles:

‘ Consultantsin the process of managerial decision-making and control ‘

Figure 2: House of Controlling

The connecting link between the controllers’ soéend their mission consists in the functional
activities attributed to them. Controllers’ core activities cosgthe planning function, the
reporting function and the firm’'s performance measurement Roghl-Anderson/Bragg
2004, 12-13). Secondary activities cover thecemual management of the necessary ac-
counting information technologies as well asddeninistration of the controller’s department
(e.g.Roehl-Anderson/Bragg004, 777, 913).

With regards to th@lanningfunction, controllers are respobka for the preparation of oper-
ating budgets as well as for providing managetedision-support in theactical orstrategic
planning process and in the field of projgtanning. For monitoring purposes within the
planning process, controllers provide forecakirmation that are used for feed-forward pur-

poses.

The controllersteporting function comprises all tools and pexures that are used to present
information for decision-making and control pases to the management. External reporting
is typically not part of contttership in German companies, but belongs to the financial ac-
countants’ task. Nevertheless, under IFRS interisktrelated information is used for finan-
cial accounting purposes as well, so that th&rotlers’ reporting @inction has become more

extensive.

In the field of performance measurememontrollers provide magars with the necessary

profitability measures for decentralized aohtpurposes. Ex ante, these performance meas-



ures are used as incentives e.g. for a decergtatnanager of a business unit so that the ac-

tual performance monitoring ex gamly has a feed-back purpose.

Apart from these core activities, controfidrave to make sure that the necesaacpunting
information technologiesire implemented so that the reat accounting information and
other ratios required in the @sion-making and control pcess are provided. Finally, con-
trollers have tadministrate the controllers* departmente. they have to implement an effi-
cient as well as effective organizatibstructure for controllership purposes.

3 Integrating risk controlling into controllership: A conceptual

framework

In most papers that deal witlsk controlling on a conceptubhsis, the functional structure is
only discussed with reference to the risk management prdgesge(/Buchhar2002, 56-59;
Schorcht/BroseR005, 23-27Diederichs/Richte2001, 137-138). Even though this approach
might be helpful as a first step, it does not givenadepth insight into how risk controlling is

to be integrated into controllershi@nly few papers take this view (e.@inter 2006;
Torok/Wood2006;Mikus 2001;Helten1984), but the discussion is limited to isolated aspects
of risk controlling.

In this section, we attempt to develop a cosmgnsive risk controlling framework by inte-
grating both the basic risk management proed#is the controllers’ activities representing

the core of controllership (see figure 3).

Planning Reporting Performance Account!ng Admmlstratmg,
Measurement Information the controllers
W m ] Technology [ department

Risk
Identification

Risk
Evaluation

Risk
Aggregation

Risk
Handling

Risk
Monitoring

Figure 3: Systematic integration gk controlling into controllership
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From a systematic point of view, we will folloalong the five activities mentioned above that
constitute controllership andsdiuss how each of these activitie$o be adapted with regards
to the risk management process. This makeardhat typically no gzialised ‘risk control-
ler has to be employed, but the controllersgnége the support of thesk management proc-
ess into their activities.

3.1 Integration of risk contro Iling into the planning function

The planning function represents a significarttaacfield for the integration of risk control-
ling into controllership since risks are causaptan deviations and thus the amount of risk
incurred always refers to a given planning posit Therefore, the firm’s risk position cannot
be planned in an isolated staon, but is an inlent result of tb planning process
(LazanowskR006, 100Gleil3ner2005a, 2).

The firm’s planning process typibtaconsists of three inter-linked time levels, i.e. strategic,
tactical and operating planning. Additionally, ttegular planning cycles which are typically
implemented on a yearly basis, are complemebyeproject plans for sgular activities. The
resulting matrix structure of the planning prege- time levels vs. regularity — constitutes the

theoretical structure for the integration of risk controlling.

Starting with the regular planning cycle, theastgic planning procestefines the strategic
positioning of a firm, setting the framework fibre tactical planningmid-term development

plan) and the short-termperations plan/budgdt.relies on the identifiation of strategic suc-

cess potentials as well as the firm’s core competences, which serve as a basis for the strategy
formulation. Typical instruments used in th&ategic planning process are scenario tech-
niques, SWOT-analyses, the balanced scorecard or — as a strategic information system for
feed-forward monitoring purposes — early-warning systems. Since these instruments explicitly
deal with the uncertainties of the managedhbice of action regaimg profitability and

shareholder value goals, any Asated instrumental measuie be easily integrated.

For example, the results of the SWOT-anadyskentifying strategioveaknesses and threats
to the firm can be integrated into the stratewgk inventory for riskdentification purposes.

The same applies for the risks identified by ¢laely-warning system, which is explicitly re-
quired as a risk management instrument bykibeTraG. Additionally, the key ratios used in

the different perspectives of a firm’'s batad scorecard as well #se underlying strategy
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map may not only be used toerttify the relevant risks as well as the interaction between
these risks but also to track these risksrduthe firm’s strategic planning cyclel@mburg et
al. 2005, 1069-1072).

The explicit consideration of business riskghe strategic planningrocess has several ad-
vantages. First, the strategic planning becormore effective as the planning dimensions
now comprise not only divisionalegional or functional activitgeebut also important business

risks (Hoeve/Schweize2001, 110). Second, the risks includetb the strategic planning
process can be aligned with the risk controllifagabase so that any gaps or redundancies are
easily identified Yogler/Gundert1998, 2382). Finally, the integration of risk controlling in

the strategic planning process may even serve to identify competitive advantages, e.g. if busi-
ness risks can be identified tlean be incurred at lower costs compared to a firm’'s competi-
tors Gates2006, 88;Pritsch/Hommell997, 685). Assuming that all risks are basically a re-
sult of strategic choices in thedi place, the integration of rigontrolling into the strategic

planning process is @frincipal importance.

The tactical planning process serves as allgtkveen the strategiod operating planning by
translating the rather qualitative strategic goato quantitative mid-ten objectives that may

serve as cornerstones for tygerating planning and budgetingopess. Typical mid-term ob-
jectives concern profitability measures (EBHAT), cash flows, capital expenditure, sales
volumes or number of employeddirsch et al.2005, 253). The integration of risk controlling

into the tactical planning process mainly deaith a risk-oriente@¢oordination of these ob-
jectives. Another focus is puin risk interaction, i.e. somasks may counter-balance each
other, e.g. in the case of produaktersification, but some riskmay amplify, e.g. if two divi-

sions are dependent on the same supplier. A comprehensive coverage of these interactions in
the course of the tactical planning process oups the risk aggregation as part of the risk

management process.

In the context of the operatimanning process, the integratiohrisk controlling mainly re-
gards the variance analyses resulting froe ¢bomparison of actual or forecast data with
planned valuesShenkir/Walker2006, 38;Gates2006, 88). As e.g. the assumptions behind
the budgeting process argsassed in the light dfe variance analysesgthesults can be used
on a feed-forward basis not only to evaluhittire operating risks more precisefgl€i3ner
2005a, 5) but also to set more realistic 4ashusted goals and budgets in future planning

rounds.

-12 -



Additionally to the regular planng cycle, risk controlling also has to be integrated into the

project planning processrfgingular activities.

Projects with a dominant strategic perspecéike for example, merger & acquisition (M&A)
projects. If controllers are included in the M&rocess, they will receive a more extensive
and reliable insight into the risk structuretbé potential management purchase and manage-
ment alliance. This allows for risk interaction with other, already existing business areas be-
ing included into the evaluation of the targdfject and preventingver-excessive purchase
price premiums. In consequendbe integration of the riskontrolling may lead to an im-
proved effectiveness dhe M&A-process Keller 2002, 44, 99Schmitting2005, 271-276).
Additionally, the risk information generatedtime M&A-process may later on be used in the

regular planning cycle.

Tactical project planning oftedeals with investment plamg. Decentralized business units
submit their investment plans tee group controllers’ departmethiat prepares a proposal to

the CEO/CFO regarding the firm’'s capital expendituPedgll 2004, 6;Hoeve/Schweizer
2001, 113). The traditional evaluai methods for investment projects are often marked by
assumptions, whose fulfilment seem realistic anlthe rarest cases; an appropriate risk esti-
mation of the project itself af the interaction with other ue@stment projects is often missing
(Lehner2005, 4). In addition to these conceptual gaps, an insufficient risk consciousness can
be observed with the business managers thateaponsible for the realization of an invest-
ment project once it has begppaoved. Typical mistakes areigmitizations baed on techni-

cal possibilities instead of longrm profitability criteria, wful ignorance of undesired de-

velopments or over-optimistic estimations of the project’s progiegsstfhan2007, 1).

An effective risk controlling apart of the investment plamy takes steps against these dys-
functional developments by monitoring the ongpwalidity of the pratability assumptions
behind the project approval. If these assumptzamot be met, the underlying reasons indi-
cate business risks that have to beudel in the companies risk inventoBefger/Gleil3ner
2007, 67).

Operating project planning occurs for examiplendustries with higkvolume make-to-order
production which implies discontiities regarding incoming orders, a low degree of repeti-
tion and standardisation potentéald extensive vances in the budgeting monitoring process
(TroBmann/Baumeiste2004, 75). Additionally, in these indugs risks also stem from the

financing and payment modes as well as frjwlonged guarantee periods. Warranty claims,
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which may occur a long time after completionagbroduct can, for example, incur high costs.
These and other identified risks have toevaluated during the opaing project planning
with respect to the price calculation as the niegged prices have to cover an appropriate but

still competitive risk premium.

Summarizing the basic gains from integrating risk controlling into controllership with regards
to the planning process, tgaidelines can be identified:

e Gaps and redundancies regarding risk idexdifon are already identified in the stra-
tegic planning process. The types and leeélssk a firm is taking becomes part of

the chosen strategic position.

¢ Interactions between different risks are take#n consideration, stihat a valid evalua-
tion and aggregation of risks is supported appropriate risk malling actions can be

chosen.

¢ Risk-oriented variance analysas a monitoringdol identify the ex post validity of the
assumptions behind the planning processsaipgorts feed-forward learning for future

risk assessment.

e Risk-adjusted price calculah supports the risk compensation e.g. in the case of
make-to-order production.

3.2 Integration of risk contro Iling into the reporting function

Controllers are mainly responsible for the ined management repary procedures, ensur-
ing that necessary information for decisimaking and control is provided on a regular
scheduled or — if necessaryon an unscheduled basMogler/Gundert1998, 2382;Bur-
ger/Buchhart2002, 177).

Traditionally, standard management reportando provide explicit risk information, but de-
scribe planned/forecast values as if under certainty. However, for risk identification as well as
monitoring purposes, the existingdmess risks have to be inded into the management re-

ports.

Even though operational risks have not necédgdar be quantified for these reporting pur-
poses, a categorization according at leakigh/medium/low realization probability is essen-
tial. Thus, information on significant changesimportant business risks is given. Addition-
ally, the total risk position has to be descrilredn appropriately aggregated fashion depend-
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ing on the hierarchical level of the managenrepbrt. For example, a report to the head of a
division would indicate the risk position ofghdivision and not take inter-divisional risks —

which may interact on a higher heechical level — into account.

This presupposes, among other things, the bwttp consolidation of the risk reports pro-
vided by decentralized controllers. In inter-company supply chainsttically integrated risk
reporting e.g. identifying risk teractions among the differentembers of the supply chain
may also support a coordinatesk management approadhedell2004 8; Seiter2006, 577).

If the probability increases that a risk will bealized i.e. affect the firm’s profitability and
shareholder value goals in a fashion that exe@epre-determined threshold, a report outside
the scheduled reporting cycle is triggered titidte immediate risk handling actions. Exam-
ples may be the sudden loss of an impurtaustomer or a product liability suit/@-
gler/Gundert1998, 2382Burger/Buchhar2002, 178).

Regarding the regulatory compliance demanddem&ag. by the KonTraG, the BilReG or the
DGCK in Germany, a reporting interface between tilsk reporting as a part of the manage-
ment reporting system and the financial staets, mainly the management discussion and
analysis (MD&A, called ‘Lagebericht’) is nesgary. The controllers therefore are providers
for relevant as well as reliable information orsimess risks to the financial accountants that
can be disclosed to investors without leadimgtrategic competitive disadvantages, thus sup-
porting the firm’s dislosure strategiesF(eidank/SteinmeyeR005, 2515;Kajuter/Winkler
2003, 217).

In addition to the compulsory risk report régd in the MD&A, firms may choose to give

voluntary information on business risks or on ¢thanges of risk position as well. Such a dis-

closure strategy necessarily relies on an effeciskereporting as part dhe controllership as

well and may lead to a reduction of the costseagdital, thus increasing the firm’s shareholder

value Diederichs2006, 387 Gates2006, 88).

In summary, regarding the integration of rigéntrolling into the reporting function follows

two guidelines:

¢ Integration of business risks as well as tthanges in risk position aggregated in an

appropriate fashion into the regular mgeaent reporting procedures induces mana-
gerial learning and instigatéise required risk handling wittegards to the firm’'s de-

sired risk position.
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e A comprehensive risk reporting is necessay financial disclosure purposes, sup-
porting not only the firm’s didosure policies but also creating potentials for the re-

duction of costs of capital, if the ovéirBusiness risk position is reduced.

3.3 Integration of risk controlli  ng into performance measurement

Performance measurement as the third of the aoctivities constituting controllership is par-
ticularly relevant in decentrakzl organizations. In this fielof activities, controllers support
central managers, e.g. the CEO, to identify grenhnce measures for local managers, e.g. di-
vision managers, and to set amnte appropriate performancegeats. Regarding the firm’s
shareholder value goals, especially on thellef/division management value based perform-
ance measures like EVA, CVA or RoCE, whiclklude cost of capital as a performance tar-
get, play an important role. On lower hierarchieakls, e.g. in cost or profit centers, budgets,
revenue or EBIT targets are a typical bdsisfinancial performance measurement imple-

mented by controllers.

The relevance of risk conttimlg in the field of performace measurement depends on the
amount of local decision-making and the risksa@lananager may thus incur in behalf of the
firm. In many firms, some of the bigger rsskre excluded by centralised compliance instruc-
tions that e.g. prohibit certaiggdes of transactions anvestments, thus restricting the local
choices of action. A centralized approach is eggcefficient if there are risk interactions
between local managers, e.g. if both manageptement a single-sourcing strategy with a
low cost provider which causes a disproportiorrégk to the firm as a whole regarding the
risk of delivery defaultRedell2004, 6).

Nevertheless, not all risks can be managed cénifaht least some decisions remain dele-
gated to local units. Besides, this would noabeefficient strategy, if one assumes that e.g. a
division manager has better infioation on the local business at&linherent risks compared
to the CEO (ohland/Wiemeye2006).

Integration of risk controllig into performance measurement therefore implies that the lo-
cally chosen risk handling is ime with the firm’s risk pbicy and target gk-position. This
requires first that a variable pay-per-perforcarscheme is implemented even if the local
manager is risk averse. Otherwise, the locahager would be indiffent between choosing a

high-risk vs. low-riskcourse of action.
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Some authors propose the adaptation of finhmpeegormance measures for risk controlling
purposes, e.g. choosing risk-ad@ds ratios like RORAC (return omsk-adjusteccapital) for
evaluating divisional profitabilityWinter 2007, 366-368). Conceptually, RORAC shows the
(expected) gain per unit of risk capital, witle thatter being determined via value-at-risk con-
cepts Yiemann2005, 377;Homburg/Stephar2004, 317;Albrecht 1998, 239). However, as
an effective performance measurement requinediable profitability evaluation, such ratios
are only viable if risk can be measured inodfective fashion. This is often the case with fi-
nancial risks, but very rarely with operatibtausiness risks. Additionally, it can be shown
that the adequate choice of risk position cao &le achieved in a difient way, e.g. by using
conservative accounting measures that recegairealized losses babt unrealized gains

and therefore put more weight osks than on possible opportuniti®@ggenhofed 996).

Second, costs of capital — as anlgastprofit target — have to be adjusted with regards to the
local level of business risk. If local managarg in different indusies and/or business mo-
dels, then the individual risk pfiles can deviate significantlydm each other due to the in-
dustry-specific economic environmeriigchmeister2006, 146). In thixase, a company-
wide homogeneous rate of capital costs wouddl e wrong decisions, because business ar-
eas with a lower risk position compared te firm’s overall risk position would be charged
with too high costs of capital resulting &am under-investment problem, and vice vefsa (
beitskreis Finanzierun@996, 550).

Nevertheless, determining an appropriate leveliakional costs of capital often proves to be
difficult, especially if the divisions do not artdependently on capital markets. Information
on the divisional risk profile provided by theskicontrolling may then help to determine a
suitable risk-adjusted divisiah rate of capital costs F(eygang 1993, 253-258;
Hahn/Hungenber@001, 164 Arbeitskreis Finanzierung996, 552-558@lei3ner2005b).

Finally, divisional performance measurement alepends on the transfer prices used for in-
ter-divisional transactions. Set am appropriate fashion, transfer prices lead to efficiency
gains through ‘fictitious’ competitive pressuréwert/Wagenhofe005, 577;Beil3el 2005,

124, 135). However, negotiations on transfer primetsveen local managers often are contro-
versial. While the manager of the selling divisgmefers a high transf@rice including a risk
premium for price risks, produot risks or delivery risks, hmanager of the buying division
favours a low transfer price inaing a discount e.g. for his owproduction or resale risks
(Pfaff/Stefani2006, 517). An appropriate transfer price must take both risk positions into ac-
count BeilRel2005, 127, 131), if the optimal transactivolume is to be induced between
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both divisions Kley 2001, 268). This can be achievedibgiuding controllers into the nego-

tiation process providing the relewabusiness risk information

Summarizing the core features of integratirglx controlling into performance measurement

results in the following guidelines:

o Delegation of decision-making necessarilyas the local manageh®edom to choos-
ing a risk position that may not be in line witke firm’s overall choice of risk level.

Central restrictions e.g. elxding certain transactiomsay alleviate this problem.

e To set an incentive for local managersctmose an adequate risk position, variable
pay-per-performance systems have to be emginted even if the agt is risk averse.
This is in line with the existing guideks for designing performance measurement

systems.

e Ratios that rely on direct risk measuremeng,. RORAC, are usually not suitable for
controlling operating risks, as such risks cannot be measured in an objective fashion.

¢ On a divisional level, costs of capital haweebe risk-adjusted to the local risk profile

to ensure the appropt@investment levels.

e Transfer prices negotiated with other divisions affect a division’s performance and
therefore the division manager’s bonus. fEalize the optimatransaction volume
from a central perspective, the transfec@must cover the risks of both the selling

and buying division.

3.4 Adaptation of the accounting informa tion technology with reference to

risk controlling

Due to the task variety in the controllers’ core activities and the complexity of existing ac-
counting data sets, the efficiency and effeatiess of controllers’ ¢e activities depend on

the support by modern accounting informatiochtelogy (IT). The main components of the
relevant accounting IT consist in enterprigsource planning (ERP) systems, data ware-
houses and management information systedasnf(leben/Hes2006, 604). ERP systems en-
compass a firm’s operations including the generated paperwork and map all current business
transactions into a homogenealetabase. To allow for time rges analyses of accounting

data, the ERP data are extracted from this database on a regulanthssbsequently to

consolidation and harmonizing processes, saveddata warehouse together with data from
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other internal and external sources. Thusin&tirmation for decision-making and control, in-
dependently from the format and structure @ifrtiprimary origin, are pooled and made avail-
able for reporting purposes aslivas decision-specific analgs in a standardized fashion,
which are provided by management information systdfned| et al. 2005, 211;Samtle-
ben/Hess2006, 603 Wall 2007, 485). As can easily be se¢ghe more the different compo-
nents of the accounting infortan technology are integrated antechnical as well as func-
tional basis, the more efficient as well d&etive is the resulting support for planning, re-

porting and performance measurement purpdsasifleben et aR006, 86).

Since risk management makes the processiagamalysis of a hugamount of data neces-
sary, the accounting IT has tbe adapted for risk controlling purposes as well
(Gleil3ner/Romeike2005, 154;Diederichs/Kaminsk2003, 703). Concerning the ERP sys-
tems, this presupposes that adlk-relevant criteria, e.g. remi, customer, supplier or risk
category, are entered whenevéramsaction takes place, allowjlater for analyses whether a
given risk position has changed, e.g. becausditim has become dependent on a small group
of customers. This requires an ex ante idexatiion of the relevantisks and the resulting

transaction criteria.

Concerning the accounting IT asaole, the processing of riskmounts, risk probabilities
and risk correlations should Ipessible. Additionally, the regrsition of risk handling instru-
ments, frequencies and findings of feed-forwardnitoring as well as additional risk infor-
mation resulting from external data sources should be suppd@ted®rier/Romeike005,
155; Diederichs2001, 114). In that case, the risk-atasdata warehouse represents an in-
formation pool which is homogeneously saving ooty all extracted sindard information,
but also risk-specific data praled by the risk controllingSamtleben et ak006, 89).

The main advantage of such a data warehoasdridetaching the implicit knowledge of the
knowledge carrier, allowing for fast and timelgkiinformation research, avoiding inconsis-
tent or redundant data, and pming relevant risk information in its entirety to all business
units and functionsLi@zanowskP006, 108).

Summarizing the guidelines for adapting #eeounting information technology for risk con-
trolling purposesesults in the following statements:

¢ The accounting information technology used by controllers consigttegrated ERP
systems, data warehouses and managemgmmiation systems. For risk controlling

purposes, risk-relevant datavieao be saved and procedse all three components.
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e Accounting IT appropriately adapted foski controlling purposeyields a higher
measure of accuracy, completeness and tiesdiof the risk management process due

to data availability.

e Individual risk reports, generated by mgament information systems, increase in
quality since they contain risk-related infwation relevant for managerial decision-

making and control.

3.5 Administrative aspect s of risk controlling

Apart from the accounting IT systems, the integrabf risk controllng into controllership
also affects the administration tbfe controllers’ department. Riskntrolling is to be embed-
ded into the operational and onggational structure of a compg so that the effective exe-
cution of the risk management process is emkara the successful perception of the integra-
tion advantages is realizeDi€derichs2004, 203).

First of all, the institutional integration of rigtontrolling into the ontrollers’ department is

to be realized. Even thoughrfepecific risk management instruments an individual speciali-
zation within the controllers’ depment, e.g. within the central group controllers’ depart-
ment, may be efficientBurger/Buchhart2002, 268-271j{ azanowski2006, 156-158), the
controller co-operating ith local managers is supposedctwer all risk-relevant advice and
valuation techniques. Alternagély, central controllers specializing in risk management in-
struments may also be associated with rotientral functions, e.gisk management. How-
ever, in that case the dottedduprinciple of subordination shalbe used, i.e. the controller
is disciplinary associated with the risk mgaeent department, but technically integrated
into the central controllers’ department. Whtite technical assignment to the central control-
lers’ department, which is responsible for tlomtcollership, facilitate the perception of the
represented integration benefilse to a close coomftion of both departnmés, the discipli-
nary assignment to the risk management depent increases the acceptance of the control-
ler's work (LazanowskR006, 155).

In the context of embedding risk controlling inttee process organizatioibjs particularly to

be taken care of that activities of risk coniral are integrated into the strategic, tactical and
operating planning processes, as well as ton@them with each other in a timely and
technical mannerGates2006, 88;Burger/Buchhart2002, 273Vogler/Gundert1998, 2379).
Since risk controlling makes its consulting antbrmation providing seices available also
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to other business departmer(e.g. the M&A department,azanowski2006, 156), it is of

prime importance that in the course ot thooperation occurring interface problems get
minimized. In this context, behavioural aspects come to the fore, e.g. a customer-oriented atti-
tude of cooperation as well as an ability toda@te risk-specific disissions to a consensus

between the involved business managéa€s2006, 88).

Finally, controllers that are responsible for the risk controlling activities, must possess an ap-
propriate personal profile. Even though severguirements of this profile can be derived by

the general controllers’ profilée.g. professional competence, knowledge of foreign lan-
guages, analytic intelligence, communication and team ability as well as other soft skills;
Borchers/Trebed.999, 24), further risk-specific regqaments (e.g. strongly developed com-
petence in the area of statistic, mathematiceswhomical informatics) are to be considered

in the profile formulation.

In summary, the administrative and behaviourarded integration ofisk controlling into

the controllers’ department lestb the following guidelines:

¢ In a central controlletslepartment or another functioa,g. the risk management de-
partment, certain employees might specializeisk controllership. In the latter case,

a dotted-line subordination to the controllers’ department is recommended.

e Independent of such a specialization, lthe controlling towards the business manag-

ers nevertheless covers overall controllerséspes including risk controlling.

e By taking behavioural aspects into consideration, controllers fill their roles of consult-
ants and information providers for risk-related decision-making and control more ef-

fectively.

4 Empirical findings on the integr  ation of risk controlling into con-

trollership in Germany from 2003 - 2007

4.1 Database of the review

The empirical research on risk controllingnian-financial industries is a very young research
area Hoitsch et al.2006, 69). However, since 2003 seveathors have collected empirical
evidence on the design of risk managemente@sgely risk controlling systems in Germany.

The objective of the following resw is to provide a synthesis thie empirical status-quo as a
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contrast to the theoretical framework presdntesection 3. Tablé summarizes the 16 stud-
ies that have been identified from 2003 to 2607.

A first glance indicates that in the recent past a generally increased interest to the topic of risk
management / risk controlling can be obsengue alone 10 of the 16 studies (63%) have
been published in the years 2006 and 2007. Madiest analyse an extgive sample of com-
panies (48 to 1.103 companies / average: 230 compprmigiser by questionnaire or by
analysis of published businedscuments; only in one studiditsch/Winter/Bachl005) an

in-depth analysis based on stiwred interviews is conducted.

5 Sample
No. Year Author Title Methodology P
(usable responses)
N 2003 Henschel Risikomanagement im Mittelstand. Eine empirische Study based on a 266 companies (16%)
Untersuchung questionnaire

Risikomanagement in deutschen Unternehmen. Ergebnisse der
2 2003 KPMG Umfrage tber den Status von Risikomanagement-Systemen und
deren Beitrag zur Unternehmenssteuerung

Study based on a

questionnaire 1,103 companies (17%)

. Die Risikoberichterstattung der DAX100-Unternehmen im Evaluation of the business
3 2003 Kajiiter/Winkler " N N Document analyses
Zeitvergleich. Ergebnisse einer empirischen Untersuchung reports of 81 quoted companies
" . " . " Study based .
4 2004 Diederichs Risikomanagement und Risikocontrolling ucy basec ona 55 companies (22%)
questionnaire
N Evaluation of the business
5 2004 Kajuter/Winkler Praxis der Risikoberichterstattung deutscher Konzerne Document analyses
reports of 81 quoted companies
6 2005 Hoitsch/Winter/ Risikokultur und risikopolitische Grundsatze. S;Z:i;:ns:i(rjeo:n: 10 companies (33%
Béchle Strukturierungswvorschage und empirische Ergebnisse a P: ( )

structured inteniews

Holscher/Giebel/ Stand und Entwicklungstendenzen des industriellen

N N N Study b: d
7 2006 Risikomanagements. Teil 1: Ergebnisse einer aktuellen Studie udy based on an

138 companies (7%)

K b: li ti
arenpauer der Technischen Universitat Kaiserslautern onine questionnaire
Denk/Exner- Evaluation of the business
8 2006 Merkelt/Ruthner Risikomanagement im Unternehmen Document analyses reports of 48 quoted companies
° 2006 Hoitsch/Winter/ R\slkogonlro\l\ng bei E{eulschen Kapitalgesellschaften. Study b?sed ona 111 companies (24%)
Baumann Ergebnisse einer empirischen Untersuchung questionnaire

Study based on a
10 2006 Seiter Risikomanagement in komplexen Unternehmenskooperationen questionnaire and 572 companies (10%)
structured inteniews

Szenario-Technik und Frahaufklarung: Anwendungsstand und Study based on a

11 2006 Krystek/Herzhoff . . N .
Integrationspotenzial questionnaire

75 companies (27%)

Risikocontrolling in Nicht-Finanzunternehmen. Entwicklung einer
12 2007 Winter tragfahigen Risikocontrolling-Konzeption und Vorschlag zur
Gestaltung einer Risikorechnung

Study based on a

questionnaire 111 companies (24%)

Hélscher/Giebel/ Stand und Er denzen des industriellen Study based on an
13 2007 Risikomanagements. Teil 2: Ergebnisse einer aktuellen Studie " Y .
online questionnaire

Karrenbauer " . -
der Technischen Universitat Kaiserslautern

138 companies (7%)

Risikosituation und Stand des Risikomanagements aus Sicht Evaluation of the business
14 2007 Berger/GleiRner | der Geschaftsberichterstattung. Ergebnisse einer empirischen Document analyses reports of 137 quoted
Studie im Uberblick companies

Emst&Young Best Practice Suney "Risikomanagement 2006".
15 2007 Ermnst&Young Ergebnisse einer représentativen Studie tber die
Weiterentwicklung wertorientierter Risikomanagementsysteme

Study based on a

questionnaire 85 companies (17%)

Risiko- und Chancenberichterstattung im Lagebericht. Eine Evaluation of the business

16 2007 Kajlter/Esser empirische Analyse der HDAX-Unternehmen Document analySes ;oports of 92 quoted companies

Table 1: List of empirical studies on risk managat / risk controllingncluded in the review

1 With the exception of one German-speaking sttialyt analysed business reports of companies in
Austria Oenk/Exner-Merkelt/Ruthne2006), all the above listed studies analysed companies in
Germany. Since the structure of Austrian and Gerrompanies is definitely comparable, we in-
volved that Austrian study in our review.

2

As three studies (3/5, 6/12 and 7/13) refer to the same subsample they are counted only once.

-22 -



4.2 Risk controlling in the  planning process: Status-quo

Regarding status-quo of risk controlling witsspect to the planningrocess, empirical evi-
dence indicates that the degreenvégration is rather lonHoitsch et al(2006, 72) show that
31% of the surveyed firms rate their integratievel as average, while further 8% even state
that they do not undertake aimgtegration actiities at all. Merelyl8% of the respondents
judge their integration activities to be comntpleThese results are supported by two further
studies Ernst & Young(2007, 8) state that nearly 35%th€& surveyed entities do not have a
planning system that is effectively integratetbithe risk controlling process, whereas on the
other hand 29% state a complete integratidenschel(2003, 334) comes to similar results
for small and medium-sized enterprises, aceqydo which merely a third of the respondents
integrate their planning process directly witk tisk controlling activities. The remaining two

thirds respondents do not integrate ©sktrolling and planning process.

Regarding the use of risk controlling instruments in the strategic planning process, apart from
a qualitative evaluation of riskspmetimes also a quantification is necessary, e.g. for risk ag-
gregation purposes or for estimate a purchase price in the course of a due diligence. Neverthe-
less, significant deficits havbeen noticed for the use gualitative instruments of risk
evaluation as well as for the appliom of analytic evaluation method&rfstek/Herzhoff

2006, 307-310Winter 2007, 210KPMG 2003, 21Ernst & Young2007, 18Hdlscher et al.

2006, 153.

Similar deficiencies can be found regarding thtegnation of risk comblling into the area of
tactical planning. 40% of the firms, that haween included in the empirical sampleBEwst

& Young(2007, 21), state that they do not use aniety project-referred risk management

or risk controlling for significant and even critical projects, apart from the common project
management. However, 70% of the sample fihokl the opinion that aeffective and effi-
cient risk management has a high respectively high relevance for reaching project tar-
gets.

With respect to the integration of risk corilirg into the operatig planning activities, only

few empirical findings exist so far. Nevertheless, some conclusions can be drawn on the basis
of two studies analyzing the frequency of ridkntification and evaluation in business prac-

tice. For example, 60% of the enterprises that have been analyfaddayichs(2004, 81),

carry out a risk evaluation ingelar up to three-month intervals; with merely 33%, this hap-

pens only once a year. With regard to risfoimation adjusting frequencies between the de-
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partments of risk management and corporate planKiRl|G (2003, 15) find that 45% of the
sample firms carry out a quarterly to monthlgjusting. Both resudtsupport the notion that
even though a close risk mtoring in the operating planningycle is not implemented, at

least in the yearly opeiag planning process rislontrolling is integrated.

From an overall perspective this result is satisfactory. As most busess risks originally
are rooted in strategic and/octi&zal decisions, even a sufficiantegration of risk controlling
in the operating planning process cannot compertb@ deficiencies on the higher planning

levels.

4.3 Risk controlling in the re  porting process: Status-quo

Regarding the internal management reporting pro&sslerichs(2004, 83) finds that 90%
of the firms included in his sample have impéarted risk-related reporting elements. This re-
sult is contradicted bioitsch et al (2005, 130), who find that in merely 40% of the respond

ing DAX-30-firms the internal risk reporting istegrated into the standard reporting system.
However, the resultsf the study conducted bBi/inter (2007, 208) give heed to the assump-
tion that the degree of integrani of risk reporting into theegular management reporting sys-
tem increases, since at least 57% of the survéged own a strongly to very strongly inte-

grated risk reporting system andnalg 11% do without an integration.

Additionally, in Diederichs’ (2004, 84)sample 80% of the surveyed firms use unscheduled
risk reporting elements ifatessary. This is confirmed bYinter (2007, 207), who finds that
74% of the firms included in his study use #ireld values for unscheduled risk reporting.
The effectiveness of these reporting elementselvewis to be questioned, as merely 40% of
the firms analysed bRiederichs take a serious deteriorationksy figures as an occasion for

unscheduled reporting.

Finally, with respect to risk reporting in firm networks and supply ch&eger(2006, 577,
579) shows that the inter-orgaational communication qualityepresents the most signifi-
cant influence factor for decreasing behavioursiidkhe result indicates that risk reporting for
intra-organizational purposes should not solelplganized along the vertical hierarchy lines,
but should also include horizonték reporting in order to inmpve inter-divisional and inter-

functional cooperation on the same hierarchy level.

With a look at the external risk perting, several empirical studieKgjuter/Winkler2003;
Kajuter/Winkler 2004; Denk/Exner-Merkelt/Ruthner2006; Berger/GleiRner 2007; Ka-
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juter/Esser2007) investigate the publittan of risk-referred inforration in the business areas

of listed firms from 1999 to 2006. These studiesl funanimously, that the extent of risk re-
porting in the financial statements not only has constantly increased after the enactment of the
KonTraG in 1998, but also that the formal ttiscire on business risks has improved. This es-
pecially holds for the DAX-30-firmsKajlter/Winkler2003, 219-228). Additionally, a posi-

tive correlation between the adigm of IFRS and a more detailed disclosure of business risks

in the MD&A can be observedgjuter/Winkler2004, 252).

Nevertheless, despite the quantitative and &rimprovements of risk disclosure in the
firms’ financial statements, risk reporting iflsharked by extensive deficiencies. Apart from
information on the firm’s risk strategy and tthesign of the internalsk management system,
more detailed information on the firm’s major risks as well as risk position is lacking in many
cases. Also information on the risk interan8aequired by DRS 5 and IDW PS 340 as well
as on the total risk position ofdtenterprise based on the overislk aggregation, is often not
meaningful or even completely missirefger/Gleil3ner2007, 65Kajtter/Esser2007, 386-
388).

Voluntary disclosure of risk information may letmddecreased costs of capital, e.g. due to fa-
vourable credit rating. According rnst & Young(2007, 10) half of the firms surveyed in
2006 name the improved credit ratings as expkeget of the risk management. Whether this
leads to improved risk disclosure policies has yet been analyseNevertheless, until 2004
firms giving voluntary risk informatin rather remained an exceptioklo{tsch et al.2005,
131).

4.4 Risk controlling and perfo rmance measurement: Status-quo

Integrating risk controlling intgperformance measurement has not been a detailed subject of
empirical studies so far. However, 8% of the firms analyseldRIMG (2003, 21) outside the
financial sector state thatep use risk-adjusted performance measures like value-at-risk,
cashflow-at-risk or RORAC; a comparable result is giveibisch et al (2006, 71).

Nevertheless, only 48% of thePMG sample analyse cause-effect relations in the risk-
monitoring processkKPMG 2003, 9, 19). AdditionallyDiederichs(2004, 80) finds that 64%
of the responding firms solely e¢grout an isolatedisk estimation, whiclprevents the identi-

fication of possible risk interactions. Both resuhdicate that there are grave deficiencies re-
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garding risk identification, evaluation and aggregn which would all be necessary to adapt

divisional profitabilitytargets according to the local risk level.

4.5 Risk controlling and accounting in ~ formation technology: Status-quo

The adaptation of accounting information teclogyl (IT) for risk controlling purposes has al-
S0 not yet been analysed empirically to a restend, as the survey® identified only give
sporadic and indirect informatiohridlscher et al (2006, 154) find out, that only 20% of the
sample firms have implemented a standardizedd3ed recording of realized risks. This re-
sult points either to an insufficient risk-speciadaptation of ERP syems and/or a missing
integration of theoverall accounting ITErnst & Young(2007, 14) confirm for 40% of the

analyzed firms a lacking adaptationERP systems for risk controlling purposes.

This seems to be contradicted Diederichs(2004, 89), who statesah75% of the surveyed
firms indicate that risk controlling is supped by information technologies. But having a
closer look, the majority of these firms merelyes Microsoft standard software (Excel) in-
stead of risk-specific agbted advanced accounting IT. Thilee so-called IT support for risk
controlling purposes is implemented in rather sepnmefficient and isolated fashion prone to
errors. This is corroborated PMG (2003, 22) who find that mesing IT-interfaces repre-
sent a significant problem in the practice akricontrolling IT support. Additionally, data

warehouse applications do not seem to bézable for 80% of the firms analysed.

4.6 Risk controlling and admi nistration of the controllers’ department: Status-

quo

Regarding to the integration of risk controllimjo the organizational structure of controller-
ship, Winter (2007, 206) states that 40% of the syed firms have established a position
and/or a department called ‘risbntrolling’. In that case, 39%f the firms subordinated this
department to the central controllers’ depantmé&7% to a central sk management depart-
ment. 27% of the firms try to dewith the disadvantages thatsult to such a one-sided sub-
ordination by falling back on a matrix-typegamnization and by subordinating the risk con-
trolling to both controllers’ deartment and risk management.

However, it is to be considered critically, thmaerely 21% of the firms with an institutional-
ized risk controlling department actually leethespective tasks, that we have conceptually

identified as being the core ok controlling, be carried oudy that department. In practice,
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even if a risk controlling department exists, it is rather responsible for risk management, so
that risk controlling in the conceptual sensethad meaning still has to be carried out by the
central controllers’ department. This gives head to the question whether the central control-
lers’ department has enough capasitie effectively fulfil all necessary tashf risk control-

ling is taken only as an additional, but secondary responsithiliilscher et al(2007, 5), as-

sume that this is the reason for the deficietegration of risk contiing into the strategic

planning process.

Regarding the effectiverse of risk controllingHdlscher et al.(2007, 5) findout that only

19% of the firms analysed have implementedaliogether well-arranged risk management,
whereas the remaining 81% are marked by an insufficient or even lacking risk management.
This implies that the tasks regarding the management of the planning and control cycle which
are also underlying padf the controllership are not fulfidewith respect to risk-related is-
sues. This notion is also supported KFMG (2003, 21) who state thaberely 6% of the

firms surveyed carry out a regular monitoringrisk developments and the subsequent risk
handling.

Once again, we assume that this is due to @sioes in the integration of risk controlling in
the controllers’ departmenthis alarming tendency is grnasized by the results Bfnst &
Young(2007, 15), according to which merely 47%oé analysed firms integrate risk-related

elements into the existing controlling systems.

Finally, there exist no empirical findings to trezjuirement profile of adrollers dealing with
risk-related issues so far. On the other haot)e general results have been found regarding
training measures in therea of risk controllingDiederichs(2004, 72) statethat almost two
thirds of the responding DAX-30-firms carry ouditrings in the field ofisk controlling and
even 80% hold risk-specific workshops. Howe\atditional training measures for the deeper
risk understanding, such as seminars or caseestadid the use of special learning software
in the form of web-based-trainings (WBT), amely used in the fewest cases of the analysed

enterprises.

5 Summary and conclusions

In the last decade, the relexa of risk management has gained importance in Germany, due
to firms’ increasing risk exposure as well tasregulatory pressure. A function often men-

tioned in this contexis ‘risk controlling’. Based upon éhcommon understamdy of control-
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lership — a collective expressiontbie controllers’ tasks — ‘riskontrolling’ is an integral part
of controllership acting as support function in decision-maig and control for managerial

action under risk.

In spite of its relevare; a comprehensive concept on exabty risk controlling is to be in-
tegrated into controllership is yet missing ireahy as well as in business practice, even
though a broad body of literature dealith both functions. Our par therefore attempts in a
first step to comprise the theoretical literatorerisk controlling to a conceptual framework
on the integration of risk comling into controllership, uag the basic structure of the
‘House of Controlling’ which subdivides conliership into the corectivities panning, re-
porting and performance measurement as welhasecondary activities implementation of
accounting information technology and administra of the controlles’ department. In a
second step, sixteen empirical studies on riskagament and risk controlling in German or-
ganizations from 2003 to 2007 are reviewed wéeblpect to the empirical evidence on the

conceptual framework we developed.

We find, that even though some indications forimtegration of riskcontrolling into risk
management can be found, therél skist grave deficiencies garding all fields of control-
lers’ activities. We assume that these deficies not only reduce contlership effectiveness
regarding risk-related decision-making and contoal, also represent a risk in themselves as
insufficient risk management and controllingyr@ander firms in achieving their profitability

and shareholder value goals.

An important step in future research woulddmalysing the degree oftegration in the field

of risk controlling and relating it to (risk) magement effectiveness. We put forward the hy-
pothesis that the degree of intagon of risk controlling inta@ontrollership has a positive im-
pact on managerial effectiveness variableswéleer, as our reviewn the empirical status-
guo of risk controlling shows, theis a rather low degree ofnence in the degree of integra-
tion of existing risk controliig systems into controllership which makes it difficult to exam-
ine the validity of the hypothesput forward by extensive stamdaed questionnaire investi-
gations. A next stage would theved be the in-depth analysis of firms’ risk controlling with
gualitative research methods, e.g. expert intarsjeso that in the course of a case-oriented
research strategy the risk conling as research object can &eamined as thoroughly as pos-
sible allowing for a direct acceso the causal mechanisms lehrisk controlling and mana-

gerial effectiveness.
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