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Abstract 
 
Purpose of the article The traditional idea of risk management is continually evolving as it enjoys 
growing popularity in corporations. The paper reviews the risk management procedure within the 
traditional concept and then identifies and discusses the main trends currently observed within the 
organisation and implementation of this procedure.  
Scientific aim The paper aims at identyfing and describing the currently observed trends in the evolu-
tion of risk management process. To achieve this, it aims at comparative analysis of solutions within 
traditional risk management concept and the ideas underpinning the current process of risk manage-
ment standardisation. It also aims at reviewing the validity of clasiffication of risk treatment tech-
niques. 
Methodology/methods The paper represents a conceptual analysis of the current state of affairs and 
uses the method of comparative analysis and deduction based on the literature review and the lecture 
of standardisation documents. As a viewpoint paper, it represents au-thor’s own ideas and findings. 
Findings The two main trends of risk management evolution should be idetified. The first one is re-
lated with strategic dimension of risk management as this procedure is often promoted as an inte-
grated concept. It springs from the regulations of standardisation procedures which aim at unifying 
the terminology and set of activities from practitioners’ perspective. The second direction of risk 
management concept evolution is observed within the development of risk financing techniques due 
to the innovations observed within traditional risk retention and trasfer solutions, as a result of con-
tinuous convergence of insurance and capital markets. 
Conclusions (limits, implications etc) The risk management process is constantly evolving toward 
the strategic dimension as the risk perception changes, concerning both the downside and upside of 
risk. However, the standards follow similar sequence of activities as compared to the traditional con-
cept and just redefine the tasks perfomed in each step. The evident evolution is observed within risk 
financing tools due to the implementation of innovative solutions. 
 
Keywords: Risk management, risk management standards, enterprise risk management, risk financ-
ing, alternative risk transfer 
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Introduction  
Nowadays, companies operate in con-

stantly evolving surrounding, which raises the 
number of their risk exposures. That is proba-
bly one of the reasons why corporations are 
growingly interested in managing risk. Tradi-
tionally, the model of corporate risk manage-
ment procedure was focused on identifying 
risk exposures, measuring their impact on a 
company and applying the best methods of 
handling risk, with particular focus on insur-
ance. 

The solutions within traditional concept of 
risk management are constantly evolving. 
Therefore, the paper aims at identifying the 
current trends observed within this evolution. 
In particular, it aims at supporting the follow-
ing hypotheses: 
1. the first area of risk management evolution is 

connected with the evolution toward a strate-
gic dimension of the risk management tasks 
as compared to the traditional concept, 

2. the second area of risk management evolu-
tion is connected with the innovations in risk 
financing tools, which results from the con-
tinuous convergence of insurance and capital 
market and the integration of advanced fi-
nancial instruments with traditional insur-
ance concept. 

In order to give a support to these hy-
potheses, the study implies the method of de-
duction and conceptual and comparative analy-
sis of the current state of affairs, currently 
available literature and the ideas of standardi-
sation documents. The risk management stan-
dards are documents promoted by associations 
practically involved in risk man-agement is-
sues. Although these standards have often a 
general dimension, the ideas included can be 
easily transferred to the corporate dimension. 
As the problem of risk financing tools is exten-
sive, the paper gives just a sense of innovations 
that spread in this field and mentions main 
available solutions worth to be considered 
from a corporate perspective.  

This paper constitutes original piece of 
work as it presents the author’s own ideas and 
findings constituted by the identification and 
characteristic of two trends of the risk man-
agement evolution. The structure of the paper 

is as follows. Section 1 discusses the model pro-
cedure of risk management within the traditional 
concept. Sec-tion 2 gives a sense of general 
trends in risk management concept evolution. 
Section 3 describes the evolution toward the 
strategic dimension of risk management and its 
standardisation whereas section 4 discusses the 
evolution within the extension of risk financing 
tools. Section 5 provides con-cluding notions.  

1 The model procedure of risk management 
within the traditional concept 

Risk management is usually defined as the 
procedure aiming at identifying, measuring and 
treating of exposures to potential accidental 
losses (Williams and Heins, 1989, p. 4). This 
procedure is believed to be directed toward 
company’s main goal which is nowadays associ-
ated with the multiplication of the owners’ 
wealth (Neale and McElroy, 2004, p. 7, 10; 
Baker and Powell, 2005, p. 11; Arnold, 2002, p. 
11-12). Undoubtedly, a properly conducted risk 
management procedure helps to achieve this 
goal in numerous ways. It applies company’s 
operations following the loss (it means post-
loss) or prior to a loss (it means pre-loss). In the 
post-loss context, risk management helps to keep 
costs below a threshold beyond which they 
could threaten the continued survival of the 
company. Also, it helps to achieve earnings sta-
bility, which means limitation of unforeseen 
reductions in earnings or cash flows caused by 
losses to “acceptable” amounts. This is possible 
because risk management helps to assure the 
continuity of operations, which means resuming 
normal business operations with minimum delay 
fol-lowing a loss. As a result, risk management 
helps a company to grow continually. In the pre-
loss context, risk management increases value 
through keeping total risk management costs to 
the lowest practical level. Also, it helps to build 
corporate social responsibility (Williams and 
Heins, 1989, p. 21-22).  

The awareness of the risk management 
functions on pre- and post-loss basis is needed 
for a few reasons. First of all, it gives a sense of 
the ways in which a good risk management may 
support company’s operations. Secondly, it 
helps to understand that the risk management 
objectives should be coherent with the primary 
goal of company’s existence. It is recommend- 
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Figure 1 A model of risk management procedure within traditional concept Source: Own work 
 

ed, that the application of risk management 
procedure should always begin with precise 
identification what the company expects and 
want to achieve thanks to risk management 
process. 

Traditionally, the risk management proce-
dure includes a few clearly defined steps, with 
two fundamental stages: risk analysis and risk 
treatment, as presented on Figure 1 (Williams 
and Heins, 1989, p. 18). 

The procedure should always begin with a 
clear definition of risk management objective. 
As mentioned above, this objective should 
correspond to the main goal of company’s ac-
tivity. Then, the risk identification stage should 
be conducted. This stage includes: 
1. identification of loss exposures,  
2. measurement of potential losses. 

The identification of loss exposures is 
perhaps the most difficult function that the risk 
manager must perform. If the company files to 
identify the exposures, it will have no opportu-
nity to deal with unknown (unidentified) expo-
sures efficiently. Here the different techniques 
might be applied (e.g. check lists, decisive 
trees) (Chapman, 2006, p. 128-135). The next 

step within risk analysis is the measurement of 
the potential losses during the budget period 
associated with the identified exposures. The 
risk measurement process includes:  
1. a determination of the probability or chance 

that the identified exposures will cause the 
loss – the loss frequency, 

2. a determination of the impact of these losses 
on the financial stability of the company – the 
loss severity. 

Loss frequency and loss severity may be as-
sessed with both quantitative and qualitative 
techniques. The properly conducted risk meas-
urement indicates the risk exposures that require 
a closer attention, which is often depicted with 
the help of so called “risk matrix” (Baranoff, 
2004, p. 49). This step aims at identifying the 
most serious risk exposures that can threaten 
company’s financial stability.  

The risk treatment stage requires the selec-
tion of the best combination of tools that can be 
used to handle the risk. The decision is back-
grounded by appropriate risk analysis. Tradi-
tionally, risk treatment techniques are divided 
into two major groups, as presented on Figure 2. 
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Figure 2 Risk treatment methods in traditional risk management concept Source: Own work 
 

The company may avoid an identified risk 
exposure. Risk avoidance is here perceived as 
the avoidance of the activity raising the risk, 
which is recommended only for the high-
frequency and high-severity exposures. The 
company may also reduce the frequency or 
severity of risk exposures by application of 
risk prevention or risk repression tools. The 
above mentioned tools belong to so called 
physical risk control techniques. Another 
group of risk handling techniques is being de-
scribed as financial risk control. Here, the 
company may transfer the risk on another en-
tity or retain the risk which means that it will 
bear the consequences of risk exposure inter-
nally. It is important to mention that the com-
pany should select the best combination of 
available risk management tools. It is a diffi-
cult task and depends on numerous issues, e.g. 
the company’s ability to assess and identify the 
risk exposures properly or the acceptable cost 
of risk management. However, the risk man-
agement tools should never be perceived as 
substitutes, but as complementary tools.  

The last step in the risk management pro-
cedure is related to the implementation and 
monitoring the whole procedure. The imple-
mentation is related to the decision among risk 
tool alternatives. The monitoring is focused on 
assessing the wisdom of the decisions taken. 
The constant company’s surrounding changes 
create the need for reconsideration of the cur-
rently conducted procedure and implementa-
tion decisions.  

2 The general trends in risk management 
concept evolution 

The above presented model of corporate 
risk management procedure is associated with 
the traditional one. As the trend for managing 

risk is spreading among companies, the process 
is often subject for modifications. This can be 
perceived as the proof of constant evolution of 
corporate risk management ideas. The key con-
cept of the process remains unchanged as it fol-
lows the same sequences of activities. However, 
the scope of particular steps is often redefined. 

A traditional concept of risk management is 
focused on safety of the company and often is 
associated with the problem of proper insurance 
program construction. Also, one may point that 
it does not promote risk management as an inte-
grated concept. Usually, the risk management is 
addressed as a risk manager function, although it 
is recommended to conduct the risk identifica-
tion with the active participation of all business 
units. 

The evolution of risk management concept 
is primarily concerned with an extended risk 
definition. Risk is perceived not only as a threat 
(downside), but also as an opportunity (upside). 
The process is addressed not only to protect the 
company, but also to allow its growth. Such 
assumption automatically turns the focus of risk 
management toward the strategic issues. There-
fore, the risk management process requires an 
integration of all company’s activities and units.  

In Europe the evolution of risk management 
concept toward its strategic dimension was 
probably initiated by the report known as The 
Turnbull Guidance (or Turnbull Report), issued 
in 1999. This report raised a need for integrating 
the internal auditing with risk management pro-
cedure The Financial Reporting Council, 2005, 
p. 3). The Institute of Chartered Accountants in 
England and Wales (ICAEW) issued the guid-
ance on the implementation of Turnbull recom-
mendations. The guidance classified risk into 
five main categories –  
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Figure 3 Main trends in risk management concept evolution Source: Own work 

 
financial, business, compliance, operational 
and any other. It confirms that the evolution of 
risk management concept is related to the 
broader understanding of risk (Fraser and 
Henry, 2007, p. 392). 

The Turnbull Guidance laid the founda-
tion for the risk management standardisation, 
which constitutes a further step in risk man-
agement evolution. The standardisation is 
promoted by associations dealing with risk or 
risk related issues and aims at explaining the 
process for practitioners (and practical applica-
tions). The need for standardisation appeared 
with the growing interest on risk management 
implementation, which caused that numerous 
views and descriptions were used. Standardisa-
tions aim at using an agreed terminology, uni-
fying the risk management process in the con-
text of its organisation and objectives.  In 
particular, two standards gained a wider accep-
tance – “A Risk Management Standard”, is-
sued in 2002, and “Enterprise Risk Manage-
ment – Integrated Framework”, issued in 2004. 
However, there are examples of other stan-
dardised guidelines for managing risk (Moller, 
2007, p. 331-343). 

Another direction in risk management 
evolution is concerned with the development 
of risk treatment techniques. A more and more 
advanced tools are being available for compa-
nies with the extension of financial market 
innovations. This caused that main tools of 
financial risk control are being integrated and 
the traditional distinction (presented on figure 
2) is no longer valid. 

The two main areas of risk management 
evolution will be developed further in the pa-
per accordingly with the idea framed on the 
Figure 3. 

Within the evolution toward strategic di-
mension of risk management and its standardi-

sation, the most popular European risk manage-
ment standards will be reviewed in the context 
of their similarities and differences as compared 
to traditional concept. Within the evolution re-
lated to extension of risk management tools, the 
innovative risk financing tools will be closely 
presented. 

3 Evolution toward the strategic dimension of 
risk management and its standardisation 

3.1 A Risk Management Standard 
“A Risk Management Standard” is a docu-

ment published in 2002 by the three major risk 
management organisations in United Kingdom: 
The Institute of Risk Management (IRM), 
ALARM The National Forum for Risk Man-
agement in the Public Sector and The Associa-
tion of Insurance and Risk Managers (AIRMIC). 
“A Risk Management Standard” is constructed 
under the assumption that risk has both an up-
side and a downside. It is based on the terminol-
ogy coherent with the one used by the Interna-
tional Organisation for Standardization (ISO) in 
ISO/IEC Guide 73 Risk Management – Vocabu-
lary – Guidelines (AIRMIC, ALARM, IRM, 
2002, p. 1). 

“A Risk Management Standard” states that 
“risk management is a central part of any or-
ganisation’s strategic management” and “it 
should be a continuous and developing process 
which runs throughout the organisation’s strat-
egy and the implementation of that strategy” 
(AIRMIC, ALARM, IRM, 2002, p. 2). This 
definition clearly states that risk management 
has a strategic dimension and should be a con-
tinuous part of company’s operations. 

The standard extends traditional stages of 
risk management procedure. This extension 
leads to closer definition of tasks that the com-
pany should undertake within each stage of risk 
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Figure 4 The risk management process according to “A Risk Management Standard” 

Source: AIRMIC, ALARM, IRM, 2002, p. 4. 
 

management process, presented on Figure 4. 
As within a traditional view, the process 

should begin with the analysis of company’s 
objectives, here particularly addressed to stra-
tegic ones. The risk assessment stage consists 
of risk analysis and risk evaluation which is 
coherent with the risk identification stage 
within traditional concept. However, the stan-
dard promotes separately the risk description 
step, which is designed to display the identified 
risks in a structured format (e.g. a table). The 
standard gives also a few practical instructions 
within risk estimation. The consequences of 
threats and opportunities should be considered 
with regard to their impact on (a) company’s 
financial situation, (b) company’s strategy and 
operational activities, and (c) stakeholders 
concern. This reflects in a visible way the stra-
tegic concept of risk management promoted by 
this standard. 

The risk evaluation step extends the risk 
analysis and recommends comparing the esti-
mated risks against risk criteria which the 
company has established. Therefore, the risk 
evaluation step helps to define the significance 

of risk to the company and whether the risk 
should be accepted or treated. 

“A Risk Management Standard” adds also a 
step related to risk reporting and communica-
tion. This is related with providing the informa-
tion about the results of the risk management 
process on different levels within the company 
and adjusted to these levels needs. The risk 
treatment step corresponds with the traditional 
concept as it constitutes a process of selecting 
and implementing measures to modify the risk. 
The model risk management process ends with 
the monitoring and review of the whole proce-
dure which gives recommendations for im-
provements in the whole process (on each step). 

As the standard promotes the strategic di-
mension of risk management process, it gives 
recommendations for structure and administra-
tion of the process. It discusses briefly the risk 
management policy framework that the organi-
sation should define, as well as the role of the 
board, the business units and internal audit. 

3.2 Enterprise Risk Management 
Enterprise risk management (hereafter: 

ERM) is often called a holistic risk management 
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and is considered to be the most recent expan-
sion of risk management idea (Baranoff, 2004, 
p. 58; Chapman, 2006, p. 4). ERM is a result 
of surveying the whole spectrum of all com-
pany’s risk exposures, regardless if they are 
insurable or not. It represents an integrated 
approach to managing risk and aims at making 
appropriate corporate level choices for solu-
tions in mitigating risk.  

ERM concept is also a subject of stan-
dardisation. In 2004 The Committee of Spon-
soring Organizations of the Treadway Com-
mission (hereafter: COSO) issued a document 
clarifying the enterprise risk management 
standards, entitled “Enterprise Risk Manage-
ment – Integrated Framework”. COSO is a 
voluntary private sector organisation com-
prised of the following professional associa-
tions: American Accounting Association 
(AAA), American Institute of Certified Public 
Accountants (AICPA), Financial Executives 
International (FEI), Institute of Management 
Accountants (IMA), and the Institute of Inter-
nal Auditors (IIA). COSO is known worldwide 
as an organisation providing guidelines con-
cerning financial reporting, corporate govern-
ance, business ethics, risk management and 
internal control, among other issues 
(www.coso.org) 

According to the COSO’s standard, ERM 
is defined as “a process, effected by an entity’s 
board of directors, management and other per-
sonnel, applied in a strategy setting and across 
the enterprise, designed to identify potential 
events that may affect the entity, and manage 
risk to be within its risk appetite, to provide 
reasonable assurance regarding the achieve-
ment of entity objectives” (COSO, 2004, p. 2). 
As a consequence, COSO’s ERM framework 
represents another standard recommending the 
integration of risk management process at 
every level of the company. Also, it points at 
the need for continuity of the process and its 
application in strategy setting.  

However, the COSO’s ERM framework 
visualises the whole procedure in a different 
way than in the traditional risk management 
concept or in “A Risk Management Standard”. 
COSO’s ERM framework presents the three 
dimensional model of risk management, which 
aims at underlining the integrative nature of 
the whole process. The three dimensions of 

COSO’s ERM Framework include: (1) organisa-
tional objectives, (2) management operations, 
and (3) entity units. The vision of integrated, 
holistic ERM procedure was presented by 
COSO in a form of a cube, which strengthens 
the sense of integration of each managerial di-
mension (Ong, 2006, p. 398). Figure 5 presents a 
simplified vision of COSO’s cube. 

The entity’s objectives comprise of four 
categories:  
a) strategic – the goals aligned with and sup-

porting entity’s mission,  
b) operational – related with the effective and 

efficient use of entity’s resources, 
c) reporting reliability, 
d) compliance with applicable laws and regula-

tions.  
The management operations dimension 

consists of eight interrelated components, which 
are similar to the steps introduced within tradi-
tional risk management concept. These compo-
nents include: 
a) internal environment, which under-pines the 

basis for risk management philosophy and risk 
appetite, as well as the integration of the risk 
management process within the organisation. 

b) objectives setting, which recommends the 
alignment of ERM with entity’s mission and 
coherence with the defined risk appetite, 

c) event identification – which coincides in 
many respect with the risk identification in 
traditional risk management concept,  

d) risk assessment – which coincides in many 
respect with the risk assessment in traditional 
risk management concept,  

e) risk response – which promotes risk treat-
ment techniques known in traditional ap-
proach,  

f) control activities – which is focused on as-
sessing whether the risk response was intro-
duced properly,  

g) information and communication – similarly 
to “A Risk Management  Standard”, it pro-
motes the communication of the ERM process 
in the broad sense, following down, across, 
and up the entity,  

h) monitoring – which aims at supporting the 
needed modifications, similarly to the tradi-
tional and “A Risk Management Standard” 
concepts. 
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Figure 5 The three dimensions of ERM integration according to the COSO’s standard 
 Source: Own work 

 
The third ERM dimension – entity unit – 

specifies the meaning of ERM holistic ap-
proach as the process should be conducted and 
communicated at (a) entity-level, (b) divisions, 
(c) business units and (d) subsidiaries. 

Within the ERM concepts, other less-
known standards are being promoted. The 
RIMS, which is a not-for-profit organisation 
dedicated to the advancing the practice of risk 
management, published in 2006 the “Risk Ma-
turity Model (RMM)”. The model promotes 
the same ideas as “A Risk Management Stan-
dard” and COSO’s ERM framework. How-
ever, it is even more advanced in addressing 
risk management to the managerial and strate-
gic aspects (Fox and Epstein, 2010, p. 4). It is 
also worth to mention, that the current discus-
sion in this field is concerned mainly with the 
role of board of directors in the risk manage-
ment procedure (Fraser and Henry, 2007, p. 
393). 

3.3 Business Continuity Management 
Business Continuity Management (hereaf-

ter: BCM) is a standard issued by the Business 
Continuity Institute in 2007. It represents a 
holistic management process that is focused on 
identifying and treating events that can 

threaten the organisation’s survival. Simultane-
ously, it gives recommendations for an effective 
response to such events that should safeguard 
the interests of all organisation’s stakeholders as 
well as its reputation and value creation process.  

At first glance the BCM concept may seem 
remote from traditional risk management con-
cept concerning its main goal. However, it 
represents an integrated process of managing the 
downside of risk with particular focus on risk 
that can endanger the continuity of activities. 
BCM is therefore somehow specialised in one 
type of risk – the risk of survival and thus devel-
ops a highly advanced managerial procedure for 
treating this specific type of risk.  

The authors of the BCM underline that it is 
different from traditional risk management con-
cept (see Figure 6). A closer analysis of their 
statement, however, convinces that in numerous 
fields both concepts are similar and coherent. 
The core determinant that diversifies traditional 
and BCM concept lies in the type of risk on 
which BCM is focused. The further differences, 
concerning the method, parameters, scope and 
intensity of events, are a consequence of the risk 
in focus. 
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key  
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type of 
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all types of events 
events causing significant 

business disruption 

size of 
events 

all sizes (costs) of 
events 

strategy is planned to cope 
with survival 

scope 

focus primarily on 
management of risks 
to core business ob-

jectives 

focus only on incident man-
agement mostly outside the 
core competencies of the 

business 

intensity 
all from gradual to 

sudden 
sudden or rapid events 

Figure 6 A comparison of traditional risk management concept and business continuity management 

Source: The Business Continuity Institute, 2007, section 1, p.7. 

Understanding the

organisation

Determining BCM Strategy

Developing and implementing 

BCM Response

Exercising, maintaining and 

reviewing

 

Figure 7 BCM Programme Management 

Source: Own elaboration based on (The Business Con-tinuity Institute, 2007, section 1, p. 9). 

 
The BCM procedure is in many fields co-

herent with the traditional concept and the 
above presented risk management standards, as 
presented on Figure 7. 

The process begins with the understand-
ing of the organisation, then determining the 
BCM strategy, followed by the BCM response 
which is a substitute of risk treatment step, 
ending with exercising, maintaining and re-
viewing the whole procedure. The BCM guide-
lines also promote embedding the process in 

the organisation’s culture. The distinctive differ-
ences can only be observed within the BCM 
response. Here, instead of particular risk man-
agement tools, the BCM recommends specified 
plans (The Business Continuity Institute, 2007, 
section 4, p.7,13,16): 
a) the Incident Management Plan (IMP) – the 

purpose of the IMP is to provide a docu-
mented framework to enable organisation to 
manage any crisis event, regardless the cause, 
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b) the Business Continuity Plan (BCP) – the 
purpose of the BCP is to provide a docu-
mented framework and process to enable the 
organisation to resume all of its business 
process within; it will always contain as-
sumptions about the maximum scale of the 
event (in terms of its duration and extent), 

c) Activity Response Plan (ARP) – the pur-
pose of the ARP is to cover the response by 
each department or business unit to the 
event. 

The BCM process is perceived as a holis-
tic managerial process. This convinces that the 
evolution of risk management concept can be 
directed toward the separate philosophy of 
running the business. However, for the entities 
which are not focused only on the downside of 
risk, the BCM gives useful guidelines for de-
veloping traditional risk management concept 
within the loss treatment problem. BCM repre-
sents a structured procedure useful particularly 
for managing the high severity and low-
frequency risks. 

4 The evolution within the extension of risk 
financing tools 

As mentioned above, another important 
trend observed within the evolution of risk 
management concept is related to the extension 
of risk financing techniques. This is a conse-
quence of the constant evolution of financial 
markets, as well as the changes of insurance 
market conditions. It is worth to mention, that 
these changes are also listed as a reason for 
ERM concept development (Baranoff, 2004, p. 
59). 

Due to the currently observed changes of 
available risk financing tools, a traditional clas-
sification (presented above on figure 2) needs to 
be redefined. The main reason is the evolution of 
so called alternative risk transfer (hereafter 
ART) instruments that often combine traditional 
risk transfer with risk retention. Figure 8 pre-
sents a modified vision of risk financing tools 
classification, which reflects more accurately the 
current trends in risk management solutions. 

As presented on figure 8, the current con-
cept of risk management should include a new-
class of instruments, which form a combination 
of risk retention and risk transfer mechanisms. 
These instruments are often referred to as the 
ART (Alternative Risk Transfer), as they form 
alternative solutions against the traditionally 
understood financial risk control tools. Figure 8 
presents only these of ARTs which are available 
for companies. However, the number of ARTs is 
growing constantly and in the future new oppor-
tunities might be available for companies. 

ART instruments are usually defined as 
customised structures combining risk retention 
with risk transfer for a multi-line and multi-year 
cover (Swiss Re, 2003, p. 16). ART instruments 
were primarily designed to facilitate so called 
“uninsurable” risk, which means the risk impos-
sible to be covered on the insurance market or 
the risk for which insurance premiums were too 
high (Hartwig and Wilkinson, 2007, p. 925; 
Swiss Re, 2003, p. 23). Currently, ARTs often 

 

 

 

Figure 8 Risk financing instruments – current perspective 

Source: Own elaboration based on (The Business Continuity Institute, 2007, section 1, p. 9). 
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purposefully integrate coverage against insur-
able and uninsurable risk. Thus, these instru-
ments promote an interesting alternative to tra-
ditional insurance, especially with regard to the 
cost of their application. 

As mentioned above, from different ARTs 
solutions, a few are applicable for companies. 
Among them are: multi-risk products, finite risk 
programs, captives and contingent capital facili-
ties. The ideas under-pinning these instruments 
were born on the reinsurance market, thus they 
are considered as advanced risk financing 
mechanisms. 

Multi-risk products combine the coverage 
of various risk exposures into one single con-
tract between the company and its insurer. As a 
rule, such contracts are multi-year. Multi-risk 
products aim at lowering the cost of traditional 
risk transfer due to the joint probabilities of risk 
exposures. The two broad classes of multi-risk 
products exist (Swiss Re, 1999, p. 24; Banks, 
2008, p. 105-108): 
a) integrated multi-line and multi-year prod-

ucts (MMPs), which combine a company’s 
risk portfolio (including both insurable and 
uninsurable exposures) into a single, multi-
year policy, with aggregated premiums, de-
ductibles and policy caps,  

b) multi-trigger products (MTPs) which give a 
coverage in case of simultaneous occur-
rence of two (or even three) predefined trig-
gers. 
Finite risk solutions, from a company’s 

perspective, are similar to the economic re-
serves of capital. Such solutions form a defined 
program of gathering capital for covering 
losses, controlled and safeguarded by the in-
surer as a contract partner. Finite risk solutions 
possess a few distinctive features. As the name 
says, these solutions are finite (limited) due to 
the limited assumption of risk by the insurer. 
Capital gathered in the finite risk program is 
invested, and the investment income is included 
to the amount of capital gathered. Depending 
on the attitude and circumstances of gathering 
the capital reserve, these solutions might be 
constructed on the retrospective (it means post-
loss) or prospective (pre-loss) basis (Banks, 
2008, p. 71-75; Culp, 2006, p. 556-560). 

Captives are probably the most widely 
known form of ART, as they represent the old-
est innovation in this field. Captive is an insurer 
(or reinsurer) organised by the company itself, 

and dedicated to issuing policies covering the 
company’s risk (directly or indirectly). It sim-
ply means that the captive sole or major cus-
tomer is the company that founded this captive 
(Rejda, 2001, p. 48). The idea of captives is 
being constantly developed. As a consequence, 
currently numerous captives structures can be 
observed (Banks, 2008, p. 94-98; Culp, 2006, p. 
365-374). Captives represent an interesting 
form of risk retention and risk transfer combi-
nation. Although the captive’s parent risk is 
formally being transferred, it is still retained by 
the captive’s parent due to its equity capital 
involvement. However, captive gives an access 
to the reinsurance market, which is one of im-
portant incentives of forming such structures. 

Contingent capital facilities represent a 
form of contractually agreed availability of 
funds in case of the loss event, on pre-
negotiated terms. As the name of the facility 
says, the access to the capital is contingent 
(conditional) upon the occurrence of (a) insured 
event and (b) worsening of predetermined 
measure of company’s financial situation. If 
both events occur, the company is assured of a 
cash infusion. Depending on the type of the 
source of contingency founding, the company 
may use contingent debt or contingent equity. 
The facility is usually constructed as a put op-
tion, giving the company (as option owner) a 
right to sell securities (debt or equity) at a pre-
determined price (Banks, 2008, p.135-145; 
Hartwig and Wilkinson, 2007, p. 946).  

Apart from the ARTs innovations, a good 
example of risk financing tools evolution is 
securitisation of insurable risk. Securitisation 
allows to package and transfer insurable risk to 
the capital markets through the issuance of fi-
nancial securities. Therefore, securitisation 
should be considered as innovative way of 
transferring insurable risk, meaning it is a sub-
stitute for insurance. The mechanism of risk 
securitisation is widely used by the insurance 
companies (in order to spread their risk). How-
ever, companies (especially the large ones) may 
also use securitisation effectively, particularly 
with regard to catastrophic and weather-related 
risk exposures (Baranoff, 2004, p. 62-64). 

5 Concluding notion 
The risk management concept is constantly 

evolving, as it wins growing popularity among 
companies. The above conducted conceptual 



TRENDY EKONOMIKY A MANAGEMENTU / TRENDS ECONOMICS AND MANAGEMENT  
 

 
– 167 – 

ROČNÍK V – ČÍSLO 08 / VOLUME V – NUMBER 08 

and comparative analysis, based on literature 
review and the solutions included in the three 
leading risk management standards, lent sup-
port to the thesis, that risk management concept 
evolves toward strategic dimension. This ob-
servation is followed by the changes in risk 
perception directed toward both the downside 
and upside of risk, the risk management con-
cept evolves toward strategic dimension. Most 
of the recently observed ideas in risk manage-
ment concept highlight the need for treating risk 
management from a managerial perspective and 
unifying it with internal control procedures. 
Consequently, these concepts call for integrat-
ing risk management tasks within the company 
as a whole with the involvement of each of a 
company’s business units. 

In the evolution toward the strategic di-
mension, the standardisation process plays an 
important role. As it aims at unifying the risk 
management vocabulary and tasks, it helps to 
understand the procedure by practitioners. 
However, the standards often argue about the 
role of management in organisation and imple-
mentation of risk management. 

It should be stated. However, that risk 
management standards are closely related to the 
traditional risk management concept. They fol-
low the same sequences of activities. Therefore, 
they can be perceived as sub-types of traditional 
approach. In fact, the associations related to risk 
management issues promote their own models 
of risk management procedure. From a theoreti-
cal point of view, they are not revolutionary 
concepts. 

The conceptual analysis of the currently 
available risk financing tools gave a support to 
the second thesis that the innovations embodied 
in the form of ARTs spring from the conver-
gence of insurance and capital markets and 
products. This forms a convincing evidence of 
another visible course of risk management evo-
lution. Thanks to the creation of innovative risk 
financing tools, the companies may extend their 
risk handling programs, concerning the extent 
to which their financial situation allows to im-
plement instruments combining risk retention 
and risk transfer.  

It is recommended to conduct further re-
searches in the field of risk management stan-
dards in order to highlight the specifics of each 
standard and recommended areas of its applica-
tions. The analysed risk management standards 
seem to be closely related to the traditional risk 
management concept. Although they promote 
originality, they follow the same sequences of 
activities. Therefore, they can be perceived as 
sub-types of traditional approach. In fact, the 
associations related to risk management issues 
promote their own models of risk management 
procedure. From a theoretical point of view, 
they are not revolutionary concepts. 

Further inquiries should also be conducted 
to explore the awareness and availability of the 
ARTs among corporations, especially in the 
countries with the lower level of capital market 
development. In particular, it is recommended 
to examine whether companies are interested in 
such innovative solution as well as if there are 
no legal constraints. 

 
References 
AIRMIC, ALARM, IRM (2002) A Risk Manage-
ment Standard, 14 p., [on line] [cit.2009-09-01] 
Retrieved from www.airmic.com 
ARNOLD, G. (2002) Corporate Financial Man-
agement. 2nd ed. Harlow: Prentice-Hall – Pearson 
Education Ltd. 1098 pp. 
BAKER, H. K., POWELL, G. E. (2005) Under-
standing Financial Management. A practical Guide. 
1st ed. Malden, Mass: Blackwell Publishing. 481 
pp. 
BANKS, E. (2008) Alternative Risk Transfer. Inte-
grated Risk Management through Insurance, Rein-
surance and the Capital Markets. Chichester: John 
Wiley & Sons. 226pp. 
BARANOFF, E. (2004) Risk Management and 
Insurance. 1st ed. Hoboken: John Wiley & Sons. 
639 pp.  

CHAPMAN, R. J. (2006) Simple Tools and Tech-
niques for Enterprise Risk Management. 1st ed. 
Hoboken: John Wiley & Sons. 466pp. 
COSO (2004) Enterprise Risk Management – Inte-
grated Framework. Executive Summary. [on line] 
[cit.2010-18-20] Retrieved from www.coso.org  
CULP, Ch. (2006) Structured Finance and Insur-
ance. The ART of Managing Capital and Risk. 1st 
ed. Hoboken: John Wiley & Sons. 892pp. 
FOX, C. A., EPSTEIN, M. S. (2010) Why is Enter-
prise Risk Management Important for Prepared-
ness? Risk and Insurance Management Society. [on 
line] [cit.2010-09-01] Retrieved from 
www.RIMS.org 
FRASER, I., HENRY, W. (2007) Embedding risk 
management: Structures and Approaches. Manage-
rial Auditing Journal, Vol. 22, No 4. p.392-409. 



TRENDY EKONOMIKY A MANAGEMENTU / TRENDS ECONOMICS AND MANAGEMENT  
 

 
– 168 – 

ROČNÍK V – ČÍSLO 08 / VOLUME V – NUMBER 08 

HARTWIG, R. P., WILKINSON, C. (2007) An 
Overview of Alternative Risk Transfer Market. In: 
J.D. Cummins and B.Vernard (Editors), Handbook 
of International Insurance. Between Global Dynam-
ics and Local Contingencies. Springer, New York, 
pp.925-951. 
MOLLER, R. R. (2007) Understanding the New 
Integrated ERM Framework. 1st ed. Hoboken: John 
Wiley & Sons. 368pp. 
NEALE, B., McELROY, T. (2004) Business Fi-
nance. A Value Based Approach. 1st ed. London: 
Prentice Hall/Pearson Education. 484pp. 
ONG, M. K. (2006) Risk Management. A Modern 
Perspective. 1st ed. London: Elsevier. 739pp. 
REJDA, G. E. (2001) Principles of Risk Manage-
ment and Insurance. Boston, San Francisco, New 
York: Addison Wesley Longman. 629pp. 
Swiss Re (1999) Alternative Risk Transfer (ART) 
for Corporations: a Passing Fashion or Risk Man-

agement for the 21st Century? Sigma No 2/1999, 
43p.  
Swiss Re (2003) The Picture of ART. Sigma No 
1/2003, 42p. 
The Business Continuity Institute (2007) Business 
Continuity Management Good Practice Guidelines 
2008. A Management Guide to Implementing 
Global Good Practice in Business Continuity Man-
agement. [on line] [cit.2010-03-15] Retrieved from 
www.thebci.org  
The Financial Reporting Council (2005) Internal 
Control: Revised Guide for Directors on the Com-
bined Code (The Turnbull Guidance). London. [on 
line] [cit.2010-08-12] Retrieved from 
www.frc.org.uk  
WILLIAMS, Jr. C.A., Heins, R.M. (1989) Risk 
Management and Insurance. 6th ed., New York, St. 
Louis, San Francisco: McGraw-Hill. 836pp. 

 
Author (s) contact (s) 

Monika Wieczorek-Kosmala, Ph.D. 
University of Economics in Katowice, 
Department of Finance and Insurance, 

Bogucicka 14 Street, 
40-226 Katowice, Poland, 

E-mail: m.wieczorek-kosmala@ue.katowice.pl 
 
Doručeno redakci: 30.9.2010 
Recenzováno: 8.5.2011 
Schváleno k publikování: 30.5.2011 




