
Being in business means taking 
risks and, while investors accept 
certain types of risk in order to 

achieve an appropriate level of return, 
any organisation will be expected to 
operate within self-imposed risk-appetite 
levels. To do this, a company must be 
able to identify and measure risks, and 
manage them in a consistent manner.

Identifying and managing financial 
risks is a core task in treasury, but the 
treasurer needs to understand how 
financial risks might arise as a result 
of the other risks that the organisation 
faces. This interconnectedness 
is fundamental and the reason 
why a treasurer needs a thorough 
understanding of the organisation  
in which they operate.

The purpose of any risk classification 
is to help identify risks. Unidentified 
risks are inevitably unmanaged and can 
pose a significant threat. Classifying risk 
also facilitates consistent treatment of 
similar risks.

Business risk
While investors expect a company to 
take business risks, it is the board’s role 
to decide which risks will be accepted  
in the context of associated returns.

Examples include:
• The introduction of new products  

or the scrapping of old ones;
• Entry into new, or withdrawal from  

old, markets;
• Expenditure on R&D;
• Exposure to competition in pricing 

and products; and
• Acquisitions and divestments.

The impact of business risks on 
the organisation can be complex and 
far reaching. A fall in profitability 
(irrespective of how it arises) may affect 
whether the company can service debt 
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or make planned investments. The 
treasurer must understand the factors 
that drive the company’s performance 
and must assess risk in that context.

Financial risks
Financial risk is the area most familiar  
to treasury, as this is the ‘day job’.
• Financial market risk covers interest 

rate, FX and commodity risk, and may 
result in a profit or loss.

• Liquidity risk revolves around the 
ability to access cash as needed –  
key to the success of any organisation.

• Credit and counterparty risk is  
the risk that a counterparty will  
fail to honour a contract. The 
deterioration of a company’s credit 
quality is also a form of credit risk  

as it reduces the organisation’s ability 
to issue debt.

• Leverage is a fundamental financial 
risk and is driven by corporate 
strategy; the greater the leverage in an 
organisation beyond a certain point, 
the greater the financial risk.

Boundaries between categories can  
be blurred. For example, liquidity risk 
can occur if income is not converted  

to cash, or liquidity needs are greater 
than anticipated. This suggests that 
liquidity risk may result from any or 
all of the other categories of risk and 
therefore must always be considered 
alongside these other risks. It is vital that 
the organisation addresses financial risk  
in the context of the corporate strategy.

Operational risk
Operational risk exists wherever there 
is a chance that a process, person or 
system will not produce the expected 
result. Such risks may be described 
as ‘unrewarded’ as there is no upside. 
Sources include: individual error or 
fraud; political or regulatory events; 
and processing and system failures, and 
treasurers will need contingency plans  
to manage them.

Treasurers need to identify, measure 
and manage risk on an enterprise-wide 
basis and it is always wise to adopt a 
combination of approaches to minimise 
the risk of overlooking something. 
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OTHER WAYS OF VIEWING RISK

• Internal versus external risks – for example, new 
product development versus legislative change.

• Committed versus uncommitted risks – such 
as contracts or pension payments compared to 
renegotiation of raw material purchases.

• Group versus subsidiary risks – exposures such as 
FX can be considered at group level, whereas others 
need to be managed at subsidiary level. In all cases, 
risks should be identified at the more detailed level 
of the organisation.

• Short- versus long-term risks – so, if cost changes 
can be passed on to the customer, then input price 
risk may only require management over a short 
time. By contrast, companies in a highly competitive 
environment may find input price increases cannot 
be passed on and fundamentally erode margins.

The treasurer needs to understand how  
financial risks might arise as a result of the  
other risks that the organisation faces
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