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The Principled Performance Vision
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By Carole Switzer and Scott L. Mitchell

oday’s business climate is more

complex and more challenging than

ever before. Even small businesses,
non-profits, and government agencies face
issues that historically affected only the
largest international corporations. Inter-
nal and external stakeholders demand not
only high performance, but also transpar-
ency into business operations.

Contemporary risks and requirements
are numerous, ever-changing, and fast to af-
fect the organization. And, if that were not
enough, the costs of addressing risks and re-
quirements are spinning out of control.

In short, the status quo for many or-
ganizations is neither sustainable nor ac-
ceptable. For some, their very lives are at
risk.

So how do we address this growing
web of issues? By adopting a vision of
principled performance—a point of view
and approach to business that helps orga-
nizations reliably achieve objectives while
addressing uncertainty and acting with
integrity.

Think for a minute about your organi-
zation in the same way you might view a
living organism. It can be healthy; it can
get sick; and, with the right support, it
can recover from illness and return to a
healthy state. It can be marginally func-
tional, or it can be strong, agile, and re-
silient.

Then think about what is necessary for
life in the organism or for the organiza-
tion. In the organism, it starts with ami-
no acids—commonly referred to as the
building blocks of life. Protein is 100 per-
cent amino acids ... and protein regulates
nearly every biochemical reaction in the
body. Our neurotransmitters, hormones,
and muscles are made of the 21 amino ac-

ids that support life. And RNA and DNA

require amino acids, so they are necessary
for our genes to function properly.

All of these systems need to operate in
an integrated and harmonized way, and
they can be enhanced and have greater
success with good nutrition, effective
exercise, and a non-toxic environment.
Having the right structure and support-
ing it with meaningful resources leads to
better coordination, quicker response and
recovery times, strong mind/body con-
nection, and overall health.

For the organization, it’s not so dif-
ferent. For it to live and succeed there are
many functions that must operate togeth-
er; from core business units such as gov-
ernance, finance, production, and sales to
adjunct areas like performance manage-
ment, risk management, internal control,
compliance, and audit. And they all must
use the same data, but in different ways,
just as functions of the body all use the
same 21 amino acids in different combi-
nations.

And vyet, despite the need to integrate
and harmonize in support of the health
and success of organizations, many man-
age these activities in disparate depart-
ments with little if any cross-functional
communication Even worse, in others,
these activities are not really managed at
all; they are literally untouched by modern
business process improvement techniques.

Pr1r1c1pled performance, the healthy
and vigorous state of being that ensures
life and enables success for an organiza-
tion, can only be achieved by integrat-
ing and orchestrating information and
functions that, in many organizations,
are fragmented and siloed. Then, these

integrated capabilities must be supported
with strong communication, effective
technology, and development of the de-
sired ethical culture.

It’s not enough to aggressively move
toward established objectives without
consideration of the boundaries of laws,
social mores and uncertainties that arise
with regard to potential risks and rewards.
Nor can the management of risk, compli-
ance, and ethical conduct be separated
from the objective-seeking activity, any
more than an organism’s muscles function
independent of its neurotransmitters or
hormonal system.

The successful attainment of princi-
pled performance requires a holistic view
that addresses the governance, manage-
ment and assurance of performance, risk
and compliance; each with consideration
of the other. Just as amino acids are the
building blocks of life, so too are the peo-
ple, processes and technologies in every
organization. And in the way that amino
acids underlie critical functions of the liv-
ing organism that must operate together
in harmony, with seamless communica-
tion, so too must these building blocks
of the organization. Only then will it not
only survive, but do so in a state of prin-
cipled performance. u
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of objectives while addressing uncertainty and act-
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Pathway to Principled Performance

What are our mission,
vision and values?

What business model is required
to reliably achieve objectives

while addressing uncertainty and
acting with integrity?
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Q Pathway

By orchestrating integrated
governance, audit and
management systems, an
organization can reliably achieve
objectives, while addressing
uncertainty and acting with
integrity.

@ Systems

Core governance, audit and
management systems are the
backbone of an organization.
They leverage common
capabilities for multiple
purposes.

@ Capabilities

Think of capabilities as “tools” to
use for many different purposes.
Develop capabilities that can be
leveraged by all of your
governance, management and
audit systems. This way, when you
improve the capability, all
systems benefit.
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VOLUNTARY BOUNDARIES are
defined by management and
include values, contractual
obligations and other promises.

Here is our business model

and operating plan to
achieve these objectives.

TECHNOLOGY
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Governance

LEVERAGE

As we drive toward
objectives, we must
stay within boundaries.

MANDATORY BOUNDARIES
are defined by external

forces including government
laws and regulation.

..and address uncertainty. )

I can help provide assurance to
management and the board that
important things are getting done
- the way we think they are!

COMMON CAPABILITIES

INTERACT
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Establish technology and
information systems to
communicate up, down and
across the organization and
with external stakeholders.

ALIGN

—
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Set mission/vision/values;
define objectives in light of
opportunities, risks and
requirements; align strategies

with resources and processes.
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I need to keep moving
towards m

objectives.
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Sometimes uncertainty
threatens our objectives
and we must take action

Don't cross either of these
boundaries. Theyr(fresem
promises we've made

THREAT

o
?

Pm

Performance

Somelimes uncertainty
presents opportunities
that we can seize.

What does our performance
scorecard ook like relative
to risk and compliance?
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Compliance

LEVERAGE
COMMON CAPABILITIES

PROACT

Proactively identify changes
in risks and requirements,
incentivize positive conduct,
and prevent unproductive or
improper conduct.
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DETECT

Detect when desirable and
undesirable events occur
using a mix of techniques,
both push-pull and
manual-automated.
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I can provide better
assurance now that we have
a uniform way to measure
and report.

Now that we are using our
resources more effectively,
we're more competitive and
our outcomes are better
than ever.

LEVERAGE

COMMON CAPABILITIES

RESPOND

Reward desirable conduct
and outcomes and remediate
anything undesirable. Adjust
capabilities when necessary in
response to findings.

MEASURE

Assess critical aspects of
capabiltiies; measure
performance relative to risk
and compliance.
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A Conversation About Principled Performance

Switzer: The ability to reliably achieve
objectives while addressing uncertain-
ty, or what we call “principled perfor-
mance” seems like a corporate goal that
no one would argue with, but knowing
how to get there is a different issue alto-
gether. What would you say are the first
steps that need to be taken to get on the
principled performance pathway?

BarNIER: T would say start by treating it
as a business initiative to drive profitable
revenue and risk-adjusted return. This
one, simple thought moves such initia-
tives out of “yet another compliance
task to achieve while cutting cost” into
a “drive growth and cut churn” perspec-
tive. Next, people involved must deeply
understand the business environment
and capabilities. The organization sim-
ply doesn’t take seriously any initiative
staffed by people who don’t know the
dynamics of the business. Depending
on the perception in your organization,
this takes more than a little communica-
tion because too many business leaders
have come to see “GRC” as “grCom-
pliance” due to mixed messages in the
press, at conferences and such. This is
in sharp contrast to the principle perfor-
mance focus long advocated by OCEG.
Turning this around enables a virtuous
change cycle.

Lieswan: The Austrian economist Lud-
wig von Mises noted that true change
depends upon three things: a profound
sense of discomfort in the current con-

dition, a vision that things could be bet-
ter, and a plan to get there. I think the
first step is therefore to assess and ex-
plain the current level of discomfort—
i.e., what is wrong and why. True change
is hard on many levels, and so many
folks are willing to rationalize current
bad conditions by sticking with the
“devil they know instead of the devil
they don’t know.” Integrating GRC ca-
pabilities is always going to be a jour-
ney, not a destination, and that is a good
thing. Have a vision of the direction you
want to go and plan accordingly. Focus
on structure and process so that you
are constantly moving forward. Slow,
incremental but sustainable change in
the right direction is far more important
than quick, substantial but unsustain-
able change. Slow, incremental and sus-
tainable change happens by taking ad-
vantage of pre-existing organizational
processes and mental models that are
already working well. Don’t force new
or redundant processes but, rather, seek
to understand how others are thinking
and acting and explain how your vision
is really just a logical extension of what
they are already trying to accomplish.

MiLLer: Principled performance needs
to be part of the culture, reflected in
the strategy, and embedded in an orga-
nization’s operating systems and pro-
cesses. Most organizations recognize
the importance of performance, espe-
cially in today’s increasingly competi-
tive environment. Most organizations

also have codes of conduct and various
compliance policies aimed at discourag-
ing employees from taking inappropri-
ate or illegal actions. However, all too
often, when tasked with achieving ever
higher performance, mid-level manag-
ers and front-line employees struggle to
navigate the ambiguous area between
the high-level code of conduct and the
specific “thou shall not cross” line of
compliance. This challenge is growing
as business cycles become shorter, the
level of innovation and continuous im-
provement required to be successful in-
creases, and as a result, initiative taking
and decision making is being pushed
lower and lower in the organization.
The first steps in addressing this prob-
lem are (1) the chief executive officer
and the senior executive team explicitly
acknowledging that this is an important
problem that must be addressed; (2) es-
tablishing clear metrics and goals for
improvement; and (3) assigning point
accountability at the executive team
level for developing and “owning” the
process that will enable the organiza-
tion to meet the principled performance
goals.

Switzer: Michael, you often use the term
“orchestrate,” and Brian you refer to
how components of GRC exist at all
levels of an organization. What are your
thoughts on how companies should
break down or connect silos of the parts
of GRC so that they can better achieve
principled performance?
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Rasmussen: You're right; orchestration
of GRC is a term I have often used. My
point of view is that we cannot central-
ize GRGC; it is impossible. Some organi-
zations are creating a chief GRC officer;
I was at a financial services firm this
past week that is doing so. However,
this role, which I often argue against, is
not truly representative of all of GRC.
GRC involves the board and executives
governing the organization and setting
strategy. It involves every internal em-
ployee as well as third parties in day-
to-day operations. There are functions
of GRC that cannot be consolidated.
Compliance is reporting outside of legal
more than it historically has to provide
balance. Audit reports outside of other
GRC functions and directly to the board
to provide assurance. There are proper
checks and balances. I use the term or-
chestrate because a good piece of music
is not all about harmony, it includes ten-
sion and resolution. We need different
parts of the organization to play their
parts and provide balance.

BARNIER: One of the many dangers of
the control compartment culture is us-
ing different methods for managing risk
without coordination, or what Michael
refers to as orchestration. These different
approaches are usually rooted in differ-
ent professional disciplines, geographic
areas, business lines, and such. In each
case, the professionals are trying to “do
the right thing” by implementing what
they learn from their individual pro-
fessional associations. Yet, each carries
its own terminology, methods, maybe
standards, evaluation, roles, and more.
Bumping into each other in one organi-
zation, it becomes the Tower of Babel.
Then, churn, waste, and confusion re-
sult. Too often, careers are damaged.

Swirzer: I would submit that connect-
ing processes, actions, and systems for
governance, strategic planning, perfor-
mance, risk, compliance, and audit—in-
tegration of GRC if you will—is essential
to business and even societal economic
success, and the failure to do so has led
to some pretty bad results. Can you talk
about some real examples of problems
we have seen when organizations or even
whole industry sectors fail to undertake

an integrated approach?

MicLer: Industries and businesses where
professionals, either individually or in
small groups, operate in a somewhat au-
tonomous manner as part of the business
model are particularly at risk. That’s why
we’ve seen significant breaches in the fi-
nancial services industry with excessive
risk taking by traders, the mortgage ser-
vices industry in lax and exploitive un-
derwriting practices, and the education
services industry with overly aggressive
student recruitment practices. Similar is-
sues arise for businesses that are highly
decentralized and must rely on the effec-
tiveness of their highly distributed gov-
ernance and oversight systems.

Lieevan: Third-party relationships are
an example where disparate processes
and strategic goals can lead to signifi-
cant non-compliance, waste, and sur-
prise. For example, companies often
create a business strategy at a high level
and then ask others to implement the
strategy with little or no oversight or
structure. The high-level strategy then
gets communicated to others in the
credit, insurance, and investing commu-
nities whereby public expectations are
set. Meanwhile, the folks charged with
implementing the strategy—if incented
by results at any cost—will always try
to find the cheapest and quickest path
to success, often times necessitating the
use of third parties who do not neces-
sarily share the same values as the com-
pany leadership. Happiness is the sum
of reality minus expectations. Accord-
ingly, when a problem surfaces creat-
ing a bad reality, such as bribery in the
supply chain, and expectations were set
too high, the result is significant unhap-
piness for stakeholders.

BarniER: Without dragging specific
companies through the mud, the pages
of the business news provide many ex-
amples where gaps in governance have
invited attacks from activist investors
and proxy fights. Gaps in risk manage-
ment in areas such as failed new product
launches, weak corporate acquisitions,
or poor sales invite more activist inves-
tor attacks. Poor technology risk man-
agement leads to spectacular outages at

financial markets companies, airlines,
banks, Web retailers, and more. Poor
compliance leads to the typical fines
or (far worse) criminal prosecutions or
(more noticeable to investors) acquisi-
tions that later come with environmen-
tal, labor, or product liabilities. Much of
this results from typical silo behavior—
especially when reinforced by a control
culture with its usual compartments
that diminishes individual engagement
and end-to-end views. Principled per-
formance, with its focus on outcomes,
brings together a range of decisions and
activities to improve the likelihood of
achieving those objectives.

Switzer: Sometimes people think that
technology will solve all their GRC
problems and provide the necessary inte-
gration for principled performance. How
can improving use of technology help?

Rasmussen: From my point of view ev-
ery organization does GRC today. They
may call it GRC or something else. They
may not even have a name for it. But ev-
ery organization has some approach
to governance, risk management, and
compliance. It can be immature, disor-
ganized, and reactive. It can be mature,
integrated, and managed. The question
is not whether an organization does
GRC or not; they do. The question is
how do we mature our GRC processes
and show greater alignment and context
with the business. In the same context,
every organization uses technology for
GRC. Technology can be pens and pa-
per—tools. Many organizations utilize
spreadsheets, documents, and e-mail
for GRC. We use technology for GRC
across the organization. Better selec-
tion and use of technology improves our
GRC maturity. It is not the only thing
that improves maturity as alignment,
process, roles, accountability, and other
factors influence as well. However, an
organization cannot improve maturity
without improving its use of technology
for GRC in context with other factors.
A mature GRC program will have an in-
tegrated strategy, process, information,
and technology architecture that brings
efficiency, effectiveness, and agility to
GRC across the business and aligned
with the business. m
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