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Risk and Disclosure: A Conversation with SEC Commissioner Cynthia Glassman

By Joanne Sammer
SEC Commissioner Cynthia Glassman recently discussed the role enterprise risk management (ERM) can play in companies’ compliance and disclosure efforts. She emphasized that these comments represent her views and not necessarily those of the SEC.

Compliance Week: What role do you see for enterprise risk management (ERM) in a company’s compliance and disclosure efforts?

Cynthia Glassman: ERM is an important tool companies can use to enhance disclosure in MD&A and to run the business more effectively. This also ties into SOX Section 404 requirements that companies have internal controls in place to make sure the financial reporting process is appropriate and accurate. One piece of internal controls is the risk management process. 

MD&A specifically requires disclosure of known uncertainties to the company and risks fall into that category. By understanding and tracking key performance indicators that will signal to a company when something that is important to the business is going wrong, companies will be a better position to articulate significant risks in MD&A. For example, if a particular demographic trend affects the business because the company is focused on selling to a segment of the population that is shrinking, that is a risk that could important to the future performance of the company. Companies are required to disclose risks that are material to its business, so whether a risk is discussed in MD&A will depend on whether it is material to the company. 

CW: Will the use of ERM allow companies to enhance MD&A?
Glassman: The spirit of MD&A is to give color to the company’s financials and give investors an idea of whether past performance might continue in the future or whether performance is likely to be better or worse. Not all companies have been as forthcoming as they could be in MD&A and there is a lot of boilerplate language, repetition of financials, and elevated statistics when investors need context to understand why performance went up or down. The purpose of MD&A is to enable to investors to see through the eyes of management. Management should see what going on and how things are likely to go on the future and investors need to know that as well. 

Investors also need to know what can go wrong or go right with the company. And if things do not go right, they need to know what that will mean to the company’s performance and what management will do about it. Risk management does not mean the elimination of risks. Risks are what business is all about. The key is to take risks wisely and to know when the company is taking those risks.

CW: Is it a good idea for companies to articulate and disclose information about the specific process for managing risks?

Glassman: I think it would be helpful for companies to explain the risk management process and the level of accountability for it. That can help investors to understand how the company manages risks and that those risks are being managed.
