
Measuring	the	Effect	of	Risk	on	Your	Business		
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FORMALLY	DEFINED	
“The	aggregate	total	of	all	net	costs	incurred	by	an	

enterprise,	inten=onally	or	uninten=onally,	as	a	direct	or	
consequen=al	result	of	the	existence	of	risk.”	

-Gary	Bierc	
ARQ™	Inventor	

WHAT	IS	“ENTERPRISE-WIDE	TOTAL	COST	OF	
RISK™”	(ETCOR™)?	
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ETCOR™	SIMPLY	STATED	

“All	net	costs	that	exist	or	are	
incurred	because	risk	exists.”	

-Gary	Bierc	
ARQ™	Inventor	
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COR:		THE	FINGERPRINTS	OF	RISK	
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RISK	CAN	AFFECT	EVERY	ASPECT	OF	YOUR	BUSINESS…	
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COR:		THE	FINGERPRINTS	OF	RISK	
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…“COST	OF	RISK”	CAPTURES	THEM	ALL	

Cost	of	
Risk	



Risk	Creates	Cost	in	3	Ways:	
1.   The	Cost	Incurred	to	Manage	Risk	

a.  Risk	Treatment	or	Risk	Response	Costs	
b.  i.e.,	Mi=ga=on,	Elimina=on,	Preven=on	or	Controls	Cost	

2.   Cost	of	Incidents	or	ConsequenTal	Losses	
a.  Direct	consequen=al	impacts	of	risk	
b.  Unforeseen	cost	increases	or	damages	

3.   Core	Business	Performance	
a.  The	net	sum	total	of	the	porZolio	of	risk	events	which	

have	determined	the	final	performance	outcome	of	your	
core	business	

10	 ©Copyright	2017,	rPM3	Solu=ons,	LLC,	All	rights	reserved.	



Your	
Business	

Risk	
Treatment	

Costs	

Core	Business	
Performance	

Cost	of	
Incidents	

RISK	AFFECTS	YOUR	BUSINESS	IN	3	WAYS,	BUT	IN	2	FORMS		

The	Cost	and	
Benefits	of	the	
Consequences	of	

Risk	

The	Cost	to	
Manage,	Control	
&	MiTgate	Risk	
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�  The	net	burden	of	risk	on	your	business	–	
the	net	and	aggregate	cost	of	the	trade-off	
decisions	made	by	your	company	regarding	risk.	
�  In	other	words,	the	trade-off	decisions	between	

choosing	to	spend	money	to	manage	risk	or	do	nothing	
and	just	hope	for	the	best.	

�  The	financial	rela=onship	between	your	
business	performance	and	your	risks	&	
risk	management	ac=ons.	

�  The	Value	of	ERM	–	you	can	defini=vely	
measure	the	return	on	your	inherent	risk	
management	dollar.	

WHAT	DOES	“COST	OF	RISK”	(COR)	MEASURE?	
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EARNINGS	
Earnings	before	COR	 Enterprise	COR	(ECOR)	

GENERAL	&	ADMIN	
CORE	BUSINESS	 COST	OF	RISK	

GROSS	MARGIN	
GM	BEFORE	COR	 Sub-total	COR	

COST	OF	SERVICES	SOLD	
CORE	BUSINESS	 COST	OF	RISK	

REVENUE	
CORE	BUSINESS	 COST	OF	RISK	

EARNINGS	

GENERAL	&	ADMIN	

GROSS	MARGIN	

COST	OF	SERVICES	SOLD	

REVENUE	

BUSINESS	PERFORMANCE	
TradiTonal	View	vs.	“Lens	of	Risk”(COR)	
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ISOLATING	“COST	OF	RISK”	FROM	THE	COST	OF	DOING	BUSINESS	

Cost	of	Doing	Business	

Cost	of	Risk	

Investment	in	
the	Management	

of	Risk	

Cost	of	Resul=ng	
Consequences		
(Incidents)	

Cost	of	Core	Business	

Cost	of	Key	
Func=ons	@	Risk	

Cost	of	CAP	EX	or	
Infrastructure	
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www.riskspotlight.com!

Cost of Operational Risk Management

www.riskspotlight.com!

Profits!

Revenue! Costs!

Cost of 
Business!

Cost of Risk 
Management!

Cost of Other 
Risk 

Management!

Cost of 
OpRisk 

Management!

Cost of 
controls!

People! Processes! Systems! Communicate!

Cost of 
incidents!

Direct costs! Indirect costs! Recovery 
costs!

Influences	

It may be very tempting for 
senior executives to cut/
minimise cost of operational 
risk management to increase 
profits in the short-term, 
especially if their rewards are 
tied to such metrics. 
However, in the long run the 
organisation may have to 
spend many times over as 
cost of incidents.	

Expected vs. Unexpected	

•  What %age of your organisation’s overall 
cost is “Cost of Risk Management”?!

•  What %age of your organisation’s overall 
cost is “Cost of OpRisk Management”?!

•  What %age of your organisation’s “Cost 
of OpRisk Management” is “Cost of 
controls”?!



•  USPTO	Patent	#:	US7809634	B1	
•  Inven=on	Name:		

Enterprise-wide	total	cost	of	risk	management	using	ARQ	
•  Inventor:		Gary	J.	Bierc	
•  ABSTRACT	OF	INVENTION	–	“The	inven=on	relates	to	the	business	disciplines	

known	as	Enterprise	Risk	Management,	or	ERM	and	with	the	addi=on	of	this	
inven=on,	Strategic	Risk	Management,	or	SRM.	It	specifically	relates	to	the	
quan=fica=on	or	measurement	and	valida=on	of	the	historical	impact	of	all	
risks	and	risk	management	ac=vity	on	an	organiza=on.	The	inven=on	provides	
a	methodology	to	measure,	baseline,	track	and	benchmark	the	total	cost	of	all	
historical	risk	events,	including	both	posi=ve	and	nega=ve	events,	and	risk-
related	ac=vi=es	that	impact	the	earnings	of	an	organiza=on.”	

•  Learn	more:	hops://www.google.com/patents/US7809634	

Aggregate	Risk	Quan=fica=on™	(ARQ™)	
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Ded	
COR	

COCB	

Rev	

Discrete	
COR	

Mon	
Risks	

Risk	
Fin	

Rev	
+	

CODB	

Account	
Code		
Review	

How	does	ARQ™	
Decipher	Cost	of	Risk?	
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www.riskspotlight.com!

Cost of Operational Risk Management

www.riskspotlight.com!

Example of report highlighting quarterly changes in cost of controls for operational 
risk categories	

•  For more details refer to a patented methodology developed by Gary Bierc (email: gbierc@rpm3solutions.com or visit www.rpm3solutions.com )!
•  Watch interview with Gary Bierc at https://www.youtube.com/watch?v=MjBEySdw9R4!
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IT’S	ALL	ABOUT	THE	“Q”!!	
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WHAT	MAKES	THIS	TYPE	OF	QUANTIFICATION	SO	CRITICAL?	
�  Essen=al,	yet	commonly	overlooked,	Business	

Intelligence	that	points	to	hidden	savings,	and	
growth	opportuni=es	

�  Prevents	cost	cuvng	errors	–	COR	operates	
differently	than	the	general	cost	of	doing	
business.	
Ø  COR	reflects	the	inherent	cost	resul=ng	from	real	

	“trade-off”	decisions	made	about	risk.	

�  Measures	ERM	performance	

�  Reveals	how	risk	assessment	and	risk	
management	is	a	cri=cal	component	to	
successful	strategic	planning	and	execu=on-	$$$	
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Cost	of	Risk	–	Why	now?	

�  The	world	is	more	risky	now	
than	ever	before…	

�  The	“Cost	of	Risk”	(COR)	on	
business	is	reaching	
staggering	levels	–		

	20%-50%	of	Rev	
�  Quan=fying,	managing	&	

op=mizing	COR	is	now	
criTcal	to	be	compe==ve!	
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1.  Reveals	previously	unseen	correla=ons	
and	rela=onships	between	your	cost	
structure	and	company	performance	

2.  Provides	knowledge	and	insights	into	
your	company’s	performance	in	advance	
of	conven=onal	financial	repor=ng	(KPI)	

3.  Quan=fies	your	company’s	risk	appe=te	
and	tolerances	in	simple	dollars	terms	

4.  Establishes	defini=ve	metrics	upon	which	
to	measure	your	overall	risk	management	
effec=veness	across	the	enterprise		

Key	Strategic	Benefits	of	“Cost	of	Risk”		
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ARQ	
Technology™	
enables	you	to	
decipher	your	
Cost	of	Risk	
easily	and	
systema=cally.	
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The	system	tracks	and	trends	your	results	over	=me	for	
consistent	analysis	and	accurate	interpreta=on.	
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System	dashboard	summarizes	your	results	and	provides	drill-down.	
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For	more	informa=on,	contact:	
	

Gary	Bierc,	CEO	
rPM3	Solu=ons,	LLC	

gbierc@rpm3solu=ons.com	
or	visit:	

www.rpm3solu=ons.com	


